
Understanding the New Paycheck Protection Loans
(and How to Use the Funds and Achieve Loan Forgiveness)

Presented by Glenn Burdette



Understanding the New Paycheck Protection Loans and 
How To Apply for an SBA Loan

(and How to Use the Funds and Achieve Loan Forgiveness)

Presented by Glenn Burdette

Six Feet Apart

1
Fred.bogart@glennburdette.com Tim.dossa@glennburdette.com



• We are a full-service CPA firm offering tax, 
attest, and advisory services.

• Est. in 1965, we are a team of over 70 
people, with offices in Paso Robles,  San Luis 
Obispo, and Santa Maria. 

• Our areas of specialization include a Wine 
Industry Team.

• www.glennburdette.com

Glenn Burdette – Who We Are
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Coronavirus Aid, Relief and Economic Securities Act 
(CARES)

Facts:
• Signed into law 3/27/2020.
• Roughly $2 Trillion in funding.
• Phase 1 applications opened April 3 (April 10 for self-employed) ran 

out of funding April 16 ($349B).
• Phase 2 applications opened April 27 ($310B) and as of May14, 

there was still approximately $120B in funding remaining.
• Small business received approximately 5% of first phase funding.
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Paycheck Protection Program Loan
The Basics:
• Funding of loan is based on 2.5 times monthly average payroll costs 

(defined later).
• Forgiveness of loan is based on the use of funds during the 8-week period 

starting with the date the loan is funded (although for payroll costs, there is 
now an Alternative Payroll Covered Period, more on that later).

• If the loan was less than $2M, you do not need to certify that “the current 
economic uncertainty makes this loan request necessary to support the 
ongoing operations of the applicant” (SBA FAQ’s #46).

• Eligible loan uses for forgiveness:
75% 25%

a. Wages and other compensation (with limits) a. Rent expense
b. Group health insurance premiums paid b. Mortgage interest
c. Employer-paid retirement benefits c. Utilities (Electricity, gas, water, transportation,
d. Employer-paid State/Local payroll taxes telephone, internet
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Paycheck Protection Program Loan

Payroll Costs (for loan funding purposes):
• Salary, wages, commissions, tips, or similar compensation including vacation, 

leave, sick, dismissal/separation pay
– limited to $100,000 per employee, annualized, 

• Which makes max compensation for loan funding purposes = $20,833/employee.

• Employer paid group health care benefits, including premiums, plus,
• Employer paid retirement benefits, plus,
• Employer paid state/local taxes assessed on the compensation of employees.

Ø Excludes payments to independent contractors, as well as payment of 
compensation to any employee who is a non-US resident.
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Paycheck Protection Program Loan
For Self-Employed:
• If you have no employees, max loan amount = 2019 1040 Schedule C line 31 

net profit (capped at $100K) divided by 12, then multiplied by 2.5 (or, $20,833).
– Had to have been in operation as of 2/15/2020.
– Have to also supply 2019 1099-MISC, bank statement or other proof of self-employment.

• If you have employees, max loan amount is the sum of:
– 2019 1040 Schedule C line 31 net profit (capped at $100K) + 
– 2019 gross wages and tips paid to employees (US residents, capped at $100K per employee)

• Form 941 taxable Medicare wages, plus pre-tax employee health insurance and other fringe benefit contributions

– Plus 2019 employer paid health insurance, retirement contributions, and state/local taxes 
assessed on employee compensation.

– The total of the above is then divided by 12 and then multiplied by 2.5.

• Partnerships may apply for a PPP Loan but individual partners of a partnership 
may not apply individually.

– Loan is based on amount of guaranteed payments to partners that are subject to SE tax.
– If your partnership received a loan but the partner compensation was excluded from

the max loan amount calc, you may now go back and ask for more.7



Paycheck Protection Program Loan
Forgiveness is available.  Let’s look at the two basic components:  
• Payroll Costs 
• Non-Payroll Costs

Payroll Costs:
• You can begin the calculation of Payroll Costs on one of two dates:

– The date of loan funding from the SBA (“Covered Period), or
– The “Alternative Payroll Covered Period”, which is the date of the first payroll following loan 

funding from the SBA (provided your payroll is bi-weekly or more frequent).

• If a borrower chooses the “Alternative Payroll Covered Period”, they must still 
use the “Covered Period” for non-payroll costs.

• So now we have two 8-week periods to track?  Yes
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Paycheck Protection Program Loan

Payroll Costs:
• The amount of payroll costs considered for forgiveness are those paid or 

incurred.
– Costs are considered “Paid” the day the paychecks are distributed or that the borrower 

originates an ACH credit transaction (direct deposit).
– Payroll Costs “Incurred” but not paid during the borrowers last pay period (within the “Covered 

Period” or “Alternative Payroll Covered Period”), are forgivable if paid by the next regular payroll 
date.
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Paycheck Protection Program Loan

Forgiveness terms:  
• Payroll Costs -

– Maximum forgivable compensation per employee/owner is 
$1,923.08/week, or $15,384.64 over the 8 weeks.

– Wait, you told me a few slides ago that maximum compensation for the 
loan amount calculation was $20,833 – what gives?

