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 The Tax Cuts and Jobs Act of 2017 
eliminated and/or reduced many 
deductions

 It is apparent that tax planning will move 
from the deduction area to the income area
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 Fringe benefits are compensations made to 
an employee beyond the regular benefit of 
being paid for their work. 

 Some fringe benefits are fairly standard, 
such as offering a few days of sick time or 
paid  vacation time. 

 Other fringe benefits can be significantly 
greater, and more rare. 
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 Key employees in large companies might 
also enjoy fringe benefits such as the use of 
time-share properties, paid continuing 
education, the use of a company jet, the use 
of a company credit card, discounted or free 
health club memberships, and a significant 
amount of paid vacation.
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 Most people who work full time in the 
United States could probably not get along 
without fringe benefits. 

 For example, offering health insurance to 
employees, where the employer pays part or 
all of the cost of the insurance, is a typical 
example of a fringe benefit.  
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 Many companies offer fringe benefits like 
health insurance because they feel that 
these fringe benefits contribute to the well 
being of their employees and therefore 
contribute to the productivity of their 
employees.

 In fields where there is a high demand for 
workers, some unusual fringe benefits may 
be offered to attract employees.
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How to Design
an Overall 

Compensation Plan
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 Issues:	
• S corporation working stockholders
• Must take wages for services performed
• Flow-through not subject to SE tax and is QBI
• Compared to a 1065...

o All pass-through (except rentals) SE income
o Limited partners don’t pay SE tax
o Guaranteed payment not included in QBI
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 Who	is	an	employee?	
• Generally an officer is an employee
• Exception for officers who:

o Provide no services, or 
o Minor services

 What	is	reasonable	compensation?
• No bright line definition
• Depends on a number of factors
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 IRS	Pub	536	factors		
• Duties performed by the employee.
• Volume of business handled.
• Character and amount of responsibility.
• Complexities of the business.
• Amount of time required.
• Cost of living in the locality.
• Ability and achievements of employee. 
• Pay compared with the gross and net income of the business.
• Pay compared with distributions to shareholders.  
• Company policy regarding pay for all employees.
• History of pay for each employee.
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 Goals of the Company
 Maximize Benefits to a targeted group
 Maximize success and minimize impact of 

failure
 Maximize tax benefits
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 General Objectives
 Business represents larges income producing 

asset
 Owner’s need for continuation of income while 

alive
 Retirement need analysis
 Family income splitting considerations

13

 Meet with the business owner
 Take employee census
 Determine financial and family situation of 

owner
 Determine available cash flow
 Examine form of business entity
 Identify “targeted group”
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 Determine needs of the business owner
 Survey the employees
 Develop the plan
 Communicate the plan
 Implement the plan
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Cash Compensation 
Plannning
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 Core of compensation and benefit package
 Tax issues
 Employee feels secure
 Employer can control
 Simplistic
 Disadvantage: Currently taxable
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 Reasonable compensation issues
 “Hypothetical Investor Test”
 Reimbursement Agreements
 Timing of Income and Deductions
 Bonus plans

18



Equity Based 
Compensation
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 Stock Options
 ISOs
 NSOs

 Restricted Stock
 Phantom Stock
 Stock Appreciation Rights
 Performance Units
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QUALIFIED 
RETIRMENT PLANS
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 Types
 Characteristics
 IRC §401 Requirements
 General Compliance Requirements



 Roth 401(k) retirement plan
 Roth 403 (b) tax-shelter annuity plan
 Roth 457 government plan

 Qualified Roth plan requirements
 Separate records
 Separate designated Roth account
 No co-mingling of Roth and non-Roth funds



 No AGI limits for designated Roths
 No ordering rules for distributions
 RMD required for designated Roths
 High-income benefit
 Report separately on W-2
 Employee deferral only, no company 

contributions

 Resources Summary
 Investment Assets
 Other Assets
 Insurance Policies
 Retirement Income – Major Sources

 Social Security
 Employer provided retirement plans
 IRAs
 Home ownership
 Other personal assets, savings, etc.
 Part-time employment
 Inheritance
 Gambling/lottery
 Monetizing a business 
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 Major Risks – Retirement Expenses
 Health Care Cost – reducing the risks of unexpected health 

care costs
 Employer-provided post retirement health plans
 Medicare

 Understand the system
 Original Medicare plan
 Medicare Advantage
 Medigap

 Bridging the Gap – between retirement and age 65
 Long term care costs 
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 Major Risks – Retirement Income
 Longevity

 How determined - statistically?
 Risk of outliving resources

 Investment allocation risk
 Withdraw rate
 Asset allocation among various segments
 Amount left for heirs?
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FRINGE BENEFITS

7

 IRC §132 – Five areas 
 “No additional cost service” fringe benefit
 “Qualified employee discount” fringe benefit
 “Working condition” fringe benefit
 “De Minimus” fringe benefit
 Note:	the “Qualified transportation” fringe 

benefit part was changed by the 2017 Tax Act
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 Any service provided by an employer to an 
employee for use by the employee if:
 Service is offered for sale to customers of 

employer in the ordinary course of business; 
and

 The employer incurs no substantial additional 
cost (including foregone revenue in providing 
such service to the employee

9

 Examples
 Airlines (flights)
 College Education
 Hotels (rooms)
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 Nondiscrimination Rules apply
 Reciprocal agreements are allowed
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 Employee discounts are provided on the 
selling price of qualified goods or services of 
the employee are excluded for income and 
employment tax purposes.

