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Maximizing Paycheck Protection Loan Forgiveness – A Checklist 

I. Maximizing Your Loan Forgiveness 
A. Application for Forgiveness Released 
 1. On Friday, May 15th, the Small Business Administration (SBA) released the 
application borrowers of a Paycheck Protection Program (PPP) loan must use to determine the 
amount of the loan that may be “forgiven” by their lender (the “Application”).  

 2. The application includes instructions which provide some additional guidance for 
borrower’s seeking PPP loan forgives. 

 3. More guidance will be needed from the SBA, however, to provide additional clarity.  

 4. The Application is available at: 

https://www.sba.gov/about-sba/sba-newsroom/press-releases-media-advisories/sba-and-treasury-
release-paycheck-protection-program-loan-forgiveness-application 

B. Basic Guidelines in Order to Maximize Your Loan Forgiveness 
 In order to maximize PPP Loan forgiveness, you should follow these basic steps: 

 Step One -  Keep PPP Funds Separate  

 Step Two -  Game Plan Your Eligible Expenditures 

 Step Three - Plan to Avoid breaking the 75% Rule 

 Step Four -  Use PPP Funds Only for Eligible Expenditures    

 Step Five -  Keep Good Records 

 Step Six - Maintain Employee Data  

 Step Seven - Organize Your Presentation to the Lender 

C. Basic Operating Rules 
Also, you should be aware of these basic operating rules: 

− Loan proceeds can only be spent for eligible payroll costs and nonpayroll cost 

− 75% of the loan proceeds must be spent for payroll costs 

− Not more than 25% of the “forgiven amount” may be for non-payroll costs  

− Understand the $100,000 Wage Limitation 

− Beware of the “costs incurred, and payments made” requirement 

II. The Checklist  
The following steps are recommended in order to maximize Paycheck Loan Protection Forgiveness 
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A. Step One - Keep PPP Funds Separate 
Only eligible “payroll costs”, and “nonpayroll costs” will qualify for loan forgiveness. Understand that 

in order obtain loan forgiveness you will have to prove the lender that you spent the loan proceeds in the 
required manner. As will be discussed certain documentation will be required. To make the actual tracing of 
how the loan proceeds were spent easy for the lender deposit all PPP proceeds in a separate bank 
account, and then only make payments for expenditures that are eligible for forgiveness from that account. 
In addition, keep all related support to corroborate disbursement of such funds.  

B. Step Two – Game Plan Your Eligible Expenditures 
1. Create a Covered Period Budget 
Game plan how you are going to spend the funds held in that separate account. First, determine 

your payroll costs for the eight week “covered period.” Payroll costs must be no less than 75% of the loan 
proceeds. Next, determine the non-payroll costs which you anticipate spending. No more than 25% of the 
forgiven amount may be for these costs. Remember the requirement for forgiveness is that expenditures 
must be for eligible “costs incurred, and payments made” during the eight-week covered period.  

Note: “Incurred and Payments Made Requirement” - The amount to be forgiven is the sum of the 
eligible costs “incurred and payments made” by the borrower during the 8-week period beginning 
on the date of the loan.  The Application provides some guidance and some flexibility in how these 
terms are to be interpreted.  
Payroll Cost - The Application states “payroll costs paid” and “payroll costs incurred” during the 
covered period are eligible for forgiveness. Payroll costs are considered “paid” on the day the 
paychecks are distributed or the borrower originates an ACH credit transaction. Thus, you could 
presumably receive PPP loans on April 26 and immediately pay – as part of your regular payroll 
process – wages that had been earned by the employees for the previous two weeks, and include 
the amounts in the forgiveness calculation because the amounts had been PAID within the covered 
period.  
What is not clear, however, is how far in arrears you may pay wages with PPP funds and continue 
to count those wages towards forgiveness. If you had not yet paid your employees for March 
wages but did so immediately after receiving PPP funds in April, are those amounts eligible for 
forgiveness? At the moment, nothing appears to prevent such a result. 
The application instructions further provide that payroll costs are “incurred on the day they are 
earned”, before provides additional flexibility by allowing the payroll costs incurred for your last pay 
period of the 8-week period to be eligible for forgiveness as long as they are paid no later than the 
next regular payroll date. The application instructions provide further that otherwise “… payroll 
costs must be paid during the Covered Period (or Alternative Covered Period). 
Non-Payroll Costs - For non-payroll costs such as mortgage interest, rent and utilities, to qualify for 
forgiveness, these expenses must either be: (1) paid DURING the 8-week covered period, or  (2) 
incurred during the 8-week period, and paid by its next regular due date, even if that due date is 
outside the 8-week period.  
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Payments in Arrears - It would appear that by allowing non-payroll costs payments made DURING 
the period to be eligible for forgiveness, borrowers are permitted to pay payroll cost, rent, interest, 
or utilities related to periods prior to the 8-week period and have those expenses forgiven. 
Payments in Advance – It would also appear that payment of payroll costs and non- payroll costs in 
advance within the 8 week covered period will be eligible for forgiveness1. 
Alternative Payroll Covered Period -  For borrowers with bi-weekly or more frequent payroll 
schedule are also permitted to choose an “alternative payroll covered period,” for payroll cost 
purposes which is the 8-week (56 day) period beginning on the first day of the first pay period 
following the disbursement date, allowing a business to neatly align its covered period with the 
beginning of a pay period. Thus, if you received your PPP loan on April 20, 2020, and the first day 
of your next pay period is April 26, 2020, you may elect to count the payroll costs — and only the 
payroll costs — for the 8-week period beginning April 26, 2020, rather than the 8-week period 
beginning April 20, 2020period are eligible for forgiveness.  
2. Determine 8 Week Payroll Costs  
a. Understand What is Eligible and What is Not 
First understand what payroll costs are eligible to be paid from PPP Loan proceeds and which are 

