
Dear Clients and Friends:

Right now, your highest priority is the health of those you love and yourself.  at’s why we 
have put together this letter for you regarding some non-medical but important matters re-
lated to the health crisis. Included is a summary of IRS action already taken and federal tax 
legislation already enacted to ease tax compliance burdens and economic pain caused by 
COVID-19 (commonly referred to as Coronavirus).

We are closely monitoring for potential further changes and we will notify you of any updates 
as they develop. 

Our thoughts are with you and your loved ones as we navigate through these unprecedented 
times. We will be pleased to hear from you at any time with questions or concerns about the 
information in this letter or any other matters, related to COVID-19 or not. In the meantime, 
stay safe, stay home, and be well.

Very truly yours,

Bruce F. Malott, CPA, CFF   Cassandra Becker, CPA
Managing Principal    Principal
e. bruce@o2cpanm.com   e. cassandra@o2cpanm.com 

901 3rd St NW Suite A | Albuquerque NM 87102
p. 505.715.5510 | www.o2cpanm.com
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Tax Update
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A er brie  y off ering more limited relief, the IRS and the state of New Mexico almost immediately 
pivoted to a policy that provides the following to all taxpayers-meaning all individuals, trusts, 
estates, partnerships, associations, companies or corporations (not estate returns) regardless 
of whether or how much they are aff ected by COVID-19. Gi  Tax returns are extended but any 
money due is not extended:

1. For a taxpayer with a Federal income tax return or a Federal income tax payment due on April 
15, 2020, the due date for  ling and paying is automatically postponed to July 15, 2020, regard-
less of the size of the payment owed.

2.  e taxpayer doesn’t have to  le Form 4868 (automatic extensions for individuals) or Form 
7004 (certain other automatic extensions) to get the extension.

3.  e relief is for (A) Federal income tax payments (including tax payments on self-employment 
income) and Federal income tax returns due on April 15, 2020 for the person’s 2019 tax year, 
and (B) Federal estimated income tax payments (including tax payments on self-employment 
income) due on April 15, 2020 for the person’s 2020 tax year.

4. No extension is provided for the payment or deposit of any other type of Federal tax (e.g. estate 
or gi ) or the  ling of any Federal information return

5. As a result of the return  ling and tax payment postponement from April 15, 2020, to July 
15, 2020, that period is disregarded in the calculation of any interest, penalty, or addition to 
tax for failure to  le the postponed income tax returns or pay the postponed income taxes. 
Interest, penalties, and additions to tax will begin to accrue again on July 16, 2020.

Health savings accounts (HSAs) have both advantages and disadvantages relative to Flexible 
Spending Accounts when paying for health expenses with untaxed dollars. One disadvantage is 
that a qualifying HSA may not reimburse an account bene  ciary for medical expenses until those 
expenses exceed the required deductible levels. However, the IRS has announced that payments 
from an HSA that are made to test for or treat COVID-19 don’t aff ect the status of the account as 
an HSA (and don’t cause a tax for the account holder) even if the HSA deductible hasn’t been met. 
Vaccinations continue to be treated as preventative measures that can be paid for without regard 
to the deductible amount.
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FILING AND PAYMENT DEADLINES DEFERRED
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FAVORABLE TREATMENT FOR COVID-19 PAYMENTS FROM HEALTH SAVINGS 
ACCOUNTS
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On March 18, President Trump signed into law the Families First Coronavirus Response Act (the 
Act, PL 116-127), which eased the compliance burden on businesses.  e Act includes the four tax 
credits and one tax exemption discussed below.

• Payroll tax credit for required paid sick leave (the payroll sick leave credit).  e Emergency 
Paid Sick Leave Act (EPSLA) division of the Act generally requires private employers with 
fewer than 500 employees to provide 80 hours of paid sick time to employees who are unable 
to work for virus-related reasons (with an administrative exemption for less-than-50-employee 
businesses if they can show the leave mandate puts the business in jeopardy).  e pay is up to 
$511 per day with a $5,110 overall limit for an employee directly aff ected by the virus and up to 
$200 per day with a $2,000 overall limit for an employee that is a caregiver.

 e tax credit corresponding with the EPSLA mandate is a credit against the employer’s 6.2% 
portion of the Social Security (OASDI) payroll tax (or against the Railroad Retirement tax). 
 e credit amount generally tracks the $511/$5,110 and $200/$2,000 per-employee limits de-
scribed above.  e credit can be increased by (1) the amount of certain expenses in connection 
with a quali  ed health plan if the expenses are excludible from employee income and (2) the 
employer’s share of the payroll Medicare hospital tax imposed on any payments required under 
the EPSLA. Credit amounts earned in excess of the employer’s 6.2% Social Security (OASDI) 
tax (or in excess of the Railroad Retirement tax) are refundable.  e credit is electable and in-
cludes provisions that prevent double tax bene  ts (for example, using the same wages to get the 
bene  t of the credit and of the current law employer credit for paid family and medical leave). 
 e credit applies to wages paid in a period (1) beginning on a date determined by IRS that is 
no later than April 2, 2020 and (2) ending on December 31, 2020.

