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Disclaimer
This presentation is based on relevant government guidance available as of 
December 7, 2020.  There are many areas of the CARES Act, related guidance and the 
SBA’s Loan Forgiveness Application that are unclear and additional clarification from 
the government is needed. In addition, there may be legislation in future weeks that 
modifies the program rules.  This presentation includes our best interpretation of the 
guidance.
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Applications



Applications

• Most lenders are accepting loan forgiveness applications

• SBA has been processing and approving loan forgiveness for loans 
less than $2M

• Timing of SBA approval has been as short as 7-10 business days



How to make your loan forgiveness application simple?

• Use gross wages only

• Most companies can report 24 weeks of gross wages and achieve 100% 
forgiveness

• Documentation requirements for all other types of costs are much more 
burdensome.

Applications



Examples:

• For rent:  Copy of the lease, verification of rent payment (statement, 
cancelled check, EFT, etc.)

• For utilities:  Copy of the invoice for the period that includes 2/15/20 
to prove service was in place on that date, copies of the invoices 
being included as covered costs, verification of payment (statement, 
cancelled check, EFT, etc.)

Applications



Applications

• Uptick in chatter about a new COVID relief package in Congress

• Possible modification of loan forgiveness reporting requirements 
for loans up to $150,000

• If your loan is more than $50,000 but less than $150,000 and you 
have significant FTE or wage reductions, consider waiting to apply 
for forgiveness



Applications

• Without further relief for small businesses, an additional 1.5-3M 
jobs may be lost

• Another round of PPP funding is being considered

• Expected qualifying provisions:
* 25-35% reduction in revenues in 2020
* Less than 300 employees



Taxes



Taxes

This Photo by Unknown Author is licensed under CC BY-NC-ND

On November 18, the 
IRS put the nail in the 
coffin on deducting 
expenses associated 
with the use of PPP 
funds.

http://mamaloli.com/recipes/dessert/brownie-coffins/
https://creativecommons.org/licenses/by-nc-nd/3.0/


Taxes

• Revenue Ruling 2020-27 clarifies that expenses associated with 
the use of PPP loan funds are not deductible in the tax year they 
are paid or incurred if there is a reasonable expectation of 
forgiveness.

• The ruling states that whether a borrower has filed for forgiveness 
or not, and whether a borrower has received a forgiveness 
decision or not, is irrelevant.



Taxes

Example:

Your business received a $20,000 PPP loan.  You spent all of it in 2020. 

On your 2020 tax return, $20,000 of your expenses are not 
deductible.





Taxes

Notes:

• No guidance for businesses on how to actually report the non-
deductible items on their 2020 tax return.

• No guidance on how this concept applies to a business that files a 
Schedule C, since there is no “wage deduction” for the owner on 
Schedule C itself.



Example – Schedule C:  Choose the 24 week period

- The formula for your forgiveness is:
2019 Form 1040, Schedule C, line 31
Divided by 12 * 2.5
Maximum of $20,833

How is the concept of “nondeductible expenses” applied to the 2020 
Form 1040, Schedule C?

Taxes





Taxes

There is a ray of hope….

Congress is insisting they are going to legislate a change that would 
make the expenses deductible, while the loan forgiveness income 
remains nontaxable.





Taxes

What are we doing?

• Compute 4th quarter estimated tax payments and extension 
payments both ways:  current law or assuming expenses will be 
deductible

• Business owner then decides what to pay in.  
This is a business risk decision.

• 1040 filers – look at being “penalty proof”



Taxes

Avoiding estimated tax penalties – for 1040 filers

• Tax liability is less than $1,000
• 2020 tax payments are lesser of:

- 90% of current year tax
- 100% prior year tax

• If AGI for 2019 was over $150,000, the last point above increases 
to 110%



3rd Party Payroll Reports



Most of the large 3rd party payroll providers are offering a PPP report 
that computes all of the payroll metrics: 

• FTEs for the base and covered periods
• Wages and FTEs allocated between Table 1 and Table 2  for the 

Schedule A Worksheet
• Proper limitations applied to all wages 
• Salary/Hourly wage reduction
• Some other payroll costs like retirement plan, health

insurance and SUTA

3rd Party Payroll Reports



• Like any canned report, results depend on inputs

• Some formulas use hire and term dates to compute FTEs and/or the 
25% salary/hourly wage reduction

• Errors in dates, missing dates, re-hires, etc. can cause the results to 
be incorrect

• Classification errors can also produce errors (hourly vs. salaried)

3rd Party Payroll Reports



• FTE results can be distorted if hours are not entered for salaried 
employees

• FTE results can be distorted if you have individuals that receive 
multiple types of pay (hourly, piece rate, etc.)

