Preparing for COVID-19 Recovery
Loan Options &
Forgiveness Strategies
Weekly Update: May 21, 2020

This slide deck contains information on the COVID-19 related Loan
Options & Forgiveness Strategies and is the most up-to-date as of
May 21, 2020.
Changes are constant and additional guidance is on-going. We will
keep you posted on changes through our weekly webinar updates
and COVID-19 resource center. You can also reach out to your Sax
advisor for the most recent information.
Please visit our Resource Center at www.saxllp.com for on-going
updates, or email covid19@saxllp.com with questions.

Our firm provides the information in this webinar presentation for
general guidance only, and does not constitute the provision of legal
advice, tax advice, accounting services, investment advice, or
professional consulting of any kind.

The information provided herein should not be used as a substitute
for consultation with professional tax, accounting, legal, or other
competent advisers.
Before making any decision or taking any action, you should consult
a professional adviser who has been provided with all pertinent facts
relevant to your particular situation.

Today’s Agenda
• Introduction
• Update - Other Loan Facilities
• Health and Economic Recovery Omnibus Emergency Solutions (“HEROES”) Act

• New SBA FAQs & Interim Final Rules
• PPP Loan Forgiveness Application Form
– Open Questions & Items to be Clarified

• Open Discussion
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UPDATE:
Other Loan Facilities

Update – Other Loan Facilities
EIDL & Main Street

• Economic Injury Disaster Loans
– Replenished with an additional $60B via “CARES 2” in late April 2020
– 30 year amortization period, 2.75% - 3.75% interest rate
– SBA is only accepting applications for agricultural businesses
• Loan amount now capped at $150K
• $10K grant

• Main Street Loan Programs
– $600B program administered by the Federal Reserve
– 3 Loan Facilities
• Main Street New Loan Facility
• Main Street Priority Loan Facility
• Main Street Expanded Loan Facility

– 4 year amortization period, LIBOR + 3% interest rate
– Guidance released, but launch date has not been announced
• Expected within the next two weeks

Health and Economic Recovery
Omnibus Emergency Solutions
(HEROES) Act

HEROES Act
Overview

• Health and Economic Recovery Omnibus Emergency Solutions Act (HR 6800)
– Dubbed “HEROES” Act

• $3 trillion package
• Passed by House of Representatives on May 15, 2020
• Not expected to clear the Senate nor receive Presidential signature in present form

HEROES Act
Highlights

Provisions of the HEROES Act include:
– PPP Enhancements
• Extends covered period from June 30, 2020 to December 31, 2020
• Extends forgiveness period from 8 weeks to 24 weeks

• Allows tax deductions for payroll and non-payroll costs
• Removes the 75/25 payroll cost/non-payroll cost forgiveness requirements
• Expands forgivable expenditures
• Loosens the rehire requirements that can impact borrower forgiveness
• Extends the loan term from 2 years to 5 years

– State and Local Tax Deduction
• Suspends $10K cap for 2020 and 2021

– Net Operating Loss / Excess Business Loss Restrictions
• Scales back the CARES Act benefits

HEROES Act
Highlights (cont’d)

Provisions of the HEROES Act include:
– Employee Retention Credit
• Increases the maximum credit from $5K to $12K per eligible employee

– Additional Stimulus Payments
• Up to $1,200 per individual / $1,200 per dependent ($6,000 maximum)
• Increases eligibility for $500 per child payments

– Other Provisions
• HEROES Fund / Aid for Essential Workers
• Modifications/Increases to Earned Income Tax Credit, Child Tax Credit and Dependent Care
• Increases unemployment benefits
• Housing assistance

New SBA FAQs &
Interim Final Guidance

New SBA FAQs & Interim Final Guidance
Good Faith Certification

Good Faith Certification
– SBA FAQ #31 further clarified borrower requirement to make good faith certification that
PPP funding was needed to support ongoing operations
– Additional SBA FAQs #37, #39, #43 & #46 further addressed good faith certification
• FAQ #37: Private company requirement to consider certification requirements
• FAQ #39: PPP loans >$2M will be subject to SBA review

– It is estimated that there are 25,000 loans over $2M
• FAQ #43: Extended date from May 7, 2020 to May 14, 2020 for borrowers to
determine if they would return funds

– Repayment date extended to May 18, 2020 by FAQ #47
– To date $18 billion has been returned

New SBA FAQs & Interim Final Guidance
Good Faith Certification (cont’d)

Good Faith Certification
– FAQ #46: Provided demarcation line safe harbor, indicating that the good faith certification
will be deemed to have been met for borrowers with original principal loans <$2M
• Further stipulates that PPP loans >$2M will be reviewed, as will other loans deemed
appropriate.
• If adequate basis to support the good faith certification does not exist, SBA may require
loan repayment

– If the borrower repays the loan after receiving notification from the SBA, the SBA will not
pursue administrative enforcement or referrals to other agencies with respect to the
certification regarding the necessity of the loan request.

