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Course Information

Course Title: Tax Guide to Compensation and Benefits #490421

Recommended CPE credit hours for this course

In accordance with the standards of the CFP Board, the National Registry of CPE
Sponsors and the IRS, CPE credits have been granted based on a 50-minute hour.

CFP® 2 CFP Board sponsor number: 1008.

CPA 3.5 (Accepted in all states)
National Registry of CPE Sponsors ID Number: 107615.

Sponsor numbers for states requiring sponsor registration:
Florida Division of Certified Public Accountancy:4761 (Ethics #11467)
Hawaii Board of Public Accountancy: 14003
New York State Board of Accountancy (for ethics): 002146
Ohio State Board of Accountancy: M0021
Pennsylvania Board of Accountancy: PX178025
Texas State Board of Accountancy: 009349

EA/OTRP 3 (All States) IRS: Qualified Sponsor number: FWKKO.
CLU, ChFC Professional Recertification 3

Course Description

The various ideas, methods, and techniques to optimize the overall compensation
package for key employees and principals are examined in this mini-course. Generally,
businesses may deduct employees’ pay including wages, salaries, and other perks.
Certain fringe benefits that can provide an unusually tax-favored manner of supple-
menting compensation are described and evaluated. In addition, equity participation
is explored through stock sales, repurchase agreements, incentive stock options,
ESOT's, stock options, and bonuses. Finally, deferred compensation arrangements are
investigated. The goal of this mini-course is to provide participants with a working
knowledge of the types of compensation necessary to structure a compensation pack-
age minimizing tax liabilities and cost.
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Program Delivery Method: Self-Study (NASBA QAS Self-Study/interactive)

Subject Codes/Field of Study

NASBA (CPA), CFP Board of Standards, Inc.: Taxes.

IRS (EA, OTRP): Federal Tax Law.

NAPFA: Taxes

Course Level, Prerequisites, and Advance Preparation Requirements

Program Level: CFP Board: Intermediate; NASBA/CPA, IRS: Overview.

This program is appropriate for professionals at all organizational levels.
Prerequisites: Basic familiarity with federal taxation
Advance Preparation: None

Course Content

Publication/Revision Date: 2/5/2021.
Author: Danny Santuccci, J.D.
Final exam (online): Twenty questions (multiple-choice).

Instructions for taking this course

Note: Download and save the PDF of this course to your computer to enable the search
function (Menu: Edit>Find) and bookmarks (icon on left side of document window) for
easier navigation.

You must complete this course within one year of the date of purchase (if you do not
complete the course within one year, contact us to determine whether an updated
edition of the course is available, in which case we will provide you with a PDF of the
updated course and the online exam at no charge).

A passing grade of at least 70% is required on the final exam for this course. You may
retake the exam if you do not pass it on the first attempt (no charge).

Complete the course by following the learning objectives listed on the following page,
studying the text, and studying the review questions at the end of each major section
(or at the end of the course). Once you have completed studying the course and you
are confident that the learning objectives have been met, answer the final exam ques-
tions (online).

Instructions for Taking the Final Exam Online

e Login to your account online at www.bhfe.com.

e The exam may be started, stopped, then resumed at a later date.

e The exam is "open book," it is not timed, and it may be retaken if not passed

on the first attempt (no charge).

e Results (correct, incorrect answers) and certificate appear immediately upon
passing the exam.
CFP® and EA credits are reported weekly.

Have a question? Call us at 800-588-7039 or email us at contact@bhfe.com.
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Learning Assignment & Objectives

As a result of studying the assigned materials, you should be able to meet the
objectives listed below.

ASSIGNMENT

At the start of the material, participants should identify the following topics
for study:

* Wages, salary & pay
* Tests for deducting pay to employees
* Selected types of compensation
* Payroll taxes
* Selected fringe benefits
* Interest-free & below-market loans
* Equity participation
* Advantages of nonqualified deferred compensation
* Funded company account plans
* Segregated asset plans

Learning Objectives

After reading the materials, participants will be able to:

1. Identify the common-law rules used by the IRS to determine whether a
person is an employee for purposes of FICA, FUTA, and federal income
tax withholding.

2. Recognize employee and officer compensation deductibility factors and
the related employment taxes and reporting obligations to ensure com-
pliance with regulations.

