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The Act allows defined

benefit plan sponsors to

delay making minimum

required contributions to

meet funding standards

for the 2020 calendar year

until January 1, 2021.

The Government CARES for You

On March 27, 2020, President Trump signed into
law the Coronavirus Aid, Relief, and Economic
Security Act (the “Act”). The Act addresses the
coronavirus pandemic by directing funds to ad-
dress the strains on the health care system as well
as alleviate the economic pressures facing the
country’s employers and workers through expand-
ed unemployment benefits and individual and

business tax changes. A brief look at them follows.

BUSINESS RELATED RELIEF

Employee Retention Tax Credit

The Act provides tax credits equal to fifty
percent of employment taxes for qualified wages
(up to $10,000), including health benefits, paid to
each employee. The tax credit is effective
for wages paid between March 13, 2020 to
December 31, 2020. Eligibility for the credit is
predicated on (i) the employer carrying on a
trade or business in 2020 and the operation
of that business is fully or partially suspend-
ed (for specified reasons) by the government
(federal, state or local) due to COVID-19, or
(ii) the business has seen a significant decline
in gross revenue (50% less than in the calen-
dar quarter of the prior year) and for so long until
the business recovers to eighty percent of prior
year’s revenue. A business may not make this elec-
tion if the business elects to receive a loan under
the Paycheck Protection Program.

For businesses with one hundred (100) or fewer
employees, all employee wages qualify for the
credit, regardless of whether the employer is open
for business or subject to a shut-down order. For
businesses with more than one hundred (100) full-
time employees, qualified wages are wages paid
to employees when they are not working due to
the COVID-19-related circumstances.

The Act postpones payment of employer and
self-employed individual’s payroll taxes (6.2 per-
cent portion of Social Security taxes) until Decem-
ber 31, 2021 for half (1/2) of the amount due, with
the other half due on December 31, 2022.

Rhode Island Bar Journal 8

Small Business Support

The Paycheck Protection Program provides re-
lief to small businesses (less than 500 employees),
sole proprietorships, independent contractors and
the self-employed, as well as non-profit organiza-
tions, tribal businesses and veteran organizations
through loans to pay salaries, benefits, payroll
costs, mortgage interest, utilities, and interest
on certain debt obligations. Every applicant is
required to certify that the funds “will be used
to retain workers and maintain payroll or make
mortgage payments, lease payments, and utility
payments?” For eligibility purposes, every business
should count all employees, including full-time,
part-time and temp workers as well as indepen-
dent contractors. Businesses and owners currently
in bankruptcy, delinquent on a federal loan or who
have defaulted on a federal loan in the past seven
years are not eligible for the loans. The program
runs retroactively from February 15, 2020 to June
30, 2020.

The program provides for forgiveness of the
loan in an amount equal to the sum of the fol-
lowing costs incurred (payroll costs, mortgage
interest, rent obligations, or any covered utility
payment) over an eight (8) week period after the
loan is funded. Employees who make more than
$100,000 a year are excluded. Any loan amount
forgiven will not be considered taxable income
to the business.

Loan Guarantee Program

The Act provides loans and guarantees for
eligible businesses, states, and municipalities.
The Act prohibits, as a condition of receiving the
funds, stock buybacks or payments of dividends
until twelve (12) months after the loan is no longer
outstanding. It also limits compensation and sev-
erance payments for highly compensated employ-
ees. Even businesses that have laid off employees
are eligible for funds if they intend to restore at
least ninety percent of their workforce as of Feb-
ruary 1, 2020, and to restore all compensation and
benefits to workers no later than four (4) months
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after the termination date of the public health emergency.

Paid Leave Provisions

Under the Act an employer can pay more than the $511 per
day and $5,110 in the aggregate to employees either advised to
self-quarantine or experiencing COVID-19 symptoms. Employees
using leave to care for a family member, provide child care, or
experiencing any other substantially similar condition to coro-
navirus can receive $200 per day and $2,000 in aggregate.

TAXPAYER RELIEF

Income Tax Credit

Qualifying individuals (those with a social security number
and do not qualify as the dependent of another) will receive a
refundable income tax credit in 2020. The credit amount will
be calculated based on 2019 tax returns that have been filed
(2018 returns in cases where a 2019 return hasn’t been filed)
and sent automatically via check or direct deposit to qualifying
individuals.

The credit amount is $1,200 per individual ($2,400 if married
filing a joint return) plus $500 for each qualifying child under
age 17. The credit is phased out for those with adjusted gross
income (AGI) exceeding $75,000 ($150,000 if married filing a
joint return, $112,500 for those filing as head of household). For
those with AGI exceeding the threshold amount, the allowable
rebate is reduced by $5 for every $100 in income over the thresh-
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old and is fully phased out when AGI reaches $99,000 ($198,000
for married filing jointly).

Unemployment Provisions

The Act will provide individuals eligible for unemployment
insurance benefits through their existing state programs, with an
additional $600 per week of “Federal Pandemic Unemployment
Compensation” to be paid through July 31, 2020. A state may
also agree to waive its “waiting week” and pay unemployment
benefits to eligible individuals on the first week of unemploy-
ment, with states receiving full reimbursement of those monies
from the federal government.