 The discount may not bring the price below 
cost

 No reciprocal agreements are allowed
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 Discounted items must be of a nature that 
are offered to the public in the ordinary 
course of the employers business

 Discount can not exceed 20%
 Non-discrimination rules apply
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 Property or services provided to an 
employee by an employer as a condition and 
requirement of his or her employment are 
excluded from that employee’s income

 Non-discrimination rules do NOT	apply
 This specific statutory fringe benefit offers 

many opportunities 
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 Examples
 Employer provided vehicles and airplanes
 Employer provided transportation for security 

concerns
 Product testing
 Demonstration vehicles
 Subscriptions and business periodicals
 Job Training
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 Examples (cont.)
 Employee travel
 Employer provided home computers
 Out placement services
 Qualified retirement planning services
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 Minimal amounts paid on an infrequent 
basis

 “Relationship to the whole”
 Non-discrimination rules do NOT	apply 

(exception – employer operated eating 
facilities)

 Accounting for the issue would be 
unreasonable or administratively 
impracticable
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 Examples
 Photocopier use
 Supper money
 Taxi fare
 Traditional holiday gifts
 Occasional tickets to events
 Office snacks
 Occasional office parties
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 Examples (cont.)
 Group meals
 Inexpensive birthday gifts
 Coffee and soft drinks
 Personal telephone calls
 Flowers, fruit, etc provided to employees under 

special circumstances (such as illnesses)
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 Eating Facility
 The value of meals provided to employees at an 

eating facility operated by an employer for the 
benefit of employees is treated as a de minimis
fringe benefit only if, on an annual basis, the 
revenue from the facility equals or exceeds the 
operating costs from the facility.

 Non-discrimination rules do apply in this case
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 Athletic Facilities
 An employee’s gross income does not include 

the value of any on	premises	athletic facility if:
 It is located on the premises of the employer;
 It is operated by the employer; and
 It can be used by all employees, their spouses, and 

their children on a non-discriminatory basis.
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 Changed!
 Old rule: Employees could exclude a limited 

amount of qualified transportation fringe 
benefits provided by the employer from gross 
income and wages for both income and payroll 
taxes within specified limitations
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23

• Bicycle commuting no longer excludable after 2017
• Parking and transit passes still excludable by 

employees through 2025 
• Employers get no deduction for parking and transit 

passes after 2017  
• Employers can deduct reimbursement for 

commuting where there is a safety issue
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 IRC §132 fringe benefits are “black and 
white” within the code; to achieve these 
benefits, one merely needs to follow the 
rules within this section

 There are many other fringe benefits 
attainable; however, these fringe benefits 
need to be designed around multiple IRC 
sections and other rulings
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 Employer Options
 Car Allowance

 Added to monthly W-2 of employee
 Employee must deduct actual expenses on 1040

 Provide a vehicle to the employee
 Employee must include personal use as income

 Cents per mile reimbursement
 Currently, reimbursement is 57.5 cents per mile
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 Workers’ Compensation
 Sick Pay
 Short Term Disability
 Long Term Disability
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 Dependant care assistance paid by an 
employer under a qualified dependant care 
assistance program is excludable from gross 
income of the employee for all purposes

 Applies for amounts paid for dependent 
children under age 13

 Also applies for disabled children and 
spouses of employee

28



 Can not “double-dip” with any potential tax 
credits

 Must be a written plan
 Plan must be nondiscriminatory
 Owners of the business can not receive 

more than 25% of the plan’s benefits
 All employees must be notified of the plan’s 

existence  
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 Health Insurance
 Flexible Spending Accounts
 Self Insured Medical Expense 

Reimbursement Plan
 Health Savings Accounts
 Long Term Care Insurance
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 Employer can secure a “group policy” to 
spread the health risk among the employees

 Insured plans may be provided on a 
DISCRIMINATORY	BASIS (believe	it	or	
not!)
 However, this is problematic as each insurance 

company may require a broad cross section of 
employees before allowing coverage
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 An employer may significantly reduce the 
cost of health insurance to its employees by 
allowing the employees to pay for the 
insurance through a “Flexible Spending 
Account (IRC §125)

 This is an effective way to by-pass Schedule 
A of the 1040 and the restrictions that it 
imposes
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 This technique calls for an employer to 
adopt a written plan whereby the employer 
agrees, in whore or in part, to reimburse 
employees for medical costs not paid by 
insurance