3. Identify fringe benefits specifying those that provide deductible incentive-
based employee compensation.

4. Specify the equity incentive opportunities available to employers showing
the variety, tax treatment, and use of stock plans.

5. Recognize the use of deferred compensation agreements to attain com-
pensation and retirement objectives.

After studying the materials, answer the exam questions 1 to 20.

Notice

This course and test have been adapted from materials and information contained in the above text and
any supplemental material provided. This course is sold with the understanding that the publisher is not
engaged in rendering legal, accounting, or other professional advice and assumes no liability whatsoever
in connection with its use. Since laws are constantly changing, and are subject to differing interpretations,
we urge you to do additional research and consult appropriate experts before relying on the information
contained in this course to render professional advice.
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Tax Guide to Compensation and Benefits

By
Danny C. Santucci

The author is not engaged by this text, any accompanying electronic media, or lecture
in the rendering of legal, tax, accounting, or similar professional services. While the
legal, tax, and accounting issues discussed in this material have been reviewed with
sources believed to be reliable, concepts discussed can be affected by changes in the
law or in the interpretation of such laws since this text was printed. For that reason the
accuracy and completeness of this information and the opinions based thereon cannot
be guaranteed. In addition, state or local tax laws and procedural rules may have a
material impact on the general discussion. As a result, the strategies suggested may not
be suitable for every individual. Before taking any action, all references and citations
should be checked and updated accordingly.

This publication is designed to provide accurate and authoritative information in

regard to the subject matter covered. It is sold with the understanding that the

publisher is not engaged in rendering legal, accounting, or other professional

service. If legal advice or other expert advice is required, the services of a
competent professional person should be sought.

—-From a Declaration of Principles jointly adopted by a committee of the
American Bar Association and a Committee of Publishers and Associations.

Copyright February, 2021
Danny Santucci




Table of Contents

WAGES, SAIANY & PAY .. .eeiiiiieiiii ettt ettt bbbt e et e be e nre e naae s 1
EMployee VS. CONTIACIOr STALUS .......c.uiiiiiiiiiie ittt ettt sttt ettt et be e e ebe e enee s 1
FACTOTS ...ttt 2
Tests for Deducting Pay t0 EMPIOYEES ........coiuiiiiieiiie ettt 3
TeSt #1 - REASONADIENESS ... .eeitiiiiiiiiie it 4
OVErall LIMITATION. .....eiiveiieieiteeitee ittt nn e sne e s sreenree 4
AOWANCE OF DEAUCTION.......eviiieiiiiii ittt 4
Publicly Traded Corporation LIMitation ............ccocceeiiiiiiiiiiiie e 4
Limitation on Accrual DedUCLION ..........cceiviiiiiiiiii i 5
EMPIOYMENT CONTIACES. ... .eiitiieitiie ittt st be e sbe e eaeeas 5
SCOPE OF EXAMINALION ...ttt ettt bttt et e st et e e sbe e e nnae e e beeans 5
OFFICEr’S COMPENSALION ......eiiiiieiiie ettt ettt ettt sttt sr e sabe e smbe e sbe e e 5
FBCTOIS. ...ttt 5
Employee’s QUAlITICALIONS .......coiuuieiiieiiee it 5
SiZ€ OF thE BUSINESS ...t 6
Employee’s Compensation HiStOrY...........cooiiiieiriiiiiiieiie et 6
Unreasonably LOW Salaries..........couuia ittt 6
PASE SEIVICE ...ttt bbb 6
ReasoNable DIVIAENAS..........eiieiiiiiieiii i 6
Bonuses as Constituting DIVIAENS. .........cooviiiiiiiiieiiee e 7
Payback AgGIEEIMENTS.........uiiiiiieitiie ittt ettt ettt st et e e s be e sbe e e snaeas 7
MISCEIIANEOUS FACTOIS......cvviieiiiiiiiieitie ittt 7
Test #2 - FOr Services PerfOrmMed........ouoiiiiiiiieieeiiee e 7
Employee-Shareholder Salaries..........c.oooii i 8
Selected Types Of COMPENSALION .........iiiiiiiiii ittt sb e sebe e b eeee 8
AAWBITS. ..tttk R R bbb e 8
BIONUSES. ...ttt s 8
Employee Gifts of Nominal Value...........ccooiiiiiiiii e 8
EUCALION EXPENSES. ...ttt ettt ettt e bt b e e sbb e e nbb e e e nbe e e sraeesnae s 8
FrINGE BONETITS ... ettt b et sbe e et e e nbe e nre e naae s 8
LifE INSUFANCE COVEIAGR ... veeiuteeitie it e sttt et e ettt e et e e ss bttt e e sbb e e smbe e smbe e eabe e s abee e nbneaanbeean 9
Welfare BENefit FUNGS........ooviiiiiiii e 9
LLOBNS OF AGVAINCES ...ttt stttk e ettt ettt es et e b b 9
0] 01T T TP PU PP UPPRTUPPR 9
R Lol o [ o] o =] PP TOURRUPROPIN 10
SICK & VACATION PAY ...ttt ettt ae e saee s 10
Payroll Tax Withholding & REPOITING ......cooveiiiiieiiieiiee e 10
FOIM Q4L et 11
DEPOSIT RUIES. ...ttt bttt sbb e sab e et e e stbe e snbeesnbeens 11
LOOKDACK PEITOU. .....cveiiiiiiicite ittt 12
MONTNTY DEPOSITON ...ttt ettt sb e e sabe e sabe e snbe e e eeee 12
SEMI-WEEKIY DEPOSITON .....ceiueeiiiiieitiie ittt ettt st sebe e 12
ONE-DAY RUIE.....ci ettt 12
FOMM W-4 e 13
Whistle-Blowing (REPAIE) .........ooiuiiiiiiiiie e e 13
FOIM W=2 e 13




