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Sec. 1102 Paycheck Protection Program
Overview
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On March 27, 2020, the President signed the Coronavirus Aid, Relief, and Economic
Security Act (the CARES Act or the Act) (P.L. 116-136) to provide emergency assistance
and health care response for individuals, families, and businesses affected by the
coronavirus pandemic.

The Paycheck Protection Program provides small businesses with funds to pay up to 8 weeks of 
payroll costs including benefits. Funds can also be used to pay interest on mortgages, rent, and 
utilities. 



Paycheck Protection Program
Overview
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Fully Forgiven 

Funds are provided in the form of loans that will be fully forgiven when used for payroll costs, 
interest on mortgages, rent, and utilities (due to likely high subscription, at least 75% of the 
forgiven amount must have been used for payroll). Loan payments will also be deferred for six 
months. Neither the government nor lenders will charge small businesses any fees. 

Must Keep Employees on the Payroll—or Rehire Quickly 

Forgiveness is based on the employer maintaining or quickly rehiring employees and maintaining 
salary levels. Forgiveness will be reduced if full-time headcount declines, or if salaries and wages 
decrease. 



Paycheck Protection Program
Eligibility 

Eligible business:
• A small business with fewer than 500 employees
• A small business that otherwise meets the SBA’s size standard
• A 501(c)(3) with fewer than 500 employees
• An individual who operates as a sole proprietor
• An individual who operates as an independent contractor
• An individual who is self-employed who regularly carries on any trade or business
• A Tribal business concern that meets the SBA size standard
• A 501(c)(19) Veterans Organization that meets the SBA size standard

In addition, some special rules:
• If in the accommodation and food services sector (NAICS 72), the 500-employee rule is applied on a per 
physical location basis
• If operating as a franchise or receive financial assistance from an approved Small Business Investment 
Company the normal affiliation rules do not apply
REMEMBER: The 500-employee threshold includes all employees: full-time, part-time, and any other 
status.



Paycheck Protection Program
Payroll Cost 

Sum of 
INCLUDED

payroll cost

Sum of 
EXCLUDED

payroll cost

INCLUDED Payroll Cost: 
1. For Employers: The sum of payments of any compensation with 
respect to employees that is a: 

• salary, wage, commission, or similar compensation; 
• payment of cash tip or equivalent; 
• payment for vacation, parental, family, medical, or sick 
leave 
• allowance for dismissal or separation 
• payment required for the provisions of group health care 
benefits, including insurance premiums 
• payment of any retirement benefit 
• payment of state or local tax assessed on the 
compensation of the employee 

2. For Sole Proprietors, Independent Contractors, and Self-

Employed Individuals: The sum of payments of any compensation 
to or income of a sole proprietor or independent contractor that is a 
wage, commission, income, net earnings from self-employment, or 
similar compensation and that is in an amount that is not more than 
$100,000 in one year, as pro-rated for the covered period. 

EXCLUDED Payroll Cost: 
1. Compensation of an individual employee in 

excess of an annual salary of $100,000 
prorated.

2. Employer paid payroll taxes, railroad 
retirement taxes, and income taxes 

3. Any compensation of an employee whose 
principal place of residence is outside of the 
United States 

4. Qualified sick leave wages for which a credit 
is allowed under section 7001 of the Families 
First Coronavirus Response Act (Public Law 
116– 5 127); or qualified family leave wages for 
which a credit is allowed under section 7003 of 
the Families First Coronavirus Response Act 

PAYROLL 

COSTS

Non Season Employers:

Maximum loan = 
2.5 x Average total monthly 
payroll costs incurred during 
the year prior to the loan date 
For businesses not 

operational in 2019: 

2.5 x Average total monthly 
payroll costs incurred for 
January and February 2020 

Seasonal Employers:

Maximum loan = 
2.5 x Average total monthly 
payments for payroll costs for 
the 12-week period beginning 
February 15, 2019 or March 1, 
2019 (decided by the loan 
recipient) and ending June 30, 
2019



Paycheck Protection Program
Allowable Uses of Covered Loans

IN GENERAL– During the covered period, an eligible recipient may use the proceeds of the 
covered loan for-