not. Eligible payroll costs include the following: 

− Gross salary, wage, commission, or similar compensation; for a partnership, recent 
guidance from the SBA explains that payroll costs include not only guaranteed payments 
to a partner, but also any partner’s share of income of the partnership subject to self-
employment income. As discussed below, these amounts are subject to a per-employee or 
per-partner cap of $100,000. 

− 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; or 

− Payment of State or local tax assessed on the compensation of employees. 
The following costs are not considered eligible payroll costs: 

− The compensation of an individual employee — or the self-employment income of a 
partner in a partnership – in excess of $100,000, as prorated for the covered period. 

− The employer’s share of FICA taxes. 

 
1 A specific exception is that prepayment of mortgage interest is expressly prohibited by the CARES Act. 
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− Any compensation of an employee whose principal place of residence is outside of the 
United States. 

− Qualified sick leave wages for which a credit is allowed under section 7001 of the Families 
First Coronavirus Response Act; or 

− Qualified family leave wages for which a credit is allowed under section 7003 of that same 
Act. 

b. Start with Your Actual Projected Payroll 
To determine the allowable payroll costs, start with gross wages. The SBA has stated that “payroll 

costs” are calculated on a gross basis without regard to federal taxes imposed or withheld, such as the 
employee’s and employer’s share of Federal Insurance Contributions Act (FICA) and income taxes required 
to be withheld from employees.2 Therefore, payroll costs are not reduced by taxes imposed on an 
employee and required to be withheld by the employer, but payroll costs do not include the employer’s 
share of payroll tax. 

c. Restate Payroll to Conform to the $100,000 per employee limitation 
Remember the annual salary of an individual employee in excess of $100,000, is not an eligible 

payroll cost per-employee limit. Therefore, restate your payroll to adjust gross compensation for employees 
whose annual gross compensation exceeds $100,000. 

 The maximum cash compensation, salary or wages that can be counted for the eight-week 
covered period for anyone employee is $15,384.62. The maximum compensation depending on the 
applicable payroll period is as follows: 

 
Note: The Instructions to the Application provided that for “owners’ compensation cannot exceed 

the lower of $15,384.62, or the “eight- week equivalent of their applicable compensation in 2019.” 

d. Add Benefits Cost 
Additional payroll costs allocable to the employee for the eight-week covered period, including: (i) 

employer contributions to defined-benefit or defined-contribution retirement plans, (ii) payment for the 
provision of employee benefits consisting of group health care coverage, (iii) including insurance premiums, 
and (iv) payment of state and local taxes assessed on compensation of the employee may be added to the 
$100,000 of maximum salary in computing payroll costs. The SBA has explained that the exclusion of 
compensation in excess of $100,000 annually applies only to cash compensation, and not to these non-
cash benefits.    

e. Don’t Forget State Taxes Assessed on Employee Compensation 
 Payment of State or local tax assessed on the compensation of employees is considered an 

eligible payroll costs. In Pennsylvania the employer’s contribution to the State Unemployment Insurance 
 

2 PPPLoans – Question 16 SBA FAQs 5/6/2020 

Weekly  BiMonthly Monthly 8 Weeks
1,923.08 3,846.15  8,333.33 15,384.62 
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program is such tax and will count as an eligible payroll cost. The employee’s contributions not counted 
since it is the employee’s expense.  

3. Determine 8 Week Non-Payroll Costs  
a. Understand What is Eligible and What is Not 
First understand what non- payroll costs are eligible to be paid from PPP Loan proceeds and which 

are not. Eligible non- payroll costs include the following: 

− Mortgage Interest - Any payment of interest on any mortgage obligation on real or personal 
property (e.g., real estate mortgage interest, or interest on a vehicle used for business) – 
but not including any prepayment of or payment of principal on a mortgage obligation) that 
was incurred before February 15, 2020; 

− Rent - Any payment of rent under a leasing agreement in force before February 15, 2020, 

− Utilities - Any utility payment, including payment for the distribution of electricity, gas, 
water, transportation (i.e., gas used in driving a business vehicle) telephone, or internet 
access for which service began before February 15, 2020.payroll costs (as defined above). 