Recipients may also receive “Pandemic Emergency Unem-
ployment Compensation” in the form of an additional thirteen
(13) weeks of unemployment benefits. These benefits will be
paid through the states to individuals who have exhausted all
other unemployment benefits and are able to work, available
to work, are actively seeking work but unemployed, or unable
to work because the individual: (i) has COVID-19; (ii) has a
household member who has COVID-19; (iii) is providing care
to a family member who has COVID-19; (iv) has a child who
is out of school due to a COVID-19 related closure; (v) cannot
get to work due to quarantine; (vi) cannot go to work because
the place of employment is closed due to COVID-19; or (vii) has
been advised by a health care provider to self-quarantine.

Eligible individuals also include those that are self-employed,
an independent contractor or consultant, seeking part-time
employment, or otherwise would not qualify for regular unem-
ployment. Pandemic unemployment assistance is available not
only if such individuals are “unemployed” but also if “partially
unemployed? This benefit is not available, though, if and when
such individuals are receiving paid sick leave or other paid leave
benefits, including such benefits available to independent con-
tractors under the federal Families First Coronavirus Response
Act or a state law providing such paid benefits to self-employed
workers.

RETIREMENT PLANS

Required Minimum Distributions

The Act removes the requirement for individuals to take a
required minimum distributions (RMDs) from an employer-
sponsored retirement plan (defined contribution plan or
deferred compensation plan) or IRA in 2020. This includes any
2019 RMDs that would otherwise have to be taken in 2020. This
applies to: (i) individuals that have been taking annual RMDs;
and (ii) those who turned 70% in 2019. Individuals that have
already taken an RMD in 2020 have sixty (60) days to roll it
back into the plan or IRA. In addition, if a retirement plan
owner dies during this time period, the beneficiaries who inherit
the plan can ignore 2020 when satisfying the five (5) year rule
for distributions (effectively making it a six (6) year rule).

The ten percent early-distribution penalty tax that applies
to distributions made prior to age 59% (unless an exception
applies) is waived for retirement plan distributions of up to
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$100,000 relating to the coronavirus. When an employee makes
a withdrawal from a company-sponsored retirement plan under
this provision, the plan administrator may rely on the employ-
ee’s certification that a withdrawal is coronavirus-related.

Loan Limits

Loan limits from employer-sponsored retirement plans are
expanded from $50,000 to $100,000 (but not more than the plan
balance), with repayment delays up to a year provided.

Required Employer Contributions

The Act allows defined benefit plan sponsors to delay making
minimum required contributions to meet funding standards for
the 2020 calendar year until January 1, 2021. Employers that
take advantage of this relief must pay interest on the delayed
contributions for the period from when the contributions were
originally due to when the contributions are paid. The interest
owed is calculated at the plan’s effective interest rate for the plan
year which includes the payment date.

Hardship Withdrawals and Distributions

Employers may adopt the Act’s provisions for coronavirus-
related distributions from 401(k), 403(b) and governmental
457(b) plans. Eligibility for a hardship withdrawal applies if
(i) the participant or the participant’s spouse or dependent is
diagnosed with SARS-CoV-2 or COVID-19 by a CDC-approved
test or (ii) the participant experiences adverse financial conse-
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quences due to a coronavirus-related impact on employment.
Coronavirus-related hardship distributions (i) must be made

between January 1, 2020 and December 31, 2020; (ii) cannot ex-

ceed $100,000; and (iii) will not be subject to the ten percent tax.

Participants can elect to recognize income on the distributions

over a three (3) year period or contribute the amount to

an eligible plan or IRA within three (3) years of the distribution.

CHARITABLE CONTRIBUTIONS

Individuals who do not itemize their tax deductions may
deduct up to $300 for contributions made to charity in 2020.
Individuals who itemize deductions may deduct one hundred
percent of their contributions against their 2020 adjusted gross
income. Corporations that make a contribution to charity
may deduct up to twenty-five percent of their taxable income
(increased from ten percent). The deduction is limited to gifts of
cash to public charities and not to a private foundation, donor-
advised fund, or supporting organization.

STUDENT LOANS

The Act provides a six (6) month automatic payment sus-
pension for any student loan held by the federal government
through September 30, 2020. The suspension applies to both
principal and interest payments. Employer’s may continue to
pay up to $5,250 of an employee’s student loan payments, under
an education assistance program, and have it excluded from the
employee’s taxable income.

BANKRUPTCY RELIEF

The Act increases (from $2,725,625 to $7.5 million) the
amount of debt a small business may have while reorganizing
as part of a bankruptcy. The increased debt amount only applies
to cases filed after the Act became effective and is applicable for
one (1) year, absent an extension.

PRIOR LEGISLATIVE RELIEF

On March 18, 2020, the Families First Coronavirus Response
Act (FFCRA) was signed into law. The FFCRA included relief
provisions (i) requiring health plans to cover COVID-19 testing
at no cost to the patient; (ii) requiring employers with fewer
than five hundred (500) employees to provide paid sick leave to
employees affected by COVID-19 who meet certain criteria; (iii)
paid emergency family and medical leave in other circumstances;
and (iv) payroll tax credits for required sick, family and medical
leave paid.

Eligible employers may receive two (2) types of refund-
able sick leave credits, as well as a child care leave credit. The
credits vary depending upon whether the employee (i) is unable
to work because of COVID-19 quarantine or self-quarantine,
or who is suffering from COVID-19 related symptoms and is
seeking a medical diagnosis; and (ii) is caring for someone with
COVID-19 or is caring for a child because the child’s school or
child care facility is closed, or the child care provider is unavail-
able due to COVID-19. ¢
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