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• Enacted as part of the Coronavirus Aid, Relief, and Economic Security 
Act (CARES Act) signed into law March 27, 2020. 
• Funding of $349 billion

• Amended by the Paycheck Protection Program and Health Care 
Enhancement Act on April 24, 2020.  
• Funding of $310 billion

• Second amendment, the Paycheck Protection Program Flexibility Act 
of 2020, was signed into law on June 5, 2020.

Paycheck Protection Program (PPP)



PPP Loans, Forgiveness, and Tax Considerations Page 3

• Must comprise 60%
• Payroll costs (as defined in the Act) 

• Employee salaries, commissions, and similar compensation on a gross basis, including 
furloughed employees (for salary, wages, commissions, bonuses and hazard pay or similar 
compensation and all other cash compensation, such as housing stipends and allowances).

• Vacation, parental, family, medical, or sick leave (other than leave for which the 
employer was reimbursed under the Families First Coronavirus Response Act)

• Allowance for separation or dismissal 

• Group healthcare benefits and insurance premiums

• Employer contribution for employee retirement plans

• Payment of state and local taxes assessed on employee compensation

Allowable Uses of PPP Loan Proceeds-Payroll Costs
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• No more than 40%
• Mortgage interest payments (with no prepayment allowed)

• Rent, including under a lease agreement

• Utilities-including power, gas, water, transportation, telephone, and internet 
access

Allowable Uses of PPP Loan Proceeds-Nonpayroll Costs
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• Form 3508/Form 3508-EZ
• Four key parts:

• PPP Loan Forgiveness Calculation Form

• PPP Schedule A

• PPP Schedule A Worksheet

• PPP Borrower Demographic Information Form (optional)

• Form 3508S

• Form 3509/Form 3510 – “Loan Necessity Questionnaire”

Loan Forgiveness Application
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Form 3508 Example:
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Form 3508 Example - Continued:
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Form 3508 Example - Continued:
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• Payroll
• Alternative Payroll Covered Period

• Default Covered Period

Loan Forgiveness
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• Payroll
• Deemed paid on date paychecks are distributed or payroll ACH credit transactions 

are originated

• Incurred on the date earned by employees

• Furloughed employees

Loan Forgiveness – “Paid” or “Incurred”
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• Nonpayroll
• Paid during the covered period or incurred during the covered period and paid on 

or before the next regular billing date if such date is after the covered period

• No APCP

• Must be timely made

Loan Forgiveness – “Paid” or “Incurred”
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• All forgiveness is not lost!
• 60% payroll cost “use” threshold required to meet full forgiveness
• Sliding scale proportion
• Partial approvals

Loan Forgiveness
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• Allowable uses of proceeds
• Reduction of greater than 25% in wages paid to employees

• Safe harbor if restore wages by December 31, 2020

• Reduction in the number of employees
• Rehire exemption

• Safe harbor if restore FTE level by December 31, 2020

• Unable to return to same level of business activity

Loan Forgiveness-Loan Reduction Rules
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• PPP Certifications
• $2 million threshold

PPP Loan Reviews by the SBA
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• Payroll
• Bank account statements, third-party payroll service provider reports, tax filings 

(Form 941), state quarterly wage reporting, unemployment insurance tax filings, 
cancelled checks, payment receipts, transcripts of accounts, account statement 
documents specific to payment of employer contributions to employee health 
insurance and retirement plans

• Number of FTEs and pay rates for all periods pertaining to application

PPP Loans-Record Keeping Requirements
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• Nonpayroll
• Amortization schedules, cancelled checks, lender account statements, lessor 

account statements, utility invoices, account statements

PPP Loans-Record Keeping Requirements
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• Publicly released limited data for loan amounts greater than $150,000
• Business names, addresses, NAICS codes, and zip codes

• Business type, demographic date, and if applicable, non-profit information;

• Number of jobs supported;

• And loan amount range.

• For loans less than $150,000, borrower’s business name and address 
excluded.

Public Disclosures
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• Principal and interest must be repaid
• No prepayment penalty
• Loans originating after June 5, 2020 – 5-year term
• Loans originating before June 5, 2020 – 2-year term unless lender and 

borrower agree to extend maturity to 5 years
• 1% interest rate

What If Not Forgiven?
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• For federal purposes, PPP loan forgiveness may be excluded from 
gross income

• Expenses associated with the tax-free income are nondeductible
• Expenses nondeductible for 2020 or 2021?
• Nondeductible expense allocation
• Other considerations

• Tax estimates
• Record keeping
• Up-to-date information

• Extending 2020 tax return may be advisable

Tax Considerations – Summary
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• Deductibility depends on the forgiveness determination
• Forgiveness determination subject to a relatively lengthy timeline
• Revenue Rule 2020-27 states that taxpayers that reasonably expect 

forgiveness cannot deduct expenses paid with loan proceeds even if 
they have not applied for forgiveness at the end of the year.

• Detailed calculation of expected deductibility can give taxpayers an 
estimate of tax adjustment – but any revisions will need to be on an 
amended return.

• Extending 2020 tax return may be advisable

Expense Deductibility
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• Reinstated Qualified Improvement Property (“QIP”) definition
• Method change would be required to take advantage of bonus depreciation over 

multiple years

• Revised NOL rules to allow carryback
• Taxpayers can carryback losses up to five years – helping generate cash tax 

refunds sooner that previous rules allowed

• Corporate taxpayers can super-charge their refund by carrying back to years with 
35% tax rate

• CARES Act modified AMT rules, making credits 100% refundable for 
tax years ending on or after December 31, 2018
• Can also elect to get quick refund of AMT credits by filing Form 1139

Tax Planning – General CARES Act Changes
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• Opportunities under any previous recurring item exemption election
• Accrued bonuses or other wages

• Payroll taxes

• Real property taxes

• Others…

• Be mindful of exceptions for expenses where payment is performance 
under Reg. §1.461-4(g)

• Capital expenditures, coupled with favorable tax expensing alternatives 
under §§179 and 168(k) (bonus depreciation)

Tax Planning – Accrual Basis Taxpayers
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• Capital expenditures available to accrual basis taxpayers also work for 
cash basis taxpayers

• Pay year-end expenses and any 2020 bonuses in advance of year end
• For closely-held businesses, wages may be combined with loans back to the 

company to facilitate cash management concerns

• Once wages are paid, very little possibility to revise

Tax Planning – Cash Basis Taxpayers
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• Cash management may need to take precedence over tax mitigation
• If tax mitigation is not a possibility, for passthrough taxpayers, 

distribution options / requirements may need to be considered based 
on the terms of the operating or partnership agreement

• Extending 2020 tax return may be advisable
• Aforementioned accounting method changes may take time to coordinate

• Possibility exists that legislative intervention may provide additional guidance, or 
may pass rules retroactive to 2020 allowing deductibility – so that the perceived 
legislative intention of the CARES Act is restored.

Tax Considerations – Principles to Remember
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Please visit the links below for important information and resources as we continue to navigate the 
everchanging COVID-19 pandemic.

www.pyapc.com/covid-19-hub/

https://home.treasury.gov/policy-issues/cares/assistance-for-small-businesses

PYA and Other Resources

http://www.pyapc.com/covid-19-hub/
https://home.treasury.gov/policy-issues/cares/assistance-for-small-businesses
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