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About Us

• Together, CBIZ & MHM are a Top Ten accounting provider
• Offices in most major markets
• Tax, audit and attest and advisory services
• Over 4,800 professionals nationwide

A member of Kreston International 
A global network of independent 

accounting firms

MHM (Mayer Hoffman McCann P.C.) is an independent CPA firm that provides audit, review and attest services, and works closely with CBIZ, a business consulting, 
tax and financial services provider. CBIZ and MHM are members of Kreston International Limited, a global network of independent accounting firms.
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Before We Get Started…

• Use the control panel on the right side of 
your screen to:
• Change your audio mode between Computer 

Audio or Phone
• Submit questions
• Download handouts

• If you need technical assistance:
• Use the question feature to message the webinar 

organizer
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CPE Credit

This webinar is eligible for CPE 
credit. To receive credit, 
participants will need to answer 
polling questions throughout the 
webinar and be on the webinar .

External participants will receive 
their CPE certificates via email 
within 15 business days of the 
webinar.
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Disclaimer

The information in this Executive Education Series 
course is a brief summary and may not include all 

the details relevant to an individual situation. 

Please contact your service provider to further 
discuss the impact on your business.
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Presenters

Mike has over 23 years of experience in public accounting with 

diversified financial companies and other service based companies, 

including banking, broker/dealer, investment companies, and other 

diversified companies ranging from audits of public entities in the 

Fortune 100 to small private entities. 

He is the Director of the Audit Resource Group and a member of MHM's 

Professional Standards Group, providing accounting knowledge and 

leadership in the areas of derivative financial instruments, investment 

securities, share-based compensation, fair value, and debt/equity. Mike 

also serves as a technical resource for application of audit 

methodologies for both private and public entities.

816.945.5611 • mloritz@cbiz.com

MIKE LORITZ, CPA
MHM Shareholder
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Presenters

Mark is a member of MHM’s Professional Standards Group (PSG) and the 

Attest Practice Leader for the Kansas City office. Mark's role includes 

monitoring and technical leadership in the implementation of new accounting 

standards, instructing in national training programs, presenting as a subject 

matter expert at webinars and conferences, and preparing MHM publications 

on accounting and auditing issues. 

As a PSG member, Mark consults with clients and engagement teams across 

the country in many areas of accounting and auditing. Mark has served clients 

as an auditor, consultant and advisor in numerous industries including 

manufacturing, distribution, mining, retail sales, services and software.

816.945.5614 • mwiniarski@cbiz.com • @KCWini

MARK WINIARSKI, CPA
MHM Shareholder
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Presenters

Christine is located in our Tampa Bay office where she has served our clients since 2010. She is 

recognized as a national specialist in providing audit and financial reporting services to both 

domestic and international companies in the public and private sectors, which includes 

commercial and SEC. Christine has worked extensively in all aspects of audit, review and 

compilation engagements, spending a significant amount of time working in the accounting 

advisory practice and providing technical consulting for the firm. This includes assistance with 

reverse mergers for SEC filers, review and advisory for business acquisitions, and review and 

accounting consultation for complex debt and equity transactions. 

Christine is also a member of our Professional Standards Group where she provides leadership in 

multiple areas, including derivative financial instruments, share-based compensation, fair value, 

and complex debt and equity transactions. As a technical resource, she supports the application 

of PCAOB audit standards and MHM’s related audit methodology, serving on the Audit 

Methodology Steering Committee and Audit Resource Group. 

727.572.1400 • cmcalarney@cbiz.com

CHRISTINE MCALARNEY, CPA
MHM Shareholder
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Presenters

Steve has 30 years experience in serving the tax needs of clients in a 

variety of industries including retail, distribution and manufacturing, 

services, technology and communications.  In serving as lead tax 

engagement executive, Steve’s focus is identifying and executing value 

creating strategies to meet the needs of his clients in a variety of 

technical areas, such as revenue recognition, acceleration of deductions, 

research and experimentation credits, state and local tax minimization, 

M&A tax structures, international tax planning and tax implications of 

compensation programs.  

770.858.4443 • shenley@cbiz.com

Stephen C. Henley, CPA
National Tax Practice Leader
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2020 Financial Reporting Challenges
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Key Financial Statement Considerations

Lease Modifications
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Accounting for Changes in Debt Agreements

Has a Troubled Debt Restructuring (TDR) 
occurred?

No

Yes
Recognize a Gain or Loss 

under 
ASC 470-60

Is the loan substantially different? Yes

No

Account for the change as a modification 
(i.e. no gain or loss)

Account for the change as 
an extinguishment 

(i.e. recognize gain or loss)
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What is a Troubled Debt Restructuring?

A troubled debt restructuring occurs when
• A borrower experiences financial difficulties, and
• The lender grants a concession to the borrower

A troubled debt restructuring has not occurred if:
• The borrower has been servicing the debt and can obtain debt from another lender at 

the current market rate charged on comparable debt for a non-troubled borrower, or
• The lender agreed to only restructure the debt to consider either:

• Decreases in current market interest rates, or
• Improvements to the borrower’s credit worthiness
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Is the Loan Substantially Different (Term Debt)?