• Income tax sick leave credit for the self-employed (self-employed sick leave credit).  e Act 
provides a refundable income tax credit (including against the taxes on self-employment in-
come and net investment income) for sick leave to a self-employed person by treating the self-
employed person both as an employer and an employee for credit purposes.  us, with some 
limits, the self-employed person is eligible for a sick leave credit to the extent that an employer 
would earn the payroll sick leave credit if the self-employed person were an employee.

Accordingly, the self-employed person can receive an income tax credit with a maximum value 
of $5,110 or $2,000 per the payroll sick leave credit. However, those amounts are decreased to 
the extent that the self-employed person has insuffi  cient self-employment income determined 
under a formula or to the extent that the self-employed person has received paid sick leave 
from an employer under the Act.  e credit applies to a period (1) beginning on a date deter-
mined by the IRS that is no later than April 2, 2020 and (2) ending on December 31, 2020.  

TAX CREDITS AND A TAX EXEMPTION TO LESSEN BURDEN OF COVID-10 
BUSINESS MANDATES
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• Payroll tax credit for required paid family leave (the payroll family leave credit).  e Emer-
gency Family and Medical Leave Expansion Act (EFMLEA) division of the Act requires em-
ployers with fewer than 500 employees to provide both paid and unpaid leave (with an admin-
istrative exemption for less-than-50-employee businesses if they can show the leave mandate 
puts the business in jeopardy).  e leave generally is available when an employee must take off  
to care for the employee’s child under age 18 because of a COVID-19 emergency declared by a 
federal, state, or local authority that either (1) closes a school or childcare place or (2) makes a 
childcare provider unavailable. Generally, the  rst 10 days of leave can be unpaid and then paid 
leave is required, pegged to the employee’s pay rate and pay hours. However, the paid leave can’t 
exceed $200 per day and $10,000 in the aggregate per employee. 

 e tax credit corresponding with the EFMLEA mandate is a credit against the employer’s 6.2% 
portion of the Social Security (OASDI) payroll tax (or against the Railroad Retirement tax). 
 e credit generally tracks the $200/$10,000 per employee limits described above.  e other 
important rules for the credit, including its eff ective period, are the same as those described 
above for the payroll sick leave credit.

• Income tax family leave credit for the self-employed (self-employed family leave credit).
 e Act provides to the self-employed a refundable income tax credit (including against the 
taxes on self-employment income and net investment income) for family leave similar to the 
self-employed sick leave credit discussed above.  us, a self-employed person is treated as both 
an employer and an employee for purposes of the credit and is eligible for the credit to the 
extent that an employer would earn the payroll family leave credit if the self-employed person 
were an employee.

Accordingly, the self-employed person can receive an income tax credit with a maximum value 
of $10,000 as per the payroll family leave credit. However, under rules similar to those for the 
self-employed sick leave credit, that amount is decreased to the extent that the self-employed 
person has insuffi  cient self-employment income determined under a formula or to the extent 
that the self-employed person has received paid family leave from an employer under the Act. 
 e credit applies to a period (1) beginning on a date determined by IRS that is no later than 
April 2, 2020 and (2) ending on December 31, 2020.  

• Exemption for employer’s portion of any Social Security (OASDI) payroll tax or railroad 
retirement tax arising from required payments. Wages paid as required sick leave payments 
because of EPSLA or as required family leave payments under EFMLEA aren’t considered wag-
es for purposes of the employer’s 6.2% portion of the Social Security (OASDI) payroll tax or for 
purposes of the Railroad Retirement tax.

Ongoing information on the IRS and tax legislation response to 
COVID- 19 can be found here:   https://www.irs.gov/coronavirus.



NOTE:  e purpose of this letter is to provide you with current tax information regarding COVID-19. Do not apply this general information to your 
speci  c situation without additional details. Be aware that the tax laws contain varying eff ective dates and numerous limitations and exceptions that cannot 
be summarized easily. For details and guidance in applying the tax rules to your individual circumstances, please contact us.
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