Social Security’s Payroll Taxes or FICA - 83111 & 83121 ......cccooiiiiiiiiiiee et 14
RAEES ...t 15
FUTA - 83301 & 3306 .....eeueiiiiiiiiesiiesiee ittt ettt b b ne e 15
FOIM G40, s 15
Selected Fringe BENETITS ... .ottt e 18
Old Dichotomy - Statutory V. NONSEAEULOIY ..........eeiiieiiiiie ettt 18
Fringe Benefit PrOVISIONS ........couiiiiiiiiii ittt ettt be e 19
TRA 84 - 8132, 19
DISCIIMINALION ...ttt ettt ettt b e bbbt b e b e re e 19

ONly StAtULOrY BENETITS .....oieie ittt 19
NO-Additional-Cost SErvices = 8132(1) .....cciuiiiiieiiie ettt 19
COVEIEA EMPIOYEES.... ettt ettt sb e et sab e e e e e sbe e e sraeesaeeas 20
Line of BUSINESS REQUITEIMENT ........oiiiiiiiiie ettt e 20
DETINTTION ...ttt ettt nb e r e nre e 20
Qualified Employee DiSCOUNTS = 8132(C)....eeiuvreiteeiiieeitiieitieeaiee ettt e e e eee 20
MANNEE OF DISCOUNT.......vtitiiiieisie ettt b e b b 21
Real Estate & Investment Property EXCIUSION .........ccooiiiiiiiiiiic e 21
AMOUNT OF DISCOUNT ...ttt b b ne e 21
Working Condition Fringes = 8132(d) ......cocuiiiieiiiiieiie ettt 21
COVEIEA EMPIOYEES.... ettt ettt et sb et a bt sab e et e e sbe e e srae e snae s 21
(=l o1 o] 1 TP 21
SUBSTANTIATION ...ttt r et nb et sr e nreenreen 22

De MiNiMIS FIINGES = §L132() ... e uveeiuteeiteeiitie ettt ettt ettt ettt e e sbe e e sbee e smbe e snbe e abe e e bbeesneeas 22
Subsidized Eating FACHITIES ..........ooiiiiiiieiiee e 22
Employee Achievement AWards - 874(C) & S274(J) .e cvueerueemieeeiiie ettt 22
EXCIUSTON ...ttt b ettt ettt e b e e 22
Definition of Employee AChieVement AWAIUS...........cuiiiiiiiiriiee e 23
QUALITIEA PIaN AWAIT ......cco e s e e e st e e e s nt e e e e s enreeans 23
Employer DedUCLION LIMIES.........ooiuiiiiiiiiieeiie ettt st sbe e 24
AGOregation LIMIt...... oottt e sb e sbe e e be e nbe e e 24
Special Partnership RUIE ...t 24
EMPIOYEE TMPACT ... ittt et st b e e b e e snbeeanbeean 24