Determine the percentage change in the 
present value of cash flows based on the 

original loan’s effective interest rate. 

The analysis includes:
• Incremental borrowings
• Repayments of principal
• Fees charged by the lender

≥10%

<10%

Modification Accounting

Compute a new effective interest 
rate and capitalize lender fees

Changes to embedded 
conversion options are 
assessed separately 

from the 10% test

Extinguishment Accounting

Recognize a gain or loss based on:
• Carrying amount of old debt, 
• Previously capitalized debt issuance 

costs 
• Fair value of new debt, and
• Principal repayments
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Modification of Revolving Debt

Has there been a DECREASE in the 
borrowing capacity? 

Existing capitalized debt issuance 
costs are amortized over the new 

term

New debt issuance costs are 
capitalized and amortized over the 

new term

Write off existing capitalized debt 
issuance costs in proportion to the 
decrease; amortize the remaining 

over the new term

New debt issuance costs are 
capitalized and amortized over the 

new term
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Accounting for PPP Loans by For-Profit Entities

Potential Acceptable Alternative Models

Recognize forgiveness when the bank approvesDebt
• Classify cash received as debt until forgiven
• Calculate interest expense
• Amounts forgiven are recognized as a gain (i.e. other income)

Recognize forgiveness as conditions are met IAS 20
•Amounts reasonably assured to be forgiven are recognized as expenses are incurred

• Amounts not meeting the threshold are classified as debt
• Forgiveness amounts not yet recognized are classified as deferred income
• Recognition straight-line over 8 or 24 weeks is often acceptable

•Choose to present forgiven amounts net against the expense or on a gross basis

Gain Contingency Model
(Most Similar to Debt)

Not-for-Profit Model
(Most Similar to IAS 20)

Accounting Standards Update
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ASU 2020-06 Accounting for Convertible Debt Instruments

Current GAAP (Before ASU 2020-06): Five Models

Model Host Instrument Conversion Option

1) Embedded Derivative Residual (liability) Fair Value (liability)

2) Cash Conversion Fair Value without conversion 
option (liability)

Residual (equity)

3) Beneficial Conversion Feature Residual (liability) Intrinsic Value (equity)

4) Substantial Premium Residual (liability) Premium (equity)

5) Traditional Convertible Debt No separation – entire instrument carried at amortized cost 
(liability)

Initial Measurement Attribute

Models 
removed by 
the ASU
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ASU 2020-06 Accounting for Convertible Preferred Instruments

Current GAAP (Before ASU 2020-06): Four Models

Model Host Instrument Conversion Option

1) Embedded Derivative Residual (equity) Fair Value (liability)

2) Beneficial Conversion Feature Residual (equity) Intrinsic Value (equity)

3) Traditional Convertible
Preferred Stock

No separation – entire instrument carried at historical cost (equity) 

4) Mandatorily Redeemable 
Preferred Stock

Accounted for as convertible debt with cash conversion feature

Initial Measurement Attribute

Model 
removed by 
the ASU

Model 
removed by 
the ASU
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ASU 2020-06 Contracts in an Entity’s Own Equity

Freestanding financial instruments Embedded features

Fail the scope 
exception

• Assets or liability classification
• Potential derivative accounting
• Remeasured every period at fair value 

through net income

• Separated from the host contract and 
liability classification as a derivative

• Remeasured every period at fair value 
through net income

Pass the scope 
exception

• Equity classification
• No remeasurement 

• No separation from the host contract 
(either as liability or equity)

• No separate accounting

ASC 815-40-15 – Required evaluation for contracts, involving an entity’s own equity, including:
• Freestanding financial instruments or embedded features that have all the characteristics of a derivative 

instrument
• Freestanding financial instruments that potentially settle in an entity’s own stock, regardless of whether 

the instrument has all the characteristics of a derivative instrument

Consequences of Derivative Scope Exception:

#cbizmhmwebinar 22Questions? Email cbizmhmwebinars@cbiz.com

ASU 2020-06 Contracts in an Entity’s Own Equity

SCOPE EXCEPTION EVALUATION:
Step 1: Indexation 
Criterion (2 steps) 

Step 2: Equity 
Classification 
Criterion 

• Will the instrument or feature settle in a fixed number of shares at a fixed price?
• 20 illustrative examples applied by analogy

• Underlying Premise: Does the entity have the ability to share settle the instrument or 
feature? No requirement of net cash settlement or the counterparty’s choice to net cash 
settle. Explicitly excludes considering the likelihood of cash settlement. 