Document, document, document

New SBA FAQs & Interim Final Guidance
New Interim Final Guidance

May 14, 2020 Release
– Allows qualifying partnerships to increase PPP loans if partner self-employment income
(capped at $100K) was excluded from the original loan amount application
– To qualify, SBA Form 1502 must not have been submitted by the lender to the SBA

– For loans approved prior to the release of SBA Form 1502, eligible borrowers have until
May 22, 2020 to apply

May 18, 2020 Release
– Relaxes 500-employee headcount threshold in situations where borrowers have both
U.S. and non-U.S. employees
– To qualify, borrowers must have applied for PPP funding prior to May 5, 2020
– Payroll costs still only include expenditures for employees with a principal residence in
the U.S.

PPP Loan Forgiveness
Application Form

PPP Loan Forgiveness
Application Form – Overview

• SBA released the PPP Loan Forgiveness Application Form on May 15, 2020
– Consulted with the U.S. Treasury Department on the Form
• Answers many borrower and lender questions, but leaves a number of items open/in
need of clarity
• Additional SBA guidance is forthcoming

PPP Loan Forgiveness
Forgiveness Formula Recap

Caveat: SBA plans to come out with additional guidance
• Step 1: Start with Eligible costs that are forgivable spent in the 8 week period:
– Payroll costs (must be at least 75% of forgivable loan amount)
– Certain non-payrolls costs (capped at 25% of forgivable loan amount)
• Interest on mortgage obligations
• Rent
• Utilities

• Step 2: Apply formula that considers workforce reduction (A)/(B)
– (A) Avg # of FTE employees during 8 week period beginning with the date of the loan
origination
– (B) Avg # of FTE employees from 2/15/19 – 6/30/19 or 1/1/20 – 2/29/20

PPP Loan Forgiveness
Forgiveness Formula Recap (cont’d)

Caveat: SBA plans to come out with additional guidance
• Step 3: Decrease amount by certain employees whose wages were reduced during
the 8 week period by an excess of 25% compared with the most recent full quarter
during which the employee was employed prior to commencement of the period.
– Keep in mind $100K limit

• Step 4: For the period from February 15, 2020 – April 26, 2020 where there was a
decrease in number of FTE employees or wages, you restore the FTE employee
count or wages by June 30, 2020 to pre February 15, 2020 status.

PPP Loan Forgiveness
Application Form – Payroll Costs & FTE Definition

Payroll Costs
– Alternative Payroll Covered Period: Elect to begin 8-week covered period on the date
of the first pay period following the receipt of proceeds.
– Paid or Incurred: Payroll costs incurred during the 8-week period but paid on or before
the next payroll date are forgiveness eligible.
– $100K Cap: Applies to cash compensation (e.g. $15,385 for the 8-week period).
– Owner Compensation: Compensation for owners, partners, etc. is limited to 2019
amounts (capped at $100K).

Full-Time Equivalents
– FTEs are measured at a rate of 40 hours per week.
– The instructions to the application form provide a formula to compute the average FTEs
based upon average paid hours.
• A simplified method is available as well.

PPP Loan Forgiveness
Application Form – Non-Payroll Costs & EIDL Advance

Non-Payroll Costs
– Covered Period: Alternative covered period is not available for Non-Payroll Costs.
– Paid or Incurred: Non-Payroll Costs incurred during the 8-week period but paid on or
before the next billing date are forgiveness eligible.
– Rent or Lease Payments: Payments for both real property (i.e. buildings and facility
leases) and personal property (i.e. equipment, furniture, software, vehicles, etc.) are
forgiveness eligible.
– Mortgage Interest Payments: Payments of interest on loans for both real property and
personal property are forgiveness eligible. (Line of credit interest is an allowable use of
PPP funds, however, not eligible for forgiveness.)
– Forgiveness Formula: Non-Payroll cost forgiveness is limited to 25% of the total amount
forgiven.

EIDL Advance
– SBA will automatically deduct the advance (up to $10K) from the forgiveness amount
requested.