− Additional Interest - Interest on any other debt obligations that were incurred before 
February 15, 2020. 3, 

b. Calculate Payroll Cost “Incurred and Paid” 
As you did with your payroll cost calculate both eligible payroll costs under using both the 8 Week 

Interpretation and what you will actually pay during the eight-week covered period. As noted above for non-
payroll costs such as mortgage interest, rent and utilities, to qualify for forgiveness, these expenses must 
either be: (1) paid DURING the 8-week covered period, or  (2) incurred during the 8-week period, and paid 
by its next regular due date, even if that due date is outside the 8-week period. It would appear that by 
allowing non-payroll costs payments made DURING the period to be eligible for forgiveness, borrowers are 
permitted to pay rent, interest, or utilities related to periods prior to the 8-week period and have those 
expenses forgiven. It would also appear that payment of non- payroll costs in advance within the 8 week 
covered period will be eligible for forgiveness. A specific exception is that prepayment of mortgage interest 
is expressly prohibited by the CARES Act. 

4. Create Your 8 Week Budget 
Finally consolidate your Payroll cost budget and your Non-payroll cost budget, into your total 8 

week budget which will game plan how you will spend the PPP Loan proceeds.  
5. Example  
ABC, Inc. has three employees X, Y, and Z. X owns 100% of ABC, and has annual W-2 wages of 

$156,000 a year Employee Y has annual W-2 wages of $52,000 a year and Z has annual W-2 wages of 
$39,000, a year. In addition to W-2 wages ABC pays for health insurance for each employee as follows: 
$2,700 a month for X, $500 a month for Y, and $500 a month for Z. ABC also contributes 5% of each 
employees’ wages to a qualified retirement plan, $237.50 in each pay period. ABC makes at contribution to 

 
3 SBA Interim Final Rule, p   
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the state unemployment insurance program based on a .001291 contribution rate; the employees 
contribute at a rate of .0006.  

Consistent with these assumptions ABC’s Paycheck Protection Loan was $51,608.164. To make 
things easier assume the loan was funded on the first of April, and ABC pays its employees weekly at the 
end of each week. ABC’s weekly payroll is as follows:  

Step 1  Determine 8 Week Payroll Costs 

a. Start with Actual Projected Payroll – This ABC’s weekly payroll: 

 
* SUI is the employee’s contribution to state unemployment insurance. 

b. Restate Payroll to Conform to the $100,000 per employee limitation 
In order to create a budget ABC must first restate the weekly payroll to reduce X compensation to 

be $100,000 a year or $1,923.08 a week.  

 

c. Add Benefits Cost 
ABC pays for health insurance for each employee as follows: $2,700 a month for X, $500 a month 

for Y, and $500 a month for Z. In addition to ABC also contributes 5% of each employees’ wages to a 
qualified retirement plan. In determining the eligible payroll cost for the contribution, even though X’s wages 
are not limited to an annualized level of $100,000 for forgiveness purposes, and the weekly contribution to 
the retirement plan can be based on his full $156,000, salary. As a result of the full $150.00 contribution 

 
4 This is based on monthly payroll costs of $20,643.26 x 2.5. 

GROSS Yr Week 8 Week Gross FED PA Local Med FICA SUI* NET 
0.15 0.0307 0.001 0.0145 0.062 0.0006

X 156,000 3,000 24000 X 3000 450 92.1 3 43.5 186 1.8 2,223.60
Y 52,000 1000 8000 Y 1000 150 30.7 1 14.5 62 0.6 741.20
Z 39,000 750 6000 Z 750 112.5 23.03 0.75 10.875 46.5 0.45 555.90

247,000 4,750 38000 4750.00 712.50 145.83 4.75 68.88 294.50 2.85 3520.70

Weekly Payroll

GROSS Yr Week 8 Week Gross FED PA Local Med FICA SUI* NET 
0.15 0.0307 0.001 0.0145 0.062 0.0006

X 100,000 1,923 15384.62 X 1923.08 288.46 59.04 1.92 27.88 119.23 1.15 1,425.38
Y 52,000 1000 8000 Y 1000 150 30.7 1 14.5 62 0.6 741.20
Z 39,000 750 6000 Z 750 112.5 23.03 0.75 10.875 46.5 0.45 555.90

191,000 3,673 29384.62 3673.08 550.96 112.76 3.67 53.26 227.73 2.20 2722.48
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made on his behalf may be counted. As a result, the full weekly $237.50 contribution to the retirement plan 
made on behalf of all employees can be counted as an eligible payroll cost.   

d. Budget Eligible Payroll Cost 
 Based on these revised payroll numbers ABC can now determine its payroll cost budget for the 
eight-week covered period. Here is ABC’s budget for payroll costs for the 8-week covered period.: 

 
Note: the following: 

− Gross Salary Adjusted – Is X wages are adjusted to an annualized wage of $100,000 

− ABC did not incur cash tips, vacation, family, or sick leave, or any allowances for separation. 