• 7 additional conditions for equity classification

The company has sufficient authorized and unissued shares

The contract sets explicit limit on the number of shares to be delivered

There are no required cash payments if the company fails to make timely filings

There are no cash settled “top-off” or “make-whole” provisions

Counterparty rights cannot rank higher than shareholder rights

There is no requirement to post collateral

The contract permits settlement in unregistered shares
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ASU 2020-06 Diluted Earnings Per Share

Convertible Instruments Instruments that may be settled in 
cash or shares

Current GAAP

Generally, the if-converted method is used for 
calculating earnings per share for convertible 
instruments. 

The treasury stock method is used for convertible 
instruments for which the principal is settled in cash and 
the premium is settled in cash or shares.

Presume instrument will be share-settled. 
However, an entity may be able to rebut 
this presumption. 

After the Adoption of 
2020-06

The if-converted method is required for all convertible 
instruments. However, for instruments for which the 
principal is settled in cash and the premium is settled in 
cash or shares, interest expense is not added back to 
diluted earnings per share numerator. 

The effect of potential share settlement 
shall be included in the diluted earnings 
per share calculation. 
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Adds disclosures to meet the following objectives to provide financial
statement users with:

• Terms and features of convertible debt instruments
• How convertible debt instruments have been reported on the balance sheet 

and income statement
• Events, conditions, and circumstances that can affect the amount or timing 

of future cash flows of convertible debt instruments

ASU 2020-06 Amendments to Disclosure Requirements

Disclose the fair value, and level within the fair 
value hierarchy, for each convertible instrument

Public Business Entities Only

Effective Dates and Transition
• SEC Filers (Excluding SRCs) – Jan. 1, 2022 

(calendar year-end entity)
• All others – Jan. 1, 2024 (calendar year-end 

entity)
• Early adoption is permitted
• Modified or full retrospective transition
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ASU 2020-07 Presentation and Disclosures by Not-for-Profit Entities

When a not-for-profit entity receives a nonfinancial asset as a contribution:
• Present the contribution as a separate line item on the statement of activities
• Categorize by type and disclose the amount of each type
• Provide information about each type:

• The policy (if any) on monetizing rather than utilizing the assets
• Whether the assets are monetized or utilized
• The program or activities for which the assets are utilized
• Description of the valuation techniques and inputs used for fair value measurement
• Principal (or most advantageous market) used to measure fair value if the NFP is 

prohibited from selling it in due to a donor-imposed restriction

The change is applied retrospectively for annual periods beginning after June 15, 2021 (i.e. 
June 30, 2022). Early adoption is permitted.
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Proposed Accounting Standards Updates

Conceptual Framework: Elements of the Financial Statements

• Permit non public business entity franchisors to assume certain services are a single distinct 
performance obligation of “pre-opening services” as long as continuing franchise fees cover cost 
of services plus a reasonable profit

• Does not amend the guidance on allocation of transaction price

Revenues from Contracts with Customers: Franchisor Practical Expedient

• Require lessors to classify a lease with predominantly variable lease payments as an operating 
lease

• Election to re-measure lease liabilities upon a change in reference index or rate
• Termination of a lease component does not result in modification of the remaining lease 

components if the economics of the remaining components are substantially the same

Leases: Targeted Improvements



10/27/2020

14

Preparing for Year-End Reporting
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Public Business Entities – New Accounting Standards – Applicable in 2020

• Measurement of Credit Losses on Financial 
Instruments (ASU 2016-13; ASU 2018-19; ASU 2019-
05; ASU 2019-11)*

• Simplifying the Test for Goodwill Impairment (ASU 
2017-04)

• Customer’s Accounting for Implementation Costs 
Incurred in a Cloud Computing Arrangement That Is a 
Service Contract (ASU 2018-15)

• Targeted Improvements to Related Party Guidance for 
Variable Interest Entities (ASU 2018-17)

• Collaborative Arrangements: Clarifying the Interaction 
between Topic 808 and Topic 606 (ASU 2018-18)

• Changes to the Disclosure Requirements for Defined 
Benefit Plans (ASU 2018-14)

• Film Costs and Entertainment—Intangibles (ASU 
2019-02)

• Improvements to Financial Instruments—Credit 
Losses, Derivatives and Hedging, and Financial 
Instruments (ASU 2019-04)*

• Changes to the Disclosure Requirements for Fair 
Value Measurement (ASU 2018-13)

• Not-for-Profit Entities: Updating the Definition of 
Collections (ASU 2019-03)

• Improvements to Leases (ASU 2019-01)

• Improvements to Share Based Consideration Payable 
to a Customer (ASU 2019-08)

*SEC Filers not eligible to be SRCs
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TIME FOR A

POLL QUESTION
Do you feel your entity’s financial reporting has adapted to the 
pandemic and is it ready for year-end close?

• Yes, normal operations
• Somewhat
• No, still struggling
• Not applicable

#cbizmhmwebinar 30Questions? Email cbizmhmwebinars@cbiz.com

SEC Simplification of the Significance Test for Acquisitions

• UnchangedAsset Test

• Revised to include the lower of 
income or revenue

Income 
Test

• Replaces assets with world wide 
market value prior to the 
transaction

Investment 
Test

Increase the 
significant threshold 

from 10% to 20%

Dispositions:
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Presentation and Disclosure Changes

Financial Statement 
Requirement

• One year if significance test is 
greater than 20% but less than 
40%

• Two years if significance test is 
greater than 40%

• Eliminates three year 
requirement

Abbreviated Financial 
Statements

• Total assets and total revenues 
of the acquired business 
constitute 20% or less of the 
seller

• Separate financial statements 
have not previously been 
prepared

• Business was not a separate 
entity, subsidiary, operating 
segment or division requiring 
financial statements

• Seller has not maintained 
distinct and separate accounts 
and its impracticable to 
prepare financial statements

Other Changes

• Eliminate required separate 
financial statements once the 
business has been included in 
the post-acquisition audited 
annual financial statements for 
nine or twelve months

• Permit reconciliation to IFRS in 
certain circumstances

• Modify required disclosures of 
aggregate effect of acquisition 
for which financial statements 
are not required or are not yet 
required
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SEC Changes for Pro Forma Financial Information – Transaction Adjustments

Prior Guidance

Adjustments must be 
directly related to the 

transaction 

Adjustments must 
have continuing 

impact

Revised Guidance

Transaction Accounting Adjustments
• Does not require the adjustment to have a 

continuing impact

Autonomous Entity Adjustments
• Required for spin off transactions

Management Adjustments - Optional
• Not actual adjustments to pro-formas, just note 

disclosures of synergies and dis-synergies that 
include reconciliations

• Must have a “reasonable basis” 
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Critical Audit Matters – CAMs

Provisions related to CAMs 
will be effective for audits 
for fiscal years:

• Ending on or after June 30, 
2019 for large accelerated 
filers

• Ending on or after Dec. 15, 
2020 for all other 
applicable audits

A matter arising from the audit of 
financial statements that:

Was communicated or required to be communicated to 
the audit committee

AND
Relates to accounts or disclosures that are material of 

the financial statements
AND

Involved especially challenging, subjective, or complex 
auditor judgement

Exempt from CAMs: Broker Dealers, Investment Companies, Employee Benefit Plans, and Emerging Growth Companies

#cbizmhmwebinar 34Questions? Email cbizmhmwebinars@cbiz.com

Most Frequent CAMs

Revenue Recognition

Goodwill and Intangible Asset Impairment

Business Combinations

Income Taxes

Allowance for Loan Losses (Financial Institutions)
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Private Companies – New Accounting Standards – Applicable for 2020

• Revenue from Contracts with Customers 
(ASU 2014-09; ASU 2016-08; ASU 2016-10; 
ASU 2016-20)*

• Derecognition and partial sales of 
nonfinancial assets (ASU 2017-05)

• Premium Amortization on Purchased 
Callable Debt Securities (ASU 2017-08)

• Financial Instruments with Down Round 
Features and Mandatorily Redeemable 
Financial Instruments (ASU 2017-11)

• Improvements to Nonemployee Share-
Based Payment Accounting (ASU 2018-07)

• Scope and Accounting Guidance for 
Contributions Received and Contributions 
Made (ASU 2018-08)

• Codification Improvements (ASU 2018-09)

• Changes to the Disclosure Requirements 
for Fair Value Measurement (ASU 2018-13)
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Share-Based Payment Accounting – Non-Employees

• Objective was to simplify the accounting 

• Expands the scope of ASC Topic 718 to all share-based payments to acquire 
goods or services to be used in operations

• Topic 718 continues to exclude grants awarded to:
• Obtain financing
• Sell goods or services to customers (ASC Topic 606)
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Share-Based Payment Accounting – Non-Employees

Prior Guidance Revised Guidance
Equity-classified nonemployee share-based payments are 
measured on the earlier of:

• the date at which a commitment for performance by the 
counterparty is reached, and

• the date at which the counterparty’s performance is 
complete.

Equity-classified nonemployee share-based payment awards are 
measured at the grant date.

• Grant date is when the grantor and a grantee reach a mutual 
understanding of the key terms and conditions of a share-
based payment award

Performance conditions of nonemployee share-based 
payment awards are measured at the lowest aggregate fair 
value

Measurement of performance conditions incorporates the 
probability of satisfying the conditions

- Measurement, not fair value
Equity-classified nonemployee share-based awards are subject to 
Topic 815 Derivatives and Hedging and are therefore reassessed 
when:

• The good has been delivered or service rendered, and

• All other conditions have been satisfied to earn the right 
to benefit

Generally awards will continue to be subject to Topic 718 
unless modified subsequent to vesting

Nonemployee equity share options include estimated 
expected volatility

A historical industry-sector index may be used when it is not 
practicable to estimate the expected volatility
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Transition and Effective Date

Transition
Cumulative effect adjustment at 
the beginning of the year of 
adoption for:

• Unsettled liability classified awards 
• Equity-classified awards without an 

established measurement date, and
• Effects of the measurements above 

on assets in progress that include 
nonemployee share-based payment 
costs

• Permits a onetime election to change 
liability-classified nonemployee share-
based payment awards to intrinsic value
• Continue to remeasure each reporting 

period

• Expected term may be determined as 
the midpoint between vesting date and 
contractual term for nonemployee 
awards with service/performance 
conditions
• Must use the same accounting policy for 

employee and nonemployee awards

Private Company Expedients
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Financial Instruments with Down Round Features

• Simplifies accounting for certain 
equity-linked financial instruments and 
embedded features with down-round 
features
• Down-round features result in the 

strike price being reduced based on the 
pricing of a future equity offering

• Converts the nonpublic entity 
indefinite deferral for mandatorily 
redeemable financial instruments 
to a scope exception

• A freestanding financial 
instrument previously was 
required to be classified as a 
liability solely due to a down-
round feature 

• Existence of a down round 
feature will no longer preclude 
classification as equity
• These instruments are no 

longer required to be 
accounted for as derivative 
liabilities at fair value
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Down Round Recognition and Measurement

• Recognize the effect of a down-round feature in an equity-
classified freestanding financial instrument when the down 
round feature is triggered

• Effect is treated as a dividend and as a reduction of income 
available to common stockholders in basic EPS

• The value of the effect is the difference between the following 
amounts determined immediately after the down round 
feature is triggered:
• The fair value of the financial instrument (without the down 

round feature) at the currently stated strike price, and

• Fair value of the financial instrument (without the down round 
feature) at the reduced strike price.

Transition
If adopted in an interim period, any 
adjustments should be reflected as of 
the beginning of the fiscal year that 
includes that interim period
The amendments should be applied in 
either of the following ways: 
• Retrospectively to outstanding 

financial instruments with a down 
round feature by means of a 
cumulative-effect adjustment once 
effective

• Retrospectively to outstanding 
financial instruments with a down 
round feature for each prior 
reporting period presented
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2018-13 Disclosures Over Fair Value

• Disclosure eliminations Policy for determining transfers between Level 1 and Level 2

• Occurrence of transfers between Level 1 and Level 2

• Processes used to measure reoccurring and nonrecurring Level 3 valuations

• “at a minimum”

• Disclosure eliminations non-public entities

• Changes in unrealized gains and losses from Level 3 measurements included in earnings

• Disclosure modifications

• Timing of liquidation events and the lapse of redemption restrictions is only required when they have been 
communicated to the entity or public

• Non-public entities need not roll forward Level 3 fair value measurements, but

• Disclose transfers and purchases/issuances 

• Clarifies disclosure over measurement uncertainty as of the reporting date
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ACTIONS TO CONSIDER PRIOR TO THE ELECTION
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ACCOUNTING METHOD STRATEGIES

#cbizmhmwebinar 44Questions? Email cbizmhmwebinars@cbiz.com

When Should Accounting Method Strategies Be Considered?

• In normal circumstances, taxpayers often seek to defer recognition of income and 
accelerate recognition of deductions

• However, the prospect of higher tax rates in future years may turn this conventional 
wisdom on its head, where taxpayers may seek to accelerate recognition of income 
and defer recognition of deductions

2020 Income Tax Rates (Current Law) 2021 Income Tax Rates (Biden Plan)

Individual
Maximum bracket 37% (>$622k MFJ)

Long-term capital gains maximum 20% (>$497k MFJ)

Net investment income tax 3.8% (>$250k MFJ)

Individual
Maximum bracket 39.6% (>$628k MFJ ?)

Long-term capital gains maximum 39.6% (>$1M)

Net investment income tax 3.8% (>$250k MFJ)

C corporation
Flat 21%

C corporation
28% (assuming flat)
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When Should Accounting Method Strategies Be Considered?

• There are many tax accounting method strategies that can help to accomplish this 
objective, but before implementing any of these strategies, it is essential to 
understand the nature of the involved item and the taxpayer’s long-term business 
plan
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When Should Accounting Method Strategies Be Considered? 

• A method of accounting involves an accounting practice that does not permanently 
affect a taxpayer’s lifetime taxable income, but rather changes (or could change) the 
taxable year(s) in which the item is taken into account
• Hence, changes in methods of accounting impact temporary differences, not permanent differences

• Nevertheless, temporary differences that are recurring or that are renewed each year 
have the practical effect of being permanent, as long as the taxpayer stays in business
• These are sometimes referred to as “permanent” temporary differences
• For example, consider a taxpayer that prepays a $100,000 insurance premium every year, for insurance 

coverage to be provided during the next year
• $100,000 is capitalized as prepaid insurance for book/financial statement purposes

• If the $100,000 is expensed upon payment for tax purposes, there is a temporary difference during year 1 that 
will reverse during year 2 when book insurance expense exceeds tax insurance expense

