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DISCLAIMER
Any advice contained in this communication, including attachments and enclosures, is not intended as a thorough, in-depth
analysis of specific issues. Nor is it sufficient to avoid tax-related penalties. This has been prepared for information purposes
and general guidance only and does not constitute professional advice. You should not act upon the information contained in
this publication without obtaining specific professional advice. No representation or warranty (express or implied) is made as to
the accuracy or completeness of the information contained in this publication, and CohnReznick LLP, its members, employees
and agents accept no liability, and disclaim all responsibility, for the consequences of you or anyone else acting, or refraining
to act, in reliance on the information contained in this publication or for any decision based on it.
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PAYCHECK PROTECTION PROGRAM
• What is the program?
• Who is eligible?
• How will loans be processed and who is making these loans?
• How much of a loan amount is available?
• How to calculate your potential loan amount?
• What is the interest rate and payment terms?
• What can funds be used for?
• Explanation of the Forgiveness Provisions

• How do you calculate and request forgiveness?
• Other available programs
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PAYCHECK PROTECTION PROGRAM
What is the program?
• The CARES Act was enacted to provide immediate assistance to individuals, families, and businesses
affected by the COVID-19 emergency. Among the provisions contained in the CARES Act are provisions
authorizing SBA to temporarily guarantee loans under a new 7(a) loan program titled the “Paycheck Protection
Program.” Loans guaranteed under the Paycheck Protection Program (PPP) will be 100 percent guaranteed by
SBA, and the full principal amount of the loans may qualify for loan forgiveness.
• SBA is authorized to guarantee loans under the PPP through June 30, 2020. Congress authorized a program
level of $349,000,000,000 to provide guaranteed loans under this new 7(a) program. The intent of the Act is
that SBA provide relief to America’s small businesses expeditiously, which is expressed in the Act by giving all
lenders delegated authority and streamlining the requirements of the regular 7(a) loan program. For example,
for loans made under the PPP, SBA will not require the lenders to comply with section 120.150 “What are
SBA’s lending criteria?.” SBA will allow lenders to rely on certifications of the borrower in order to determine
eligibility of the borrower and use of loan proceeds and to rely on specified documents provided by the
borrower to determine qualifying loan amount and eligibility for loan forgiveness. Lenders must comply with the
applicable lender obligations set forth in this interim final rule, but will be held harmless for borrowers’ failure to
comply with program criteria; remedies for borrower violations or fraud are separately addressed in this interim
final rule. The program requirements of the PPP identified in this rule temporarily supersede any conflicting
Loan Program Requirement (as defined in 13 CFR 120.10).
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Who is eligible?
You are eligible for a PPP loan if you have 500 or fewer employees whose principal place of residence is in the United States, or are
a business that operates in a certain industry and meet the applicable SBA employee-based size standards for that industry, and you
are:
• A small business concern as defined in section 3 of the Small Business Act (15 USC 632), and subject to SBA’s affiliation rules
under 13 CFR 121.301(f) unless specifically waived in the Act;
• A tax-exempt nonprofit organization described in section 501(c)(3) of the Internal Revenue Code (IRC), a tax-exempt veterans
organization described in section 501(c)(19) of the IRC, Tribal business concern described in section 31(b)(2)(C) of the Small
Business Act, or any other business; and
• You were in operation on February 15, 2020 and either had employees for whom you paid salaries and payroll taxes or paid
independent contractