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• Review of 

– Paycheck Protection 

Program Flexibility Act of 

2020

– Forgiveness refresher

– FAQs recently answered

– Walkthrough of loan 

forgiveness application

– FAQs that remain

• Q&A – webinar attendees

Agenda



100% Loan Forgiveness

Vs. 

Business Long Term Success

Rational business decisions are 

key!

PPP – What is your goal?



Loan and forgiveness may/will 

overlap yearend!

(June 30, 2020, December 31, 

2020 etc.)

Income Tax Reporting Issues

Financial Reporting Issues

PPP – Items to consider



Paycheck Protection Program 

Flexibility Act of 2020



Paycheck Protection Program 

Flexibility Act of 2020

Key points –

• Extension of the 8 week period to 24 week 

period

– Note: Borrowers may still elect an 8 week

period

• Reduce payroll spending requirements (Reduced 

from 75% to 60%)

• Safe Harbor Exemption moved to December 31, 

2020

• Extension of loan maturity date (5 years)

• Full Time Employee Equivalency (FTE) Relief

• Payroll tax deferral 



Payroll Tax Deferral Credit

Previously, entities who have debt forgiven under 

the PPP were ineligible for the Payroll tax credit. 

What is the Payroll Tax Deferral?

The payroll tax deferral allows employers and self-

employed individuals to defer payment of the 

employer side 6.2% payroll tax from the date of 

enactment through January 1, 2021.  

This is essentially an interest free loan with 50% of 

the taxes due on December 31, 2021 and the 

remainder due December 31, 2022.



Loan Forgiveness Refresher



Paycheck Protection Program
Million Dollar Question:

How much will be forgiven and is it taxable?

The loan forgiveness amount is based upon the total 

costs for payroll, interest, rent, and utilities made 

during the 8 or 24 week period following the loan 

disbursement date.  

Amounts forgiven will not be includable in taxable 

income. Currently expenses paid with PPP funds are 

not deductible for tax purposes. 

The PPP is designed to provide payroll and necessary 

operating expenses for small businesses. Assumed that 

not more than 40% of the forgiven amount may be for 

non-payroll costs.



Paycheck Protection Program

What are eligible payroll costs?

Generally speaking, payroll costs include salary, wages, 

cash tips, state and local taxes assessed on payroll and 

employee benefits including employer paid health 

insurance and retirement benefits.

What are the exceptions?

Salary and wages are capped at $100K annual 

compensation (Assumed $46,155 for 24 weeks) per 

employee, any amounts paid in excess  of that amount 

will not be included in the calculation.  Also wages paid 

to foreign individuals or for qualified sick leave or 

family leave wages for which a credit is allowed under 

the Families First Coronavirus Response Act.

Bonuses and hazard pay can be paid subject to the 

$100K annual compensation cap.



Items of Note 

Are there caps on the amount of loan forgiveness 

available for owner-employees and self-

employed individuals’ own payroll 

compensation? 

Yes, the amount of loan forgiveness requested for 

owner-employees and self-employed individuals’ 

payroll compensation can be no more than the 

lesser of 8/52 of 2019 compensation (i.e., 

approximately 15.38 percent of 2019 

compensation) or $15,385 per individual in total 

across all businesses. 



Items of Note, Continued

• Owner-employees are capped by the amount of their 

2019 employee cash compensation and employer 

retirement and health care contributions made on 

their behalf.

• Schedule C filers are capped by the amount of their 

owner compensation replacement, calculated based 

on 2019 net profit.

• General partners are capped by the amount of their 

2019 net earnings from self-employment (reduced by 

claimed section 179 expense deduction, unreimbursed 

partnership multiplied by 0.9235. 

No additional forgiveness is provided for retirement or 

health insurance, contributions for self-employed 

individuals, including Schedule C filers and general 

partners, as such expenses are paid out of their net self 

employment income. 



Paycheck Protection Program

$2 Million Dollar Question:

How much can the loan forgiveness be reduced?

Formula based: reduction in the total number of 

average full-time equivalent employees (FTEs) 

and/or salary reductions of employees.

Remember, the goal of this program is to cover 

payroll costs.  The government wants employers to 

keep their employees employed (and off 

unemployment), so any reduction in employee 

count or costs that would have normally occurred 

if the COVID 19 crisis was not in effect will reduce 

the available forgiveness amount.