• But as the year 1 difference reverses in year 2, the taxpayer will prepay another $100,000 insurance premium, 
and re-start the cycle, whereby the net practical effect is no reversal of the year 1 difference until such time that 
the taxpayer ends business activities
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Cash to Accrual Changes in Overall Method of Accounting

• For businesses that anticipate a sale event in the near term, or that otherwise 
anticipate a change to their cash flow dynamic, consider a change from the overall 
cash method to the overall accrual method of accounting
• The tax law commonly known as the Tax Cuts and Jobs Act (TCJA) established for small 

taxpayers (other than tax shelters) the ability to use the overall cash method of 
accounting
• “Small” taxpayers are those that have 3-yr average gross receipts (not counting the current year) 

below $26 million

• Any service-based business that is not a C corporation (or a partnership with C corporation 
partners) is eligible to use the cash method regardless of the TCJA small taxpayer rule

• A change to the overall accrual method will accelerate income with respect to 
accounts receivable, will defer deductions for certain prepaid items, and will 
accelerate deductions for certain accrued expenses
• Receivables often outpace payables, so the accrual method generally accelerates net income
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Cash to Accrual Changes in Overall Method of Accounting

Example
• Better Call Saul, Inc. (a C Corporation) is a reputable law firm with $400,000 in client invoices 

outstanding as of 2019, and these invoices will not be collected until 2021
• Better Call Saul also generates an additional $400,000 in client invoices during 2020, and 

these invoices will also be collected in 2021
• Under the cash method of accounting, the $400,000 from 2019 and the $400,000 from 2020 will 

not be taxed until collected in 2021
• Under the accrual method of accounting, the $400,000 from 2019 and the $400,000 from 2020 

would be taxed when Better Call Saul has a fixed right to the receivables in 2019 and 2020, 
respectively

• If Better Call Saul requests a change from the cash to the accrual method during 2020, a 
catch-up adjustment of $400,000 for the 2019 receivables will be required during 2020
• Under section 481, this adjustment is taken into account in taxable income 25% during 2020, and 

25% during the subsequent 3 tax years
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Cash to Accrual Changes in Overall Method of Accounting

Example (cont’d)

2020 Income Tax Rates 
(Current Law)

2021 Income Tax Rates 
(Biden Plan)

2022-2023 Income Tax Rates 
(Biden Plan) Total Taxes

Cash method
$0 x 21% = $0

$0 x 21% = $0

Cash method
$400,000 x 28% = $112,000

$400,000 x 28% = $112,000

Cash method
$0 x 28% = $0

$0 x 28% = $0

Cash method
$112,000

$112,000

Accrual method (w/ sec. 481 
adj.)
$100,000 x 21% = $21,000

$400,000 x 21% = $84,000

Accrual method (w/ sec. 481 
adj.)
$100,000 x 28% = $28,000

$0 x 28% = $0

Accrual method (w/ sec. 481 
adj.)
$200,000 x 28% = $56,000

$0 x 28% = $0

Accrual method (w/
sec. 481 adj.)
$105,000

$84,000

2019 A/R

2020 A/R

2020 A/R

2019 A/R
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Other Accounting Method Strategies

• When a change from the overall cash method to the overall accrual method is 
impractical or not strategic (i.e., the business does not anticipate a sale or a reversal of 
the temporary difference in the near term), traditional cash management timing under 
the continuing use of the cash method should be considered
• If tax rates are expected to increase in future years, then contrary to conventional wisdom, 

cash method businesses should consider accelerating income and deferring expenses
• Accelerate collection efforts during 2020 for outstanding customer receivables
• Delay cash expenditures until 2021

• For all types of businesses, consider electing out of 100% bonus depreciation and not 
making a Section 179 asset expensing election
• This will “slow down” cost recovery on fixed assets, whereby tax deductions are shifted to 

later years
• These decisions do not need to be made during 2020, and can be made in 2021 when the tax 

return is filed (at which time there may be more certainty about future tax rates)
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Deferral Method for Advance Payments – Change to Full Inclusion Method

• Accrual method taxpayers often receive advance payments from customers for goods 
or services to be provided in later years

• Although advance payments generally are taxable in the year of receipt, taxpayers 
may utilize the deferral method to delay taxation until the subsequent tax year
• If the taxpayer has an applicable financial statement, the year 1 deferral is equal to the 

amount deferred in the financial statement
• If the taxpayer does not have an applicable financial statement, the year 1 deferral is equal to 

the amount of the advance payment that the taxpayer did not earn during year 1, determined 
under the appropriate tax principles

• Because the deferral method is optional, taxpayers desiring to accelerate income may 
choose to recognize all of the advance payment in taxable income during the year of 
receipt (the “full inclusion method”)
• A change in accounting method to use the full inclusion method produces similar results to 

the scenario involving a change to begin using the overall accrual method
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Businesses Planning to Sell that Have LIFO Inventories