Group Term Life INSUFANCE = §79......ccuui ittt sb e sbe e 24
Dependent Care ASSISTANCE - 8129.... ..ottt bbb nee s 26
AMOUNT OF ASSISTANCE........eiieeiitiiiti ettt be e ne e 26
REGUITEIMEINTS ...ttt ettt ettt b et e e e e s st e e s abe e e be e e e nb e e e mbe e e beeeebeeesnnaas 26
Conflict With DePENdENt Care........co.ueeiuieiiieiiee ettt nbe e sbe e saee s 26
Cafeteria PIans - 8125 ..o e 26
DETINTTION ...ttt ettt b et b e bt 27
QUALITIEA BENETILS ...ieiiiiiic ettt e et e e e st e e e e ente e e e s nareeens 27
NON-QUAlITIEd BENETILS ....ueiiiiiiie e 27
Controlled Group RUIES ..........eiiiiee et bbb 27
Salary REAUCTION PLANS ... ..coiiiiiiiiiiie ettt sttt e srbe e as 27
NONISCIIMINATION ...ttt ettt ettt b e bbbt nbe e beere e 28
Meals & LOAGING = 8119, . ittt ettt st e st e b e nbe e snbeeereean 28
INCOME EXCIUSION .....oeiiiiieite sttt 28
Convenience Of EMPIOYEL ......ccuiiiiiiii ettt 28
Self-Insured Medical Reimbursement P1ans - 8105 .........cocueiieiiiiieiieie e 29
ATTOWADIE EXPENSES ...ttt ettt ettt ettt ekttt e st e sabe e sab e e st e e e bt e e snbeesnbeaan 29
REGUITEIMENTS ... ittt sttt b et b et e s h b e e s et e e st e e et e e e e mb e e e mbe e e nbeeeabeeennnaas 29




BENETITS ..o 29

EXPOSUIE ...ttt ettt ekt e ekt e e ea b et e e ek b et e e R b b e e e e b be e e e R be e e e abbe e e e anbreeeann 29
Employee Educational Assistance Programs - 8127 .........cceoiiieiiiiiieiiiii et 29
Employer-Provided Automobile - 861 & 8132......c.uiiiiiiiiiiiiie s 30

General Valuation MEhOU. ...........ooiiiiiiieie e 30

ANNnual Lease Value MEthod...........oouiiiiiiiii e 30

(07a] 9] o 0] =LA L] PO UUPR PRI 31

Cents per Mile IMBINOU ..ot bbb 32

Commuting Valug MENOG. .......ccueiiiiie e 32
Interest-Free & Below-Market LOANS - §7872......c.eiiiiiiiiiiiiciie et 32

Permissible DiSCrimMINAiON. ........c.cveiiiiieiie e 32
EMPIOYEE NBEAS ...ttt b ettt sab e sab e et e e s bbe e snbeeanbeean 32
IMPULET INTEIESTE ...ttt et e bt et et e mbe e e mbe e e nbeeenee 32
Y O L= o T g LSOO OPR TR 33
DEMANG LLOBNS ...ttt ittt ettt ettt bbbt bbbt bbbttt nb e b 33
TEIM LOBNS. ...ttt 33

Application of 87872 and Rate Determinations ...........coceeiuiiiiiiiiii e 33

SUIMIMAIY ..ttt etttk et e e e sttt oo b bt e £ o4 ek ket e e e Ak bt e e e eh b e e e e oAb bt e e e ek be e e e anbbe e e s anbeeaeannbeeens 34
Moving Expense Reimbursement Suspended - 8217 .........cooouiiiiiiiiiiiiee e 34
Family & Medical LEAVE - BADS ... ..ottt ettt be e 34
Parking Exclusion & Passes SUSPENdEed - 8132 ........cciuiiiiiiiiiie ettt 35
Employer-Provided Retirement Advice & Planning - 8132.........cccoiiiiiiiiiiiiniie e 35
Financial P1anning - 867 & 8212 ........oi ittt aee s 35