Paycheck Protection Program

The reduction amount due to a decrease in FTEs 

is calculated as follows: 

• The total eligible loan forgiveness amount 

multiplied by 

• The average # of FTEs for the 8 or 24 week

period divided by (at the borrowers election) 

either the 

– Average # of FTEs from 2-15-19 through 6-

30-19

– Average # of FTEs from 1-1-20 through 02-

29-20

– Average # of FTEs from 2-15-19 through 6-

30-19 (Seasonal ERs only)

Note – The credit cannot be increased in the 

scenario where additional workers were hired.



Paycheck Protection Program

The reduction amount in FTEs is not impacted by 

the following:

• Any position for which the borrower made a 

good-faith, written offer to rehire an employee 

which was rejected by the employee

• Any employee fired for cause

• Any employee who voluntarily resigned

• Any employee who voluntarily requested and 

received a reduction of their hours

More guidance is needed on FTE reduction safe 

harbor provision - (December 31, 2020)



Paycheck Protection Program

Reduction for wages paid

The loan forgiveness amount will be further 

reduced for any reduction in salary or hourly wages 

for an employee who is  in excess of 25% of the 

total salary and wages of the employee during the 

most recent quarter. 

In other words, if you decrease an employee’s 

payroll by more than 25%, each $ above 25% will 

reduce the loan forgiveness amount.

Note - Reductions in excess of 25% for employees 

with annual salaries of $100K or more are excluded 

(no proration or cap)



Loan Calculation



Loan Forgiveness Amount – Bucket A – 8 week



Loan Forgiveness Amount – Bucket B – 8 week



Loan Forgiveness Amount – Bucket A – 24 week



Loan Forgiveness Amount – Reduction



Reduction for the Forgiveness Amount –

2 Components



FAQs



FAQs 

Any flexibility on when my 8 or 24 week period 

begins?

Yes! Borrowers with a bi-weekly or weekly payroll can 

elect to have their 8 or 24 week covered period begin 

on the first day of the first payroll period after the 

date their loan proceeds were disbursed to them.  

For example, if the Borrower received its PPP loan 

proceeds on Monday, April 20, and the first day of its 

first pay period following its PPP loan disbursement is 

Sunday, April 26, the first day of the Alternative 

Payroll Covered Period is April 26 and the last day of 

the Alternative Payroll Covered Period is Saturday, 

June 20.

Note – Alternative period does not apply to non-payroll 

costs.



FAQs

Accrual vs Cash? Mostly answered, but with the 

extension of the period from 8 to 24 weeks, not as 

critical when maximizing loan forgiveness.  For 

example, the question regarding annual retirement 

contributions made during the forgiveness period.

Eligible payroll costs – Paid and incurred during the 

24 week period are eligible for forgiveness. 

Considered paid on day paychecks are distributed or 

when ACH is originated. Considered incurred on day 

pay is earned – must be paid before next regular 

pay date.

Non Payroll costs – paid during covered period or 

incurred during covered period and paid before next 

regular billing date. Proration possible.

Can’t prepay expenses!



FAQs 

What is a full time equivalent (FTE)?

FTEs are calculated by dividing the total hours paid 

for each employee during the Covered Period (or 

Alternative Covered Period) by 40, rounded to the 

nearest tenth.  

Each employee is limited to a value of 1.0. 

Alternative Method - Borrowers can elect to assign 

each employee who regularly works 40 hours or 

more a value of 1.0 and .5 for employees who work 

regularly less than 40 hours.



FAQs 

Why the alternative FTE method is important.

The alternative FTE method is important because 

for many borrowers it will neutralize the effect of 

hour reduction of part-time employees when 

calculating any reductions in forgiveness.

For example.  A borrower has an employee who 

regular works 30 hours a week.  That employee 

would be a .8 for baseline FTE purposes.  During 

the 8 or 24 week period, that employee only works 

10 hours a week, so that employee would count as 

.3.  

Under the regular method, that’s a .5 reduction in 

workforce whereas under the alternative method, 

there is no decrease.



FTE  Reduction

Clarification from the Flexibility Act –

Borrowers will not be penalized for –

1. An inability to rehire individuals who were EEs 

as of 2/15/20

2. An inability to rehire similarly qualified 

employees on or before December 31, 2020



FTE  Reduction

Clarification from the Flexibility Act –

3) is able to document an inability to return to the 

same level of business activity as such business was 

operating at before February 15, 2020, due to 

compliance with requirements established or 

guidance issued by the Secretary of Health and 

Human Services, the Director of the Centers for 

Disease Control and Prevention or the Occupational 

Safety and Health Administration during the period 

beginning on March 21, 2020, and ending 

December 31, 2020, related to the maintenance of 

standards for sanitation, social distancing, or any 

other worker or customer safety requirement 

related to COVID–19.