• A manufacturer or retailer/wholesaler that maintains inventories under the LIFO method 
generally obtains tax benefits by referencing lower costs for inventory on hand at the 
end of the year, as this results in a higher cost of goods sold
• This inventory treatment is another type of “permanent” temporary difference that will not 

reverse as long as the taxpayer remains in business (i.e., does not deplete the LIFO base layer)

• If the taxpayer plans to sell the business in the near term, the taxpayer can consider 
revoking its LIFO election for inventory accounting ahead of time, where the taxpayer 
can begin computing inventory under the FIFO valuation approach

• The change from LIFO to FIFO is a change in method of accounting, where generally the 
taxpayer recognizes the “catch-up” amount (the cumulative difference to taxable income 
between LIFO and FIFO) under Section 481, where 25% of the catch-up is recognized in 
the year of change, and the remaining 75% is recognized over the next 3 years
• Any income accelerated under this strategy into tax years that are subject to a lower tax rate may 

be beneficial, provided the taxpayer otherwise plans trigger this tax in the near term anyway
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ACCELERATING CAPITAL GAINS
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Accelerating Capital Gains

• Recall that candidate Biden proposes raising the long-term capital gains tax rate to 
the ordinary income tax rates for individuals with high levels of income

• Candidate Biden also proposes to reset the maximum ordinary tax rate for individuals 
to the pre-TCJA 39.6% rate
• As a result, the maximum tax rate for long-term capital gains would increase from 20% to 39.6%

2020 Income Tax Rates (Current Law) 2021 Income Tax Rates (Biden Plan)

Individual
Maximum bracket 37% (>$622k MFJ)

Long-term capital gains maximum 20% (>$497k MFJ)

Net investment income tax 3.8% (>$250k MFJ)

Individual
Maximum bracket 39.6% (>$400k MFJ)

Long-term capital gains maximum 39.6% (>$1M)

Net investment income tax 3.8% (>$250k MFJ)

C corporation
Flat 21%

C corporation
28% (assuming flat)
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Accelerating Capital Gains

• As a result, it may prove beneficial to accelerate planned capital gains into 2020 vs. 
later years, in order to take advantage of the present-day lower rates
• This strategy may be beneficial even if the result is that a gain is taxed as a short-term 

capital gain in 2020

Example
• Ware N. Buphett owns 10 shares Class A stock in Berkshire Hathaway, currently 

valued at $315,000 per share, for which Ware originally paid a nominal amount to 
acquire many years ago, such that Ware’s unrealized gain is roughly $3,150,000

• Assume Ware’s income subjects Ware to the maximum capital gains and ordinary tax 
rates under either the current law or under the Biden plan

• If Ware plans to sells these 10 shares in the near future, following are the results in 
2020 vs. 2021 under the Biden plan
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Accelerating Capital Gains

Example (cont’d)

• Continuing with this example, assume instead that Ware acquired these 10 shares 
only a few months ago, such that the short-term capital gains rates apply

2020 Income Tax Rates (Current Law) 2021 Income Tax Rates (Biden Plan)

$3,150,000 x 23.8% = $749,700

[20% Long-term capital gains rate and 3.8% Net investment income 
tax rate apply]

$3,150,000 x 43.4% = $1,367,100

[39.6% Long-term capital gains rate and 3.8% Net investment income 
tax rate apply]

2020 Income Tax Rates (Current Law) 2021 Income Tax Rates (Biden Plan)

$3,150,000 x 40.8% = $1,285,200

[37% Short-term capital gains rate and 3.8% Net investment income 
tax rate apply]

$3,150,000 x 43.4% = $1,367,100

[39.6% Short-term capital gains rate and 3.8% Net investment 
income tax rate apply]
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INSTALLMENT SALES
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Installment Sales

• Installment sales are another instance where electing to report the full amount of 
income in the current year (i.e., electing out of installment reporting) may be more 
beneficial than reporting the income over a number of years, if tax rates are lower in 
the current year
• For tax purposes, gain (but not loss) on the sale of property is recognized over the years in which 

installment payments are received ratably with respect to those payments
• Sales of publicly traded stock, inventory, depreciable property to a related person, certain property held 

by a dealer, and personal property under a revolving credit plan do not qualify

• Depreciation recapture on sales of depreciable property must be reported in the year of sale

• Unlike some of the other strategies, taxpayers can wait until after 2020 to decide whether 
they want to elect out of installment reporting, where the decision does not have to be 
made until the 2020 tax return is filed in 2021
• This gives taxpayers the chance for certainty about where tax rates may be during 2021, before 

making a decision to accelerate taxes into 2020
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Installment Sales

Example
• In 2020, Mr. Washington sold a cherry tree that he acquired many years ago for no 

cost.  The buyer will pay Mr. Washington $5,000,000 for the tree on account of its 
historical significance, with payments set at $1,000,000 per year over 5 years 
(beginning 2020).
• Under the installment method, the $5,000,000 gain is reported ratably over the 5 years at 

$1,000,000 per year

• Assume Mr. Washington’s income subjects Mr. Washington to the maximum capital 
gains and ordinary tax rates under either the current law or under the Biden plan
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Installment Sales