• $20,833 x 75% = $15,624.75
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Paycheck Protection Program Loan

Forgiveness terms:  
• Non-Payroll Costs -

– Mortgage Interest
– Rent
– Utilities

• New guidance provides that eligible non-payroll costs must either be “paid”, or 
“incurred” during the “Covered Period” and paid on or before the next regular 
billing date, even if that billing date is after the “Covered Period”.
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Paycheck Protection Program Loan
Forgiveness Will Be Reduced If:
• The Average # of FTEs per Month over either 8-week period is less than it 

was during either:
– 2/15/2019 to 6/30/19 (seasonal employers must use this range), or 
– 1/1/20 to 2/29/2020

FTE’s:
• Full-Time Equivalents means (per employee):

Average Number of Paid Hours Per Week
40 Hours Per Week

– Capped at a max of 1 FTE per employee.
– Simplified method available:

• If employee works 40 hours or more per week = 1 FTE
• Less than 40 hours per week = 0.5 FTE
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Paycheck Protection Program Loan
• Example:

– Over the Covered Period (or Alternative Covered Period):
• Employee 1 averages 50 hours = 1 FTE
• Employee 2 averages 40 hours = 1 FTE
• Employee 3 averages 10 hours = .25 FTE
• Total FTEs = 2.25 

– Under the Simplified Method of Calculating FTEs, the results differ:
• Employee 1 = 1 FTE
• Employee 2 = 1 FTE
• Employee 3 = .5 FTE
• Total FTEs = 2.5

• You need to then do the same for the period you are comparing to, either:
– 2/15/2019 to 6/30/19 (seasonal employers must use this range), or 
– 1/1/20 to 2/29/2020.
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Paycheck Protection Program Loan
• If your Average # of FTEs per month during the 8-week period is less than it 

was in the comparison period, your loan forgiveness gets reduced 
proportionally.

• However, 
– If by June 30, 2020, you hire back to the same number of FTE’s you had as 

of February 15, 2020, then there is no loan forgiveness reduction related 
to reduced FTEs.

– If you cannot achieve this, there is still a way to limit the forgiveness 
reduction:

• If you offer a good-faith, written offer to rehire an employee and the reject the offer, they 
do not count against forgiveness reduction.

• If the employee was fired for cause, voluntarily resigned, or voluntarily requested and 
received a reduction in their hours, they do not count against forgiveness reduction.
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Paycheck Protection Program Loan
Forgiveness will also be reduced if:
• There was a reduction in any employee’s wages greater than 25%, ignoring 

any employees whose annualized rate of pay is more than $100K.
– Reduction of 25% is measured by comparing the employee’s wages over the 8-week period vs. 

the most recent full quarter they were employed before the 8-week period.
– Wait, we’re comparing 8 weeks of pay vs 12 weeks of pay?

Example:
• Employee makes $1,000/week

– Over 8-week period they make $8,000 (8 weeks x $1,000).
– Over the prior quarter, they made $12,000 (12 weeks x $1,000).
– A 25% pay reduction on prior quarter wages would be a total of $3,000 ($12,000 x 25%).
– So in this example, we’d compare the $8,000 to $9,000 ($12,000 - $3,000).
– We would have a loan forgiveness reduction of $1,000.
– HUH ????????
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Paycheck Protection Program Loan

However:
• If by June 30, 2020, you restore the employees wages back to prior levels, 

then there is no loan forgiveness reduction related to reduced wages.

• Clearly more guidance is needed here.

• Note:  The lender has 60 days after you submit forgiveness paperwork to 
determine forgiveness.
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Paycheck Protection Program Loan

Forgiveness will also be reduced if:
• You obtained a grant from the Economic Injury Disaster Loan (EIDL).
• You used loan funds to pay for sick/family leave for which you received a credit 

under the FFCRA.

Ø Once you take out a PPP Loan, you cannot use the Employee Retention Credit 
program.

Ø You cannot utilize the Deferral of Employer Payroll Taxes Program once you 
receive loan forgiveness as part of a PPP Loan.
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Paycheck Protection Program Loan

18



Paycheck Protection Program Loan
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Paycheck Protection Program Loan
Sample Loan Payments and Interest

$200K Loan vs. $65K Loan
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Paycheck Protection Program Loan
Questions and (some) answers:
1. How is Forgiveness calculated – exactly?  (see SBA guidance 5/15/2020)
2. Is loan forgiveness taxable at the Federal level?  No.
3. Is loan forgiveness taxable at the California level?  Yes!
4. Will expenses paid for using forgiven loan funds be tax deductible? No.
5. Do you count expenses PAID or INCURRED or Paid and Incurred to 

determine loan forgiveness?  Hybrid method discussed above.
6. When does the 8-week period begin?  Payroll costs – funding date or date of 

first payroll after loan funding (for bi-weekly or more frequent payers).
7. Can I give employees a raise during the 8-week period?  Yes.
8. Can I prepay rent for the rest of the year using loan funds?  No.
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Paycheck Protection Program Loan

Questions and (some) answers:
9.   What documentation should I keep?

Payroll records, health insurance payment records, retirement plan contribution docs, utility 
statements, mortgage statements, bank statements, lease agreements, cancelled checks.

10.What do I do if I can’t use the loan funds on payroll since the shelter-in-
place is still active and my business isn’t open?

You can use it for payroll after the SIP and the 8-weeks are over, it just would not be forgivable.
Or you can pay it back at the end of the 8 weeks.  Worst case scenario is it’s a 1% loan over 2 years.

Helpful Links:
• Small Business Administration FAQ website:  https://www.sba.gov/document/support--faq-lenders-borrowers
• The U.S. Treasury Department also has helpful info:  https://home.treasury.gov/policy-issues/cares/assistance-

for-small-businesses
• Paychex also has a helpful website:  https://www.paychex.com/coronavirus-

resources?utm_source=salesforce&utm_medium=email
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Questions?
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