POPUIAIILY. ..ttt b e bt a e e ab e e sttt e sabe e enbe e s be e e abeeennea s 36

JLIE: Yo LA o PO PO TP OO PO PR OPOTRO 36
TaX PIanNing - 867 & 8212........uii ittt ettt bbbt 36

JLIE: Yo LA o PO PO TP OO PO PR OPOTRO 36
Estate PIanning - 867 & 8212 ........oo ittt b e 37
On-premises Athletic Facility - 8132(J)(4)(B) ..eoveeeieeeiiieiiie ittt 37
ERISA COMPIIANCE ... ittt ettt e b e e bt e bt e e bt e e e be e e sbe e e sbeeesnaeas 37

WWEITAIE PIANS ...ttt b e 38

Additional REQUIFEIMENTS......cueiiiiie ittt ettt saee e sebe e sabe e eees 38

EQUILY PartICIPATION ....e ittt e ettt ekt e bt e e b e e s e e e sab e e es e e e sbbe e sabe e snbeeenbeeeees 38
Stock Transfers or EQUILY GIantsS..........coiuii ittt 39
Stock Sales or Unrestricted StOCK PIaN..........cooiiiiiiieiie e 40
SEOCK PIANS ...ttt b bbb e bt bbb b n e e 40

SEOCK BOMNUS ...ttt sttt bbbttt sb e bt e s bt e bt e s bt e b e e et e e st e e nbeenbeenneenneen 40

@ L T T PO P PP P PRSP TRPPN 40

PRENTOM SEOCK ... 41

F Ao A ) - Vo L TP 41
Comparison with Profit-Sharing Plans...........c.ccooiiiiii e 41

Repurchase or Restricted StOCK AGreEMENT........ccuuiiiiiiiiiiie et 42
13 (001 1 @] 014 o] 4 S TSPV 42

SEOLION B3 ..ttt bbb bbb e b et e et nreenre e 42

RISK OF FOITRITUIE..... .ottt 42

BIECTION ... 43

Stock Appreciation RightS PIANS .........couiiiiiiiiiiii e 43
TANAEM PIANS ...ttt 43

Qualified INCentive StOCK OPLION.......c..ii i 43
REGUITEIMENTS ... ittt sttt b et b et e s h b e e s et e e st e e et e e e e mb e e e mbe e e nbeeeabeeennnaas 44
Nonqualified Deferred COMPENSALION .........cocuiiiiiiiiii ittt e e sebe e sbe e sbe e ne e 47




POSEPONEMENT OF INCOME ...ttt sabe e e e ste e e sbee e seeeas 47

AAVANTAGES ...ttt ettt ettt ettt ettt b et ekt e o e bt e e a bt e e a ke e e be e e ekt e e ehe e e e bt e e ke e e ebeeeahbeeanbeennbeean 47
IRS SCrutiny & APPIOVAL ........eiiiiiie ittt ebe e 47
NONISCIIMINATION ...ttt ettt nb e b e bbbt nbe e b e re e 47

ERISA e 48
0o [ oo PO PPV 48
NO Immediate Cash OULIAY .........ocuiiiiiiiiieiie ettt 48
ANNUAL REPOI ...ttt ettt sb et e bt e e bt e e e sbe e e sbbeesabeesnbeens 48
NOTICE REQUITEMENT ...ttt st st e b e e et e e sbbeeabeean 48

PUIDOSES. ..ttt ettt ekttt e ekttt e e oa bt e ook b et e e ea bbbt e e e R be e e e eRbe e e e e b be e e e br e e e e anrees 48

BENETIT FOIMUIA .......eiieiieec e 49
INCEINTIVE ...ttt bbbt bt bRttt 49
DETEITEA BONMUSES ...ttt ettt b e b e bbb et nb e ne e re e 49

TAX STALUS ...ttt 49
SBIVICE™S POSITION ...ttt ettt sb e r e r e nb s beenbeenreenneen 49

RALIONGAIE ...ttt 50

CONSIIUCTIVE RECEIPE ...ttt sttt ettt b e e shb e e sab e e st e e e b et e enbeeambeeebeeeeee 50