− Health Insurance premiums are billed on a monthly basis. As a result the 8 week amount lower 
by $569.20 as compared to the amount actually paid. 

e. Budget Eligible Non- Payroll Cost 
The next step is to budget your non-payroll cost. These costs include the following 

− Mortgage Interest – ABC had pays $500 a month on debt obligations incurred before 
February 15, 2020 

− Rent – ABC pays $60,000 a year in rent, $5,000 a month; it also has an equipment lease 
at $6,500 a year or $541.67 a month 

− Utility Costs  - electricity $120 a month;  transportation $600 a month, telephone $250 a 
month, and internet access $100 a month. 

 

 

 

 

Payroll Cost TotalPaid
Gross Salary Adjusted $29,384.64
Cash tips or equivalent
Vacation leave
Family leave
Sick leave
Allowances for separation
Health care benefits 7,400          
Retirement plan contributions 1846.16
Employer' s SUI 49.04

Total payroll cost 38,679.84  
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The following is the budgeted non-payroll for ABC for the 8 week covered period:  

 

 
 

NonPayroll Cost Total Paid
Rent 11,083.34    
Utilities 2140
Mortgage interest 7400

Total 20,623.34    

Rent Total Paid
Real estate 10,000.00    
Equipment lease 1083.34

Total 11083.34

Utilities Total Paid
Electricity 240.00
Gas 0.00
Water 0.00
Transportation 1200.00
Telephone 500.00
Internet Access 200.00

Total 2140.00

Interest Total Paid
Mortgage interest 0.00
Other Interest 7400.00

Total 7400.00
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f. Consolidate the Budget 

 

C. Step Three – Plan to Avoid Breaking the 75% Rule 
The next step is based on the budget to determine whether you will be able to spend 75% of the 

PPP Loan proceeds on payroll cost. Here is a summary of budgeted payroll and non-payroll costs for ABC.  

Payroll Cost TotalPaid
Gross Salary Adjusted $29,384.64
Cash tips or equivalent
Vacation leave
Family leave
Sick leave
Allowances for separation
Health care benefits 7,400          
Retirement plan contributions 1846.16
Employer' s SUI 49.04

Total payroll cost 38,679.84  

Nonpayroll Cost Total Paid
Rent 11,083.34  
Utilities 2,140.00    
Mortgage interest 7,400.00    

Total Non Payroll Cost 20,623.34  

Total Payroll and Non-payroll Cost Total Paid
Payroll cost 38,679.84  
Nonpayroll cost 20,623.34  

Total 59,303.18  
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The Application provides that the maximum loan forgiveness is determined by dividing eligible 

payroll cost by .75.  Based on a PPP Loan of $51,608.16, ABC must spend at least 75% of that amount or 
$38,706.12 on payroll cost. Also, no more than 25% of that amount or $12,902.04, will be forgiven for non-
payroll cost. Since ABCs actual budget for payroll for the 8 week payroll period is only $38,679.64, it must 
actually increase payroll by at $26.28 in order to reach the 75% threshold. Note that none of this increase 
can be paid to Mr. X since his gross wages must be no more than an annualized figure of $100,000.   

What Should You Pay if You’re Caught Short?  

In order to make sure that you meet the 75% test, in other words pay additional payroll costs by 
prepaying payroll costs during the 8 week covered period.  Then prepay either payroll costs or non- payroll 
cost in order to expend the balance of the PPP loan proceeds. 

D. Step Four  - Use PPP Funds Consistent with Your Budget 
Spend from the PPP account consistent with your budget. If you have to fund eligible expenses 

from your operating account, then reimburse the operating account from your PPP Loan Account and vica 
versa. In order to make the actual tracing of the loan proceeds easy for the lender deposit all PPP proceeds 
in a separate bank account, and only make payments for expenditures that are eligible for forgiveness from 
that account. In addition, keep all related support to corroborate disbursement of such funds.  

For payroll funding, only payroll for amounts within the $100,000 limitation forgiveness parameters 
should be funded from the PPP segregated account. Ideally, employees making more than the $100,000 
threshold would receive two separate checks. Where circumstances do not permit this or where it is too 
impractical (e.g., if payroll must be funded into a single account), only funding within the forgiveness 
parameters should come from the PPP account, with the excess funded from non-PPP sources.  

E.  Step Five – Keep Good Records 
1. Overview 
Good recordkeeping will be critical for loan forgiveness. Over the eight-week period, keep track of 

eligible expenses and their accompanying supporting documentation. Lenders will likely require these 

 Percentages 75/25 Actual Over/Under
Loan Amount 51,608.16 51,608.16 51,608.16
75% of the loan 38,706.12     38,679.84 26.28          
25% of the loan 12,902.04     20,623.34 (7,721.30)   

Total 51,608.16     59,303.18 (7,695.02)   

Payroll 38,706.12     38,679.84 
MaxLoanFrgv PR/.75 51,608.16     51,573.12 
Loan Amount 51,608.16 51,608.16

AmountNot Forgiven 0.00 35.04          

Maximum Loan Forgiveness
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documents in digital format, so take the time to scan any paper documents and keep backups of the digital 
records.  

2. Required Documentation  
a. Payroll -  Documentation verifying the eligible cash compensation and non-cash benefit 

payments from the Covered Period or the Alternative Payroll Covered Period consisting of each of the 
following: 

(1) Bank account statements or third-party payroll service provider reports 
documenting the amount of cash compensation paid to employees. 

(2) Tax forms (or equivalent third-party payroll service provider reports) for the periods 
that overlap with the Covered Period or the Alternative Payroll Covered Period: 

(a) Payroll tax filings reported, or that will be reported, to the IRS (typically, 
Form 941); and 

(b) State quarterly business and individual employee wage reporting and 
unemployment insurance tax filings reported, or that will be reported, to the relevant state. 

(3) Payment receipts, cancelled checks, or account statements documenting the 
amount of any employer contributions to employee health insurance and retirement plans that the 
Borrower included in the forgiveness amount  

Note: The SBA has stated that wages and payroll taxes reported to the IRS by a payroll provider 
for a borrower’s employee will be considered acceptable PPP loan payroll documentation.5 

b. Nonpayroll -  Documentation verifying existence of the obligations/services prior to 
February 15, 2020 and eligible payments from the Covered Period. 

(1) Business mortgage interest payments: Copy of lender amortization schedule and 
receipts or cancelled checks verifying eligible payments from the Covered Period; or lender 
account statements from February 2020 and the months of the Covered Period through one month 
after the end of the Covered Period verifying interest amounts and eligible payments. 

(2) Business rent or lease payments: Copy of current lease agreement and receipts or 
cancelled checks verifying eligible payments from the Covered Period; or lessor account 
statements from February 2020 and from the Covered Period through one month after the end of 
the Covered Period verifying eligible payments. 

(3) Business utility payments: Copy of invoices from February 2020 and those paid 
during the Covered Period and receipts, cancelled checks, or account statements verifying those 
eligible payments. 

 
5  
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F.  Step Six - Maintain Employee Data 
Maintain a headcount of all full and part-time employees on payroll. In many cases your payroll 

processing company will be able to provide this information. The company will need to account for the 
average number of full-time equivalent employees per month during: 

− The average number of FTE employees on payroll per month employed by the Borrower 
between February 15, 2019 and June 30, 2019; 

− The average number of FTE employees on payroll per month employed by the Borrower 
between January 1, 2020 and February 29, 2020; or 

− In the case of a seasonal employer, the average number of FTE employees on payroll per 
month employed by the Borrower between February 15, 2019 and June 30, 2019; between 
January 1, 2020 and February 29, 2020; or any consecutive twelve- week period between 
May 1, 2019 and September 15, 2019. 

The selected time period must be the same time period selected for purposes of completing PPP 
Schedule A, line 11 of the Application. Documents may include payroll tax filings reported, or that will be 
reported, to the IRS (typically, Form 941) and state quarterly business and individual employee wage 
reporting and unemployment insurance tax filings reported, or that will be reported, to the relevant state. 
Documents submitted may cover periods longer than the specific time period. 

Additionally, the company will need to carefully track payroll during both the eight-week period and 
first quarter of 2019 for all employees who earn $100,000 or less annually. The Act also permits companies 
to avoid any reduction in the potential forgiveness in connection with reductions to headcount or salary 
levels by (i) rehiring by June 30, 2020 any staff that were terminated between February 15 and April 26 and 
(ii) restoring their pay to required levels by June 30.(see the following discussion). However, these cures do 
not impact the requirement that the funds be properly spent in the 8-week period following loan funding. 

G. Documents that Each Borrower Must Maintain but is Not Required to Submit 

1. The PPP Schedule A Worksheet or its equivalent and the following: 

a. Documentation supporting the listing of each individual employee in PPP Schedule 
A Worksheet Table 1, including the “Salary/Hourly Wage Reduction” calculation, if necessary. 

b. Documentation supporting the listing of each individual employee in PPP Schedule 
A Worksheet Table 2; specifically, that each listed employee received during any single pay period 
in 2019 compensation at an annualized rate of more than $100,000. 

c. Documentation regarding any employee job offers and refusals, firings for cause, 
voluntary resignations, and written requests by any employee for reductions in work schedule. 

d. Documentation supporting the PPP Schedule A Worksheet “FTE Reduction Safe 
Harbor.” 

2. All records relating to the Borrower’s PPP loan, including documentation submitted with its 
PPP loan application, documentation supporting the Borrower’s certifications as to the necessity of the loan 
request and its eligibility for a PPP loan, documentation necessary to support the Borrower’s loan 
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forgiveness application, and documentation demonstrating the Borrower’s material compliance with PPP 
requirements.  