• Payroll costs (as define in the Act in 2.f)
• Costs related to the continuation of group health care benefits during periods of paid sick, medical, or family 

leave, and insurance premiums
• Employee salaries, commission or similar compensations
• Payments of interest on any mortgage obligation (which shall not include any prepayment of or payment of 

principal on a mortgage obligation
• Rent (including rent under a lease agreement);
• Utilities; and
• Interest on any other debt obligations that were incurred before the covered period



Paycheck Protection Program
PBC List:

Needed to calculate the eligible loan amount:
1) Payroll reports for 2019 and 2020 year to date showing the following by employee and/or officers:

• Gross wages
• Paid time off
• Paid vacation
• Pay for family medical leave
• State and local taxes (form 940, 941, or 944)
• 1099's for independent contractors (if applicable)

2) Completed 2019 tax return OR 2019 Profit and Loss Report and Balance Sheet

3) Documentation Showing:
• Quarterly IRS forms 940, 941, or 944 for the following dates
• Funds received in the form of an Economic Injury loan since 1/31/20
• Payments for group health care benefits including premiums paid in 2019 to 2020 year to date
• Payment of any retirement benefits paid in 2019 and 2020 year to date



Paycheck Protection Program
Loan Application Example:

2019 Weekly Monthly

Mary 90,000     1,731        7,500            

Carey 85,000     1,635        7,083            

Larry 52,000     1,000        4,333            

Sherrie 25,000     481           2,083            

252,000   4,846        21,000          

Loan 2.5x 52,500$       

Max Other Eligible 13,125          

Min Payroll 39,375          



Sec. 1106 Loan Forgiveness

17

TREATMENT OF AMOUNTS FORGIVEN. 

Amounts which have been forgiven under this section shall be considered canceled
indebtedness by a lender authorized under section 7(a) of the Small Business Act (15 U.S.C. 
636(a)).

Taxability – For purposes of the internal revenue code of 1986, any amount which would be 
included in gross income of the eligible recipient by reason of forgiveness describe shall be 
exclude from gross income. 



Sec. 1106 Loan Forgiveness
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FORGIVENESS. -An eligible recipient shall be eligible for forgiveness of indebtedness on a covered 
loan in an amount equal to the sum of the following costs incurred and payments made during the 
covered period:

• Payroll costs.
• Any payment of interest on any covered mortgage obligation (which shall not include any 

prepayment of or payment of principal on a covered mortgage obligation).
• Any payment on any covered rent obligation.
• Any covered utility payment.

Eligible costs absent in forgiveness (1106) that were mentioned in allowable uses (1102) is Interest on 

any other debt obligations that were incurred before the covered period.

The loan forgiveness cannot exceed the principal. Non-forgiven loans interest rate cannot exceed 1%.



Sec. 1106 Loan Forgiveness
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LIMITS ON AMOUNT OF FORGIVENESS. -
The amount of loan forgiveness under this section shall not exceed the principal amount of the 
financing made available under the applicable covered loan.

• Forgiveness reduction based on the reduction in number of employees
• Forgiveness reduction based on reduction of salary and wages
• Exemption for re-hires



Sec. 1106 Loan Forgiveness
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LIMITS ON AMOUNT OF FORGIVENESS

Forgiveness reduction based on the reduction in number of employees
The amount of loan forgiveness under this section shall be reduced, but not increased, by multiplying the 
amount described in subsection by the quotient obtained by dividing-
• The average number of full-time equivalent employees per month employed by the eligible recipient during 

the covered period; by

At the election of the borrower-
• The average number of full-time equivalent employees per month employed by the eligible recipient during 

the period beginning on February 15, 2019 and ending on June 30, 2019; or
• The average number of full-time equivalent employees per month employed by the eligible recipient during 

the period beginning on January 1, 2020 and ending on February 29, 2020; or

• In the case of an eligible recipient that is seasonal employer, as determined by the Administrator, the 
average number of full-time equivalent employees per month employed by the eligible recipient during the 
period beginning on February 15, 2019 and ending on June 30, 2019.