• Employees on furlough or FMLA can cause errors in results

3rd Party Payroll Reports



• Bonuses and OT may distort some 25% salary/hourly wage reduction 
computations

• Wages for unique pay like commissions, piece rate, etc. are beyond 
the capability of the formulas

• Owners tend to be included in Table 2 when they should be excluded 
and listed separately

• Classification between Table 1 and 2 is usually ok

3rd Party Payroll Reports



The ‘test’ for who goes on Table 2 is odd:

• Principal place of residence is U.S., and
• Received compensation from the Borrower at an annualized rate of more 

than $100,000 for any pay period in 2019

For a weekly payer, that’s any pay period in 2019 with gross wages for an 
individual more than $1,923  ($100,000 / 52)

This can be ridiculously difficult and time consuming to determine 

Sidebar on Table 2…



Benefit of Table 2?  
Not subject to 25% 
salary/hourly wage 
reduction

All 2020 hires go on 
Table 1, regardless of 
compensation level.



Tips for using 3rd party payroll reports:

• Work with inputs to get the FTEs to be reliable, since they are the 
most cumbersome to compute

• Consider use of Simplified Method (1.0 and 0.5)

• Tie wages out to payroll registers for a few individuals and in total, to 
ensure the correct payroll dates are being included

3rd Party Payroll Reports



Tips for using 3rd party payroll reports:

• 25% salary/hourly wage reductions are where we are seeing the 
most errors

• Use of hire/term dates in the formulas skews the result

• Prepare a separate analysis using the data provided by the 3rd party 
payroll provider

3rd Party Payroll Reports



Tips for using 3rd party payroll reports:

• Review individuals included in Table 2

• Look at the source data, which is usually a separate tab within the 
report, to see if it looks reasonable

• Pull out Owners from Tables 1 and 2 and report wages separately on 
Schedule A.  Make sure Owners are excluded from base period FTE 
computations.

3rd Party Payroll Reports







Loans and Loan Covenants



• Every borrower signed a full set of legally binding loan documents

• Loans prior to June 5, 2020 have a 2-year maturity, loans after have 
a 5-year maturity

• Loans with a 2-year maturity can be renegotiated to 5-years with 
the lender (lender does not have to)

Loans and Loan Covenants



• The Flexibility Act extended the payment deferral period to the date 
that the SBA remits the forgiveness amount to the lender

• The SBA will also remit accrued interest on the forgiven portion of 
the loan

• Infers the borrower will have to pay the accrued interest on any 
unforgiven portion

Loans and Loan Covenants



• If a company received an EIDL Grant/Advance – this was $1,000 per 
employee up to $10,000 - and it provides sufficient documentation 
to receive 100% forgiveness, the company will still end up with a 
PPP loan in the amount of the EIDL Grant/Advance.

• Not talking about EIDL loans, just the Grant/Advance

Loans and Loan Covenants



• Consider whether a PPP loan may be a violation of existing 
covenants on other debt:
- PPP loan was from a different bank
- PPP loan caused an interim ratio violation
- Forgiveness might not happen by 12/31

• Discuss the PPP loan and any covenants with the lender and 
determine if a waiver for 2020 is needed, especially if a CPA is 
preparing compiled, reviewed or audited financial statements.

Loans and Loan Covenants



Potpourri



Mortgage interest and rent

• Amount claimed for interest or rent may not include any amount 
attributable to subleases

• Example:  rent is $10,000 per month, sublease is $2,500 per month; only 
$7,500 is includible

• Example:  borrower owns the building, has a mortgage and subleases 
25% (fair value) to an unrelated 3rd party; only 75% of the mortgage 
interest is includible

Potpourri



Related party rent

• Rent paid to a related party is an eligible covered cost, BUT only to 
the extent of the mortgage interest paid by the related party during 
the period

• No mortgage, no rent is includible

• Signed lease prior to 2/15/2020 is required

Potpourri



Owner restrictions

• Any reference to “Owner-employee” for S-corp and C-corp is 
owners with 5% or more stock ownership

• If an individual owns more than one business that received a PPP 
loan, the Owner compensation limit must be allocated among the 
loan forgiveness applications

Potpourri



Owner restrictions

• Health insurance premiums paid by the employer are not includible 
for 5%+ S-corp shareholders

• Compensation is limited

• Retirement plan contributions are limited

Potpourri



Q&A