3. The Borrower must retain all such documentation in its files for six years after the date the 
loan is forgiven or repaid in full, and permit authorized representatives of SBA, including representatives of 
its Office of Inspector General, to access such files upon request. 

III. Reduction in Workforce Rule 
A. Overview  

 The CARES Act provides that the amount of loan forgiveness is reduced by multiplying the amount 
eligible for forgiveness by the quotient obtained by dividing: 

− The average number of Full-Time Equivalent Employees (“FTE”) per month employed by 
the eligible recipient during the eight week “covered period”; by 

− The average number of full-time equivalent employees per month employed by the 
eligible recipient during, at the election of the borrower, the period  the (“lookback 
period’”): 

(A) Beginning on February 15, 2019 and ending on June 30, 2019; or 

(B) Beginning on January 1, 2020 and ending on February 29, 2020. 

Note: For purposes of calculating forgiveness, both “Full-Time Employees” and “Full-Equivalent 
Employees” are used for these calculations. In order to determine the average full-time equivalent 
employees (“FTE”s) for the 8-week covered period (or the alternative payroll covered period, if 
elected), for each qualifying employee, determine the average number of hours worked per week 
and divide by 40, before rounding to the nearest tenth.  

Number of hours worked per week/40 

The maximum amount for each employee is 1.0. Alternatively, you can skip the math and use 1.0 
for every employee who worked 40 hours per week and 0.5 for every employee who didn’t meet 
that standard.  

Either way you get there, you will ultimately arrive at the average FTE throughout the relevant 
covered period. 

Example. X Co. borrowed a $100,000 PPP loan on April 10, 2020. X Co. incurred $100,000 of 
costs eligible for forgiveness over the next 8 weeks. 

For the 8-week period beginning April 20, X Co. had the following employees: 

− A, who averaged 45 hours per week during the period, 

− B, who averaged 40 hours per week during the period, 

− C, who averaged 28 hours per week, and 

− D and E, who averaged 20 hours per week. 
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For the 8-week covered period, X Co. had 3.7 FTEs: 

− A: 45/40 capped at 1.0 

− B: 40/40 = 1.0 

− C: 28/40 = .7 

− D &E: 20/40 = .5 each 

If X Co. chose instead to use the simplified method, it would have 3.5 FTEs: 

− A: 45/40 capped at 1.0 

− B: 40/40 = 1.0 

− C: 28/40 = .5 

− D &E: 20/40 = .5 each 

B. Reduction in Forgiveness  
If a borrower lays people off during the covered period, the amount of the loan forgiveness will be 

reduced by: 

Avg. monthly FTEs During Covered Period  
X 

Total Amount of 
Loan Forgiveness 

=    New Loan Forgiveness 

Avg. monthly FTEs Lookback Period  

Example: Widgets, Inc. wants $1 million in loan forgiveness under the Paycheck Protection 
Program. During the covered period, Widgets has 25 average monthly full-time employees. During 
the lookback period, Widgets had 50 average monthly full-time employees. Widgets is eligible for 
$500,000 in loan forgiveness [(25 / 50) x $1,000,000]. 

 

                           25 

   

 

X 

 
 

$1,000,000 

 
 

=    $500,000 
                          50  

C. Employee Restoration   
1. If a business reduced employees from February 15 through April 27, 2020, but 

eliminates that reduction by June 30, 2020, the reduced forgiveness is restored.   

2. Steps -  Calculate the “average” FTE for the following periods: 

(1) The 8-week covered period beginning with receipt of the loan proceeds. 

(2) February 15 through June 30, 2019  

(3) January 1 through February 29, 2020 
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(4) February 15 through April 26, 2020 

(5) February 15, 2020 through June 30, 2020. 

3. If and employers FTEs in period (1) (the “covered period”), is less than (2) or (3) 
(the “lookback period” (whichever period had the lower number of FTEs)), an employer has a 
reduction in loan forgiveness. 

4. To avoid forgiveness, the employer has until June 30, 2020 to restore any 
reduction in employees that occurred during period (3) relative to the employer’s FTE’s employed 
on during the pay period including February 15.   

  5. Example: 

− A business must measure its FTEs for each pay period during the 8-week 
covered period – assume that number is 20. 

− It must then measure its FTEs for the period February 15 – June 30, 2019 
and January 1 – February 29, 2020.  

− Assume it is 30 for the period- February 15 – June 30, 2019, and 40 for 
the period January 1 – February 29, 2020.  

− Since the employer can choose which of the two possible “look back” 
period to use in order to determine the loan forgiveness ratio; the 
employer should choose the February 15 – June 30, 2019. That will 
produce the most FTE Reduction Quotient (20/30 or.667 as compared to 
20/40 or .500). 