Sec. 1106 Loan Forgiveness
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LIMITS ON AMOUNT OF FORGIVENESS

Forgiveness reduction based on the reduction in number of employees

EXAMPLE 

Covered Period 3.00         

2/15/2019 5.00              1/15/2020 4.00       4/15/2020 3.00               Base Period 4.00         

2/28/2019 5.00              5.00     1/30/2020 4.00       4.00        4/30/2020 3.00               3.00      

3/15/2019 4.00              2/15/2020 4.00       5/15/2020 3.00               

3/31/2019 4.00              4.00     2/29/2020 4.00       4.00        5/31/2020 3.00               3.00      

4/15/2019 4.00              6/15/2020 3.00               3.00      

4/30/2019 4.00              4.00     

5/15/2019 4.00              

5/31/2019 4.00              4.00     

6/15/2019 4.00              

6/30/2019 4.00              4.00     

Average 4.11              4.20     4.00       4.00        3.00               3.00      

75%

2/15/2019 - 6/30/2019 1/1/2020 - 2/29/2020 COVERED PERIOD Quotient obtained



Sec. 1106 Loan Forgiveness
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LIMITS ON AMOUNT OF FORGIVENESS

Forgiveness reduction based on reduction of salary and wages

The amount of loan forgiveness under this section shall be reduced by the amount of any 
reduction in total salary or wages of any employee described in subparagraph (B) during the 
covered period that is in excess of 25 percent of the total salary or wages of the employee during 
the most recent full quarter during which the employee was employed before the covered period.

(B) Employees Described -An employee described in this subparagraph is any employee who did 
not receive, during any single pay period during 2019, wages or salary at an annualized rate of 
pay in an amount more than $100,000.



Sec. 1106 Loan Forgiveness
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LIMITS ON AMOUNT OF FORGIVENESS

Forgiveness reduction based on reduction of salary and wages

EXAMPLE

2020 Q1 2020 Total 8-Weeks 8-Week Test B 75% Excess . 75%

Covered Period

Mary 90,000    22,500           13,846 13,848                100% 10,385    

Carey 85,000    21,250           13,077 13,079                100% 9,808      

Larry 52,000    13,000           8,000    4,000                   50% 6,000      2,000         

Sherrie 25,000    6,250             3,846    -                       0%

252,000 63,000           38,769 30,927                26,192    2,000         



Sec. 1106 Loan Forgiveness
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LIMITS ON AMOUNT OF FORGIVENESS

Forgiveness reduction based on reduction of salary and wages

EXAMPLE

Payroll Cost 30,927                

Less: Reduction in Salary & Wages (2,000)                 

Less: Reduction in FTE Count (7,732)                 

Eligiable Payroll Cost Forgiveness 21,195                

Other Eligible Cost Forgiveness 7,065                   

Eligible Loan Forgiveness 28,260                

Original Loan Amount 52,500$              

Non forgiven 24,240$              



Sec. 1106 Loan Forgiveness
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LIMITS ON AMOUNT OF FORGIVENESS

Exemption for rehires

During the period beginning on February 15, 2020 and ending on the date that is 30 days after the 
date of enactment of this Act, there is a reduction, as compared to February 15, 2020, in the 
number of full-time equivalent employees of an eligible recipient; and

Not later than June 30, 2020, the eligible employer has eliminated the reduction in the number of 
full-time equivalent employees;

EXEMPTIONS -The Administrator and the Secretary of the Treasury may prescribe regulations
granting de minimis exemptions from the requirements under this subsection.



Sec. 1106 Loan Forgiveness
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DOCUMENTS NEEDED FOR FORGIVENESS

Documentation verifying the number of full-time equivalent employees on payroll and pay rates for the covered periods, 
including-
• Payroll tax filings reported to the Internal Revenue Service; and
• State income, payroll, and unemployment insurance filings;

Documentation, including cancelled checks, payment receipts, transcripts of accounts, or other documents verifying 
payments on covered mortgage obligations, payments on covered lease obligations, and covered utility payments;

Certification from a representative of the eligible recipient authorized to make such certifications that-
• The documentation presented is true and correct; and
• The amount for which forgiveness is requested was used to retain employees, make interest payments on a covered 

mortgage obligation, make payments on a covered rent obligation, or make covered utility payments; and

Any other documentation the Administrator determines necessary.



How Can We Help You?
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ALEX NUGENT
Experienced Associate

678-510-2821
anugent@windhambrannon.com

GARY GRUNER
Senior Manager

678-510-2887
ggruner@windhambrannon.com

LAURA BERRY
Principal

678-510-2790
lberry@windhambrannon.com
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