KPMG

[axXNewsFiash

United States

No. 2020-418
June 26, 2020

RS updated FAQS on deferral of employment tax
deposits, payments (COVID-19)

The IRS today updated a list of “frequently asked questions” (FAQs) concerning the deferral of
employment tax deposits and payments through December 31, 2020—relief allowed in response to
the coronavirus (COVID-19) pandemic.

The "Coronavirus Aid, Relief, and Economic Security Act” (CARES Act) (Pub. L. No. 116-136) allows
employers to defer the deposit and payment of the employer's share of social security taxes and self-
employed individuals to defer payment of certain self-employment taxes.

The FAQs (updated June 26, 2020) address specific issues related to the deferral of deposit and
payment of these employment taxes and in particular regarding implications of the Paycheck
Protection Program (PPP).

According to an IRS transmittal message the FAQs updated today are FAQ 1, 3, 4, and 5.
Full text of the updated FAQs is provided below.
1. What deposits and payments of employment taxes are employers entitled to defer?

Section 2302 of the CARES Act provides that employers may defer the deposit and payment of the
employer's portion of Social Security taxes and certain railroad retirement taxes. These are the
taxes imposed under section 3111(a) of the Internal Revenue Code (the "Code") and, for Railroad
employers, so much of the taxes imposed under section 3221(a) of the Code as are attributable to
the rate in effect under section 3111(a) of the Code (collectively referred to as the "employer’s
share of Social Security tax"). (Updated June 26, 2020)

2. When can employers begin deferring deposit and payment of the employer's share of
Social Security tax without incurring failure to deposit and failure to pay penalties?

The deferral applies to deposits and payments of the employer's share of Social Security tax that
would otherwise be required to be made during the period beginning on March 27, 2020, and
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https://www.irs.gov/newsroom/deferral-of-employment-tax-deposits-and-payments-through-december-31-2020
https://content.govdelivery.com/accounts/USIRS/bulletins/292d42f?reqfrom=share

ending December 31, 2020. (Section 2302 of the CARES Act calls this period the ‘payroll tax
deferral period.”)

The Form 941, Employer's QUARTERLY Federal Tax Return, will be revised for the second
calendar quarter of 2020 (April - June, 2020). Information will be provided in the near future to
instruct employers how to reflect the deferred deposits and payments otherwise due on or after
March 27, 2020 for the first quarter of 2020 (January — March 2020). In no case will Employers be
required to make a special election to be able to defer deposits and payments of these
employment taxes.

3. Which employers may defer deposit and payment of the employer's share of Social
Security tax without incurring failure to deposit and failure to pay penalties?

All employers may defer the deposit and payment of the employer’s share of Social Security tax.
However, employers that receive a loan under the Small Business Administration Act, as provided
in section 1102 of the CARES Act (the Paycheck Protection Program (PPP)), may not defer the
deposit and payment of the employer’s share of Social Security tax due after the employer
receives a decision from the lender that the PPP loan is forgiven under the CARES Act. See FAQ
4. (Updated June 26, 2020)

4. May an employer that receives a loan under the Small Business Administration Act, as
provided in section 1102 of the CARES Act (the Paycheck Protection Program (PPP)), defer
the deposit and payment of the employer’s share of Social Security tax even if the loan has
been forgiven (or partially forgiven) in accordance with paragraph (g) of section 1106 of the
CARES Act, as amended by section 3 of the Paycheck Protection Program Flexibility Act of
2020 (PPP Flexibility Act)?

Yes. The PPP Flexibility Act, enacted on June 5, 2020, amends section 2302 of the CARES Act by
striking the rule that would have prevented an employer from deferring the deposit and payment of
the employer’s share of Social Security tax after the employer receives a decision that its PPP loan
was forgiven by the lender. Therefore, an employer that receives a PPP loan is entitled to defer the
payment and deposit of the employer’s share of Social Security tax, even if the loan is forgiven.

Prior to the enactment of the PPP Flexibility Act, an employer that received a PPP loan was not
permitted to defer deposit and payment of the employer’s share of Social Security tax after the
receipt of the lender’s decision forgiving all or a portion of the employer’s PPP loan. (Updated
June 26, 2020)

5. Is this ability to defer deposits of the employer's share of Social Security tax in addition to
the relief provided in Notice 2020-22 for deposit of employment taxes in anticipation of the
Families First Coronavirus Relief Act (FFCRA) paid leave credits and the CARES Act
employee retention credit?