 The costs are deductible by the employer 
but are not income to the employee
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 Restrictions
 Nondiscrimination rules apply
 All full time employees must be notified that the 

plan exists
 The plan must be in writing
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 Same as the technique that individuals can 
establish

 Employer must offer a “High Deductible 
Health Plan” HDHP

 In this instance, however, the employer can 
fund the HSA for the employee

35

 Sometimes referred to as “Nursing Home 
Insurance”

 Many employees fear the financial burden 
that might occur if they are forced to enter a 
long term care facility for an extended 
period of time

 An employer can provide a group policy as a 
fringe benefit
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 This is the only life insurance program that, 
as a fringe benefit, is deductible to the 
employer and to some extent, is not 
includable as income to the employee

 Must be nondiscriminatory
 Must have at least 10 full time employees
 Usually, the death benefit is based on a 

factor of salary
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 The premiums associated with the first 
$50,000 of death benefit are fully deductible 
by the employer and are not income to the 
employee

 The premiums associated with the death 
benefits exceeding $50,000 are deductible 
by the employer but are includable as salary 
to the employee based upon the following 
table:
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Age	Bracket Cost:$1000	of	Protection	per	month

<	25 $					.05

25	to	30 $					.06
30	to	34 $					.08
35	to	39 $					.09
40	to	44 $					.10
45	to	49 $					.15
50	to	54 $					.23
55	to	59 $					.43
60	to	64 $					.66
65	to	69 $		1.27
>	69 $		2.06
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 Length of Service Award
 Safety Achievement Award
 $400 limitation
 Meaningful ceremony
 Non-cash
 No more than 10% of employees can receive 

an award each year
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 Reimbursement Plan
 Scope is limited to education related to 

employee’s job
 Can not train an employee for anything other 

than his or her current job
 Can be discriminatory
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 Education Assistance Plan
 Must be in writing
 Limited to $5,250 per year
 Can not be discriminatory
 No more than 10% of the benefits can be used 

by the owners of the entity
 Education can be for any purpose
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 Three types of arrangements
 Accountable plan treatment
 Non-accountable plan treatment
 Per diem plan
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 Amounts paid to an employee are 
excludable from gross income

 Employee must provide receipts to 
employer and justify all expenses
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 Employer provides funds to employee; these 
funds are included in employees W-2

 Old law: Employee deducted expenses on 
his 1040 through his Schedule A
 Problem – 2% AGI limitation
 Benefit – Amount given by employer might 

significantly exceed trued expenses of employee
 TCJA: No	longer	deductible!
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 Certain employees can submit proof of what 
locations they spent time away from their 
home in.  Based upon what city they where 
in, the IRS table show a per diem amount 
that can be provided to said emplyee for 
meals and lodging.  The employee need not 
show receipts.
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 Provided “In Kind” (IRC §119)
 Convenience of the employer test
 Also applies to lodging
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 Choice of benefits
 Who really benefits – the employer or the 

employee?
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LIFE INSURANCE
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 Overview
 “Needs Analysis”

 Inappropriate methods
 Needs analysis process

 Tax Issues
 Estate tax (Federal and Washington) issues
 Income tax issues
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Non-Qualified Plan 
Issues
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PEER REVIEW
If your firm needs to undergo a peer review, 

ACE Seminars can help guide you through the 
process - hassle free.

MEMBERSHIP
BECOME A MEMBER OF OUR SOCIETY!

For a nominal annual fee of $135, you can become a 
member of the ACE Accounting Society.

YOUR interest is our uppermost concern! Initial consultation is at no cost and obligation free, so 
contact us today to schedule!

For more information, call Prof. Israel Blumenfrucht Ph.D., CPA, at (718) 544-1929.

So let us do your Peer Review!
System Review - for Certified Audits  |  Engagement Review - for Compilation and Reviews

CONTACT US AT (718) 544-1929

SEMINAR DISCOUNTS

Members of our Society 
can access our seminars 

and webinars at discounted 
tuition rates. Become a 

member and pay only $245 
per seminar or webinar!

TECHNICAL INFORMATION 
HOTLINE 

Get answers to tax and 
accounting questions 

directly from our Executive 
Committee. Call 718-544-

1929 or email us at  
hotline@aceseminars.com 

with your questions.

PEER REVIEW
Featuring a free initial 
consultation, our Peer 

Review Program is tailored 
to your specific needs. ACE 
Society members receive an 
additional discount. Please 

visit our Peer Review page for 
additional information.

SEMINAR ARCHIVES
Our full seminar video 
streams are available 

exclusively for member use. 
You can now review and 

watch any seminar that you 
previously attended, in full HD 
format, for 30 days after the 
seminar (restrictions apply).

EMPLOYMENT & CPA  
JOB BANK 

Featuring a free initial 
consultation, our Peer Review 

Program is tailored to your 
specific needs. ACE Society 

members receive an additional 
discount. Please visit our Peer 

Review page for additional 
information.

NEW!
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