First Step -  

FTEs 8 Week Covered Period  

 

20 

Look Back Period: Either  

(A)  FTEs - February 15 – June 30, 2019 30 

(B) FTEs - January 1 – February 29, 2020 40 

Loan Forgiveness $100,000 

FTE Reduction Quotient 20/30 = .667  

New Loan Forgiveness  .667 x $100,000 = 
$66,667 

At this point, if the business were otherwise eligible for $100,000 of forgiveness, 
that amount would be reduced to $66,667 ($100,000 x 20/30). 
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 Second Step – The determination of to what extent the employer is considered to 
have reduced employees, and to what extent the employer must rehire workers by June 30 
is determined as follows: 

 Determine FTEs from February 15 – April 26, 2020, assume 25 

 Determine FTEs for the pay period which includes February 15, 2020, say 32 

 Reduction in FTE is  7    

Restoration 

This 7-person reduction between February 15 and April 26, 2020 will be ignored if 
no later than June 30, 2020, the business has restored the employee levels to what they 
were on during the pay period which includes February 15, 2020 (32). 

Query?  Why is forgiveness reduced if our staffing drops during the covered period relative 
to 2019 or the beginning of 2020, but restored if we replace employees lost during the 
period February 15 to April 27, 2020? 

D. Is the Borrower Penalized if Employees Refuse to Come Back to Work 
What happens if I want to hire back all my employees, but some reject the offer? Short 

answer: that’s okay—it won’t affect forgiveness levels. However, the employer must meet certain 
qualifications: 

− You must have made a written offer to rehire in good faith 

− You must have offered to rehire for the same salary/wage and number of hours as 
before they were laid off 

− You must have documentation of the employee’s rejection of the offer 

Note: That employees who reject offers for re-employment may no longer be eligible for continued 
unemployment benefits. 

IV. Reduction in Wages Rule 
A. Overview 

1. There is also a provision, however, that applies to employer’s who reduce the 
salary or wages paid to an employee who had earned less than $100,000 in annualized salary by 
more than 25% during the covered period. 

2. If a borrower cuts its employees’ wages during the covered period, the amount of 
loan forgiveness will be reduced by: 

− The amount of any salary or wage reduction of any “covered employee” whose 
annualized rate of pay during any pay period in 2019 was less than $100,000; and 
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− Whose salary or wage reduction was in excess of 25% of the total salary or wages 
they received during the most the period from January 1, 2020 through March 31, 
2020. 

 3. A “covered employee” 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. 

Example: X is paid on a by monthly basis. Her basic annual compensation is $75,000, or 
$3,125 each pay period. X is covered employee 

However, if X received a $5,000 annual bonus in the final pay period of the year – she is 
no longer considered a covered employee – annualized compensation for that pay period  

B. Have You Violated the Wage Reduction Rule?  

Here are the steps to determine whether you have violated the wage reduction rule: 

Step 1: Determine the average annual salary or hourly wage for each covered employee 
during the covered period (or alternative payroll period, if elected).   

Step 2: Determine the average annual salary or hourly wage for each covered employee 
during the period from January 1, 2020, through March 31, 2020. 

Step 3: Divide Step 1 by Step 2. 

Step 4: If Step 3 is greater than 75%, no reduction is required. Do not fill out the column in 
Table 1 for this employee. 

Step 5: If Step 3 is LESS than 75%, a reduction is required, but the reduction may be 
reinstated.  

The reduction is tentatively determined by multiplying the amount determined in Step 2 by 
75%, and then subtracting from that result the amount from Step 1.  

For a salaried employee, take this result and multiply it by 8. Then divide the amount by 
52. This is the amount of the required reduction. 

For an hourly worker, the amount of the reduction is determined by first multiplying the 
average number of hours worked per week from January 1, 2020, through March 31, 2020, 
by the amount determined by subtracting the amount determined in Step 1 from 75% of 
the amount determined in Step 2. The result is then multiplied by 8 to arrive at the total 
reduction in forgiveness. 

Example. Employee A was paid an annual salary of less than $100,000 for 2019. A was 
paid $8,000 during the 8-week covered period. A was paid $20,000 for the period January 
1, 2020, through March 31, 2020. 

Step 1: A’s average annual salary was $52,000 for the 8-week covered period 
($8,000/8*52). 
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Step 2: A’s average annual salary was $80,000 for the period January 1, 2020, through 
March 31, 2020 ($20,000 *4). 

Step 3: $52,000/$80,000 = 65%. 

Step 4: n/a 

Step 5: Before application of the safe harbor, A’s employer would reduce forgiveness 
attributable to A by the following amount: $80,000 * 75% = $60,000. $60,000 - $52,000 = 
$8,000. $8,000/52 x 8 = $1,230. 

C. Avoidance of Reduction  
 1. This reduction can be avoided, however, if the employer increases the employee’s 
pay before June 30, 2020. 

 2. The reduction is not required, however, if a safe harbor is met. Whether the safe 
harbor is met is determined via the following steps: 

Step 1: Determine the employee’s annual salary or hourly wage as of February 15, 2020.  