Example (cont’d)

• Note that Mr. Washington’s total payments in year 1 are insufficient to cover his year 1 tax obligation under the “no installment reporting” 
scenario, so Mr. Washington will need some financial flexibility to make the strategy work

2020 Income Tax Rates 
(Current Law)

2021 Income Tax Rates 
(Biden Plan)

2022-2024 Income Tax Rates 
(Biden Plan) Total Taxes

Installment reporting
$1,000,000 x 23.8% = 
$238,000

[20% Long-term capital gains rate 
and 3.8% Net investment income 
tax rate apply]

Installment reporting
$1,000,000 x 43.4% = 
$434,000

[39.6% Long-term capital gains rate 
and 3.8% Net investment income 
tax rate apply]

Installment reporting
$3,000,000 x 43.4% = 
$1,302,000

[39.6% Long-term capital gains rate 
and 3.8% Net investment income tax 
rate apply]

Installment 
reporting
$1,974,000

No Installment reporting
$5,000,000 x 23.8% = 
$1,190,000

[20% Long-term capital gains rate 
and 3.8% Net investment income 
tax rate apply]

No Installment reporting
$0 x 43.4% = $0

[39.6% Long-term capital gains rate 
and 3.8% Net investment income 
tax rate apply]

No Installment reporting
$0 x 43.4% = $0

[39.6% Long-term capital gains rate 
and 3.8% Net investment income tax 
rate apply]

No Installment 
reporting
$1,190,000
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LIKE-KIND EXCHANGES
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Like-Kind Exchanges

• Recall that candidate Biden proposes eliminating the ability for individuals with income in 
excess of $400,000 to utilize tax-favorable like-kind exchange rules under IRC Section 1031
• In a like-kind exchange, the unrealized gain on the exchanged property is not taxed immediately if 

the property is exchanged for like-kind property

• Depending on a taxpayer’s circumstances and investment plans, there are two strategies 
concerning like-kind exchanges to consider

• Strategy #1: If the taxpayer has an in-process like-kind exchange, and ultimately plans to 
dispose of the replacement property a few years later, the previous points about changes in 
capital gains tax rates are relevant here as well (accelerate gain recognition into 2020)
• In this situation, it may make sense to “break” the in-process like-kind exchange (cause it to not 

qualify), perhaps by failing to identify replacement property by the required time
• This would cause taxation for the exchanged property in 2020, and result in higher basis (less gain 

potential) for the replacement property that the taxpayer plans to sell several years later
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Like-Kind Exchanges

• Strategy #2: If the taxpayer has a property and plans to replace it soon, and the 
taxpayer plans to hold the replacement property indefinitely, then the taxpayer 
should consider moving quickly to take advantage of the like-kind exchange rules 
while they last
• If a like-kind exchange commences in 2020, it is reported in 2020 even if the exchange is 

completed in 2021
• Therefore, a taxpayer should engage a qualified intermediary during 2020 to hold the 

proceeds for the exchanged property, and the taxpayer can then perform the other steps 
within the required time periods to complete the like-kind exchange during 2020 and/or 
2021 (including the 45-day identification period and the 180-day exchange period)
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ESTATE/GIFT PLANNING
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Estate/Gift Planning

• Candidate Biden indicated previously that he would aim to roll back the estate tax 
exemption to $3.5 million from the current $11.58 million per person
• Sunsets to $5.25 million after 2025 if not extended
• Biden will also eliminate the step up in basis at death, but that affords no planning 

opportunities

• The estate tax exemption exempts a certain amount of lifetime gifts and the value of 
an estate
• Married couples collectively can gift $23.16 million during their lifetime or upon death
• The value of lifetime gifts in excess of this amount (or the value of the estate that is in 

excess of this amount) is taxable at a maximum 40% rate

• Individuals may benefit from accelerating their wealth transfer plans to take 
advantage of the elevated exemption levels that presently exist
• Common strategies involve taxable gifts to trusts, where the trust beneficiaries are chosen 

by the trust creators
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Connect with Us

linkedin.com/company/
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slideshare.net/mhmpc

linkedin.com/company/
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@cbizmhm

youtube.com/
BizTipsVideos

slideshare.net/CBIZInc
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If You Enjoyed This Webinar…

Upcoming Courses:
• 11/04/20: Eye on Washington Quarterly Update Q3 2020
• 11/10/20: Key International Tax Considerations Q4 2020
• 12/01/20: Impairment: Testing Made Easy

Recent Publications:
• Where’s My Data, and Who’s Protecting It?
• How Cybersecurity Staffing May Be Impacted During COVID-19 

Recovery?
• Colorado State & Local Tax Updates from 2020
• A Deeper Look into the Impact of the Carried Interest Proposed 

Regulations
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THANK YOU
CBIZ & Mayer Hoffman McCann P.C.
cbizmhmwebinars@cbiz.com