Yes. Notice 2020-22 provides relief from the failure to deposit penalty under section 6656 of the
Code for not making deposits of employment taxes, including taxes withheld from employees, in
anticipation of the FFCRA paid leave credits and the CARES Act employee retention credit. The
ability to defer deposit and payment of the employer's share of Social Security tax under section
2302 of the CARES Act applies to all employers, not just employers entitled to paid leave credits
and employee retention credits. (Updated June 26, 2020)

6. Can an employer that is eligible to claim refundable paid leave tax credits or the
employee retention credit defer its deposit and payment of the employer’s share of Social
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Security tax prior to determining the amount of employment tax deposits that it may retain
in anticipation of these credits, the amount of any advance payments of these credits, or the
amount of any refunds with respect to these credits?

Yes. An employer is entitled to defer deposit and payment of the employer's share of Social
Security tax prior to determining whether the employer is entitled to the paid leave credits under
sections 7001 or 7003 of FFCRA or the employee retention credit under section 2301 of the
CARES Act, and prior to determining the amount of employment tax deposits that it may retain in
anticipation of these credits, the amount of any advance payments of these credits, or the amount
of any refunds with respect to these credits.

7. What are the applicable dates by which deferred deposits of the employer's share of
Social Security tax must be deposited to be treated as timely (and avoid a failure to deposit
penalty)?

The deferred deposits of the employer's share of Social Security tax must be deposited by the
following dates (referred to as the "applicable dates’) to be treated as timely (and avoid a failure to
deposit penalty):

e On December 31, 2021, 50 percent of the deferred amount; and
e On December 31, 2022, the remaining amount.

8. What are the applicable dates when deferred payment of the employer's share of Social
Security tax must be paid (to avoid a failure to pay penalty under section 6651 of the Code)?

The deferred payment of the employer's share of Social Security tax is due on the "applicable
dates" as described in FAQ 7.

9. Are self-employed individuals eligible to defer payment of self-employment tax on net
earnings from self-employment income?

Yes. Self-employed individuals may defer the payment of 50 percent of the Social Security tax on
net earnings from self-employment income imposed under section 14017(a) of the Code for the
period beginning on March 27, 2020, and ending December 31, 2020. (Section 2302 of the CARES
Act calls this period the "payroll tax deferral period.")

10. Is there a penalty for failure to make estimated tax payments for 50 percent of Social
Security tax on net earnings from self-employment income during the payroll tax deferral
period?

No. For any taxable year that includes any part of the payroll tax deferral period, 50 percent of the
Social Security tax imposed on net earnings from self-employment income during that payroll tax
deferral period is not used to calculate the installments of estimated tax due under section 6654 of
the Code.

11. What are the applicable dates when deferred payment amounts of 50 percent of the
Social Security tax imposed on self-employment income must be paid?
The deferred payment amounts are due on the "applicable dates" as described in FAQ 7.

© 2020 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated with KPMG

al C ), a Swiss entity. All rights reserved. Printed in the U.S.A. The KPMG name and logo are registered trademarks or

trademarks of KPMG

Interr

e I

nternational. 829426



The information contained in TaxNewsFlash is not intended to be "written advice concerning one or more Federal tax matters"
subject to the requirements of section 10.37(a)(2) of Treasury Department Circular 230, as the content of this document is
issued for general informational purposes only, is intended to enhance the reader’'s knowledge on the matters addressed
therein, and is not intended to be applied to any specific reader’'s particular set of facts. Although we endeavor to provide
accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it
will continue to be accurate in the future. Applicability of the information to specific situations should be determined through
consultation with your tax adviser.

KPMG International is a Swiss cooperative that serves as a coordinating entity for a network of independent member firms.
KPMG International provides no audit or other client services. Such services are provided solely by member firms in their
respective geographic areas. KPMG International and its member firms are legally distinct and separate entities. They are not and
nothing contained herein shall be construed to place these entities in the relationship of parents, subsidiaries, agents, partners,
or joint venturers. No member firm has any authority (actual, apparent, implied or otherwise) to obligate or bind KPMG
International or any member firm in any manner whatsoever.

Direct comments, including requests for subscriptions, to Washington National Tax. For more information, contact KPMG's
Federal Tax Legislative and Regulatory Services Group at + 1 202.533.4366, 1801 K Street NW, Washington, DC 20006-1301.

To unsubscribe from TaxNewsFlash-United States, reply to Washington National Tax.
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