Step 2: Determine the average annual salary or hourly wage for the period from February 
15, 2020 through April 26, 2020. 

Step 3: If Step 2 is greater than Step 1, the safe harbor does not apply. Compute the 
reduction in forgiveness as determined in Step 5, above. If Step 2 is less than Step 1, 
proceed to Step 4. 

Step 4: Determine the average annual salary or hourly wage for the employee as of June 
30, 2020.  

If that amount is equal to or greater than Step 1, the safe harbor has been met. In other 
words, the SBA will ignore a reduction in salary during the covered period relative to the 
1st quarter of 2020, but ONLY IF that salary is restored to what it was on February 15, 
2020, by June 30, 2020. 

Example. Continuing the previous example, assume that on February 15, 2020, A was 
being paid an annual salary of $75,000. After the arrival of COVID-19, however, A’s 
average salary for the period February 15, 2020 through April 26, 2020, was reduced to 
$55,000. It was further reduced for much of May, which is what resulted in A being paid 
only $8,000 for the covered period.  

By June 30, 2020, however, A’s annual salary was increased to $75,000. Even though A’s 
salary has returned only to the amount he was paid on February 15 ($75,000) and not the 
amount he was paid throughout the first quarter ($80,000), the safe harbor is met and no 
reduction is required. 

If the safe harbor had NOT been met, A’s employer would enter $1,230 in the 
“Salary/Hourly Wage Reduction” column in Table 1. 
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V. Obtaining Loan Forgiveness 
A. Overview 

1. To seek forgiveness, a borrower must submit to the lender the Paycheck 
Protection Program Loan Forgiveness Application that includes documentation listed in section 
II.E.2., above. 

2. All lenders have 60 days to decide on the loan forgiveness, and any portion that is 
not forgiven must be repaid within two years.  

B. Certifications 
By Signing the Application, you will be making the following representations and certifications: 

> The dollar amount for which forgiveness is requested: 

− was used to pay costs that are eligible for forgiveness (payroll costs to retain 
employees; business mortgage interest payments; business rent or lease 
payments; or business utility payments); 

− includes all applicable reductions due to decreases in the number of full-time 
equivalent employees and salary/hourly wage reductions; 

− does not include nonpayroll costs in excess of 25% of the amount requested; and 

− does not exceed eight weeks’ worth of 2019 compensation for any owner-
employee or self-employed individual/general partner, capped at $15,385 per 
individual. 

>  You understand that if the funds were knowingly used for unauthorized purposes, the federal 
government may pursue recovery of loan amounts and/or civil or criminal fraud charges. 

>  The Borrower has accurately verified the payments for the eligible payroll and nonpayroll costs 
for which the Borrower is requesting forgiveness. 

>  You have submitted to the Lender the required documentation verifying payroll costs, the 
existence of obligations and service (as applicable) prior to February 15, 2020, and eligible 
business mortgage interest payments, business rent or lease payments, and business utility 
payments. 

>  The information provided in this application and the information provided in all supporting 
documents and forms is true and correct in all material respects.  You understand that knowingly 
making a false statement to obtain forgiveness of  an SBA-guaranteed loan is punishable under the 
law, including 18 USC 1001 and 3571 by imprisonment of not more than five years and/or a fine of 
up to $250,000; under 15 USC 645 by imprisonment of not more than two years and/or a fine of not 
more than $5,000; and, if submitted to a Federally insured institution, under 18 USC 1014 by 
imprisonment of not more than thirty years and/or a fine of not more than $1,000,000. 

>  The tax documents you have submitted to the Lender are consistent with those the Borrower 
has submitted/will submit to the IRS and/or state tax or workforce agency. You also understand, 
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acknowledge, and agree that the Lender can share the tax information with SBA’s authorized 
representatives, including authorized representatives of the SBA Office of Inspector General, for 
the purpose of ensuring compliance with PPP requirements and all SBA reviews. 

>  You understand, acknowledge, and agree that SBA may request additional information for the 
purposes of evaluating the Borrower’s eligibility for the PPP loan and for loan forgiveness, and that 
the Borrower’s failure to provide information requested by SBA may result in a determination that 
the Borrower was ineligible for the PPP loan or a denial of the Borrower’s loan forgiveness 
application. 

VI. Tax Treatment of Forgiven Costs 
 A. If a PPP loan is forgiven the expenses funded with the proceeds of the loan will not be 
deductible for federal income tax purposes? 

 B. The IRS, in Notice 20-32, applied general principles of existing tax law in finding that 
expenses funded with the proceeds of a PPP loan are not deductible by the taxpayer up to the amount of 
the PPP loan that is forgiven.  Section 265 of the Internal Revenue Code disallows an otherwise allowable 
deduction that is allocable to tax-exempt income.  The IRS reasoned that PPP loan forgiveness constitutes 
a category of tax-exempt income because of the application of Section 1106(i) of the CARES Act and thus 
expenses funded by PPP loan proceeds are not deductible to the extent of loan forgiveness.   
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