FTE  Reduction

Clarification from the Flexibility Act –

#3 in Plain English –

If a borrower cannot return to previous staffing 

levels due to COVID-19 health and safety 

restrictions (essentially hospitality industry), a 

borrower will not be penalized for not returning to 

pre-COVID 19 employment levels.



FAQs 

Salary/Hourly Wage Reduction

Salary/hourly wage reductions are calculated by 

comparing the average annual salary (or hourly 

wage if applicable) paid during the covered period 

(or Alternative Payroll Covered Period) to the 

average annual salary paid (or hourly if applicable) 

to such employee during the period January 1, 

2020 to March 31, 2020. 



Loan Forgiveness

Application



PPP Forgiveness Application Part 1



PPP Forgiveness Application Part 2



PPP Schedule A Worksheet



FTE Safe Harbor Reduction



PPP Schedule A Part 1



PPP Schedule A Part 2



PPP Schedule Required Support with Submission



PPP Schedule Required Support with Submission



PPP Schedule Required Support Retained by 

Applicant



PPP Loan Due Diligence File

SBA will review individual PPP Loans for eligibility

– Based upon provisions of CARES Act, rules 

and guidance available at the time of PPP 

loan application

– Loan amounts calculated correctly

– Loan forgiveness supporting documents

– Must retain PPP documentation for 6 years 

after loan forgiven or repaid in full

If SBA determines that a borrower is ineligible for 

a PPP loan, the loan cannot be forgiven! (appeal 

guidance yet to be issued)

Also SBA will seek repayment of the loan and if 

borrower repays the loan the SBA will not pursue 

administrative enforcement or referrals to other 

agencies.



PPP Loan Due Diligence File

Items to have in the file:

• A copy of your loan application and loan 

agreement/promissory note

• Copies of any supporting documentation you provided to 

the bank

• Copies of your PPP borrowing amount calculation (including 

all payroll related reports – Forms 940, 941, W3, W2s, etc.)

• A copy of any correspondence with your bank as to the 

submission and acceptance of the application

• A timestamped print out of all official relevant 

laws/guidelines in effect on the date you submitted your 

application 

• A memo discussing your organization’s eligibility and 

reasons why it took a PPP loan.

• A copy of forgiveness application and all related supporting 

documentation

• Lender and any SBA approval of forgiveness and 

communication



Unanswered Questions!



Unanswered FAQs

1) What is the fine print on the FTE elimination as 

of 12/31/2020?

2) What exactly are “transportation” costs?

3) Are self insured payments for health insurance 

or state unemployment insurance eligible for 

inclusion as payroll costs?

4) If a borrower spends all the PPP loan proceeds 

or restores FTE and wages levels, to pre-COVID 

19 levels can they apply for forgiveness early?



Unanswered FAQs

5) Are semi-monthly payrolls the same as bi-weekly 

and why does it matter?

6) Rent – Does common area maintenance, 

property taxes, required insurance count as 

“rent”?

7) Can I renegotiate the length of my PPP loan 

from 2 years to 5 years? 

8) What is an Owner-employee and what do they 

have to be aware of?

9) How long do I have to apply for forgiveness?



Your 

Questions

Answered



For schedule K 

partners, how do we 

pay ourselves to satisfy 

the terms of the PPP 

loan forgiveness?

Do vacation/sick/PTO 

time paid out count 

towards forgiveness?

How should we handle 

voluntary departures 

for headcount? (e.g., 

someone gave notice 

and left - was not let 

go)

? ? ?



Once the initial 8 week

period ends (assuming 

Congress does not 

extend), when can we 

start laying off 

employees.

FTE calculations on hours 

or headcount? IE, 

someone averaged 42 

hours in Q1 and 36 hours 

in the 8 weeks is that 1 

head or .9 ?
Rules for independent 

contractors. Can we 

really NOT count our 

payments for health 

insurance as part of 

payroll?

? ?

?



We lease our office 

space from a separate 

LLC owned by our firm. 

We file a consolidated 

tax filing. Is rent 

forgivable?

Are premiums paid by 

the employer for life 

insurance, AD&D, short & 

long-term disability 

forgivable as "health" 

insurance? In app I counted anyone 

30 hours as full time, 

now it’s 40. Will I be 

able to resolve so not to 

lose out based on 

headcount?

?

?

?
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