PPP Loan Forgiveness
Application Form – Headcount & Wage Reduction

Headcount & Wage Reductions
– June 30, 2020: Date used by borrowers to determine if a headcount and/or wage
reduction occurred, irrespective of when the 8-week period begins or ends.

Headcount Reduction
– FTE Reduction Safe Harbor: Eliminates the negative forgiveness implications for
situations in which FTEs that were terminated between February 15, 2020 – April 26, 2020
are rehired on or before June 30, 2020.
• The FTE Reduction Safe Harbor has seniority over the FTE reduction analysis detailed in the
CARES Act
• The CARES Act reduction analysis requires a comparison of FTEs during the 8-week period vs.:
– February 15, 2019 – June 30, 2019; or
– January 1, 2020 – February 29, 2020
• CARES Act/Interim Final Guidance reduction analysis offers seasonal employees additional
comparison periods

PPP Loan Forgiveness
Application Form – Headcount & Wage Reduction (cont’d)

FTE Reduction Exceptions
– SBA FAQ #40: Eliminated negative forgiveness implications where previously-terminated
employees decline a written re-hire opportunity
– Additional Exceptions: Application provides additional scenarios to avoid potential
forgiveness reductions where employees:
• Were fired for cause;
• Voluntarily resigned; or
• Voluntarily requested and received a reduction in hours

25% Salary/Hourly Wage Reduction Formula
– Applies an average salary comparison for purposes of determining if a greater than 25%
salary reduction for employees earning annual compensation less than $100,000 has
occurred
– Solves the mathematical irregularity included in the CARES Act that requires comparison
of the 8-week covered period to a prior full quarter

PPP Loan Forgiveness
Documentation Submission Requirements

• Borrowers must maintain documentation for 6 years after the date the loan is
forgiven or repaid in full
• SBA and The Office of Inspector General must be allowed to access documents
upon request
• Payroll
– Documentation of eligible cash and non-cash compensation amounts
• Bank statements, third-party payroll service provider reports and applicable payroll
tax filings; and
• Support for employer contributions to health insurance and retirement plans

PPP Loan Forgiveness
Documentation Submission Requirements (cont’d)

• Non-Payroll
– Documentation verifying pre-February 15, 2020 lease and/or utility obligations
• Amortization schedules, bank statements, cancelled checks, receipts, lease
agreements and/or utility invoices

• Average number of FTEs
– February 15, 2019 – June 30, 2019;

– January 1, 2020 – February 29, 2020; or
– Any consecutive 12-week period between May 1, 2019 – September 15, 2019 (seasonal
employers)

PPP Loan Forgiveness
Documentation Record Retention Requirements

• While not required for submission, borrowers must maintain the following records:
– Employee by employee documentation for the amounts included in payroll costs both
above and below the annual $100,000 limit;
– Documentation regarding employee separation events, including job offers and refusals,
firings for cause, voluntary resignations and written requests by any employee for work
schedule reductions; and
– Documentation supporting the FTE Reduction Safe Harbor

• Optional PPP Borrower Demographic Information Form
– Completion/Non-Completion has no bearing on forgiveness

PPP Loan Forgiveness
Open Questions

The following questions are still unclear and need further guidance from the SBA:
1. Will the 8-week period be extended?
2. For enterprises that are closed and are not making payroll costs (or other payments), does the
alternative covered payroll period start with the date the first payroll payment is made?
a. Or, can they delay the commencement of the 8-week period only to the date that the next
payroll period should have started had they made the payroll?
3. How does the paid and incurred standard impact retirement benefit and bonus forgiveness?
4. Are corporate shareholders who also are employees allowed to include non-cash benefits in
forgiveness requests where partners and other self-employed individuals are expressly forbidden?
5. Will the expenses be deductible for tax purposes?
6. How will the state taxing jurisdictions treat the forgiven funds?
7. Will the 75/25 payroll cost/non-payroll cost ratio be eliminated or revised?
8. Will the costs eligible for forgiveness be expanded?
9. What is the definition of a transportation utility?
10. How many times will this application change prior to being submitted?

Open Discussion

Upcoming Webinar
Thursday, May 28 @ 10 AM
Weekly Recovery Update: COVID-19 Loan Options and Forgiveness Strategies

More Resources
• For additional questions: Email Covid19@saxllp.com

• Visit Sax’s COVID-19 Resource Center found on Saxllp.com to register for
webinars and for on-going information and resources.