Beyond ACLUAL RECEIPL ..ottt as 50

Simple Set-Asides Are NOt POSSIDIE ..........eooiiiiiii e 50
ReVENUE RUIING B0-3L. .. ittt ettt sbe e nae s 50
REGUIATIONS. ...ttt ettt b e bt e sab e e sn e e sbe e e sbae e e s 51

TIME & CONLIOI CONCEPL ...ttt ettt eb et e b e et e e st e e e sbbe e sabe e s sbee e e 51
L0001 1 £ ] E P TP PP P PP PPPTPPRPPPTOPPUPPPRN 51
BN P PP OTRT 51

ECONOMIC BENETIT. ... ettt 52

Has Something of Value Been Transferred? ... 52
Insurance Coverage Has a Calculable Value ..o 52
Segregated Funds Have Immediate ECONOMIC ValUe...........cccoivuiiiieiiiiiiiiieiiie e 52

GENEIAL PIINCIPIES ...ttt ettt eb e eab e sab e e nb e e e nba e e sbae e snae s 53

Unfunded Bare Contractual Promise Plan - TYPE | ....cocuiiiiiiiiiiii e 53
RISK ettt e E e bbb 53

Funded Company AccOUNt P1an = TYPE T ....eiiieiiiieeiie e 53
OWNEISNIP & SEGIEIATION ... .eiitiii ittt sttt e e be e e ebe e e eneeas 54
Bookkeeping Reserve or Separate ACCOUNT ..........cuueiuiiiieiiitieeitiieaiee et e et esebe e seaeeseeeas 54
Employee Bears ECONOMIC RISK ........couiiiiiiiiii it 54

Limited PrOTECTION ....cc.viiieiiiiiiee it 54
Investment of Deferred AMOUNTS.........ciiiiiiiieiie e 54
LT INSUMANCE. ..ottt 55
PIEIMIUMS ..ottt e bbb re e 55
Third Party GUAIANTEES .........eiiieiiitiee ittt ettt ettt et e sbe e e sabe e snbe e 55

Segregated ASSEt Plan - TYPE T.....oo et 56
SECLION 83 APPIOACK ...ttt ettt b bbbt a et naee s 56
TIGNE ROPE FOMMAL ...ttt ettt et e e bt e ebe e e bt e be e e nbe e e e 56
Transferable or Not Subject To A Risk of Substantial Forfeiture............ccccooeiiiiiiiiiiie 56

Substantial RESIICIIONS .......c.ueiiiiiieiie e 57
Redemption OF FOrTRITUME .........ooiiiiiiie e 57
Condition Related to a Purpose of the Transfer ... 57
[N [o] g Tolol g o] o=] 11 o] I SRR UPRP PR 57
CONSUITALION ...ttt ettt b et b e b e ne e 57
Time AIONE IS NOL ENOUGN......ooiuiiiii e 58

ReAliZation & TaAXAION........ciieiiiiieii ettt 58




30-Day EIECHION PEIIOM. ... .cciueiiiiiiitiie ittt st rae e as 58

DedUCHION ATTOWET. .....ceeiiiieiei et 58

B I 1110 T SO 58

VAV g g o] [o 1o PO TSP 58

TAX CONSBYUENCES. ... ..eeeeetteeeeeittee e ettt e e ettt e e ettt e e e akbe e e e e st b e e e e aabbe e e e aabe e e e aabbe e e e embee e e s anbeeaeabbneesanbneeennns 59
Reciprocal Taxation/Deduction RUIE.............oouiiiiiiiiii e 59

No Difference for Cash Or ACCIUAL ...........coeiieiiiiieiiec e 59
Separate Accounts for Two or More PartiCipants...........coceeierieiiiiee e 59
Income Tax on EMPIOYEr HEld ASSELS ......cooueiiiiieiiie ettt 59

Learning Objectives

After reading the materials, participants will be able to:
1. Identify the common-law rules used by the IRS to determine wheth-
er a person is an employee for purposes of FICA, FUTA, and federal
income tax withholding.
2. Recognize employee and officer compensation deductibility factors
and the related employment taxes and reporting obligations to ensure
compliance with regulations.
3. ldentify fringe benefits noting those that provide deductible
incentive-based employee compensation.
4. Specify the equity incentive opportunities available to employers
showing the variety, tax treatment, and use of stock plans.
5. Recognize the use of deferred compensation agreements to attain
compensation and retirement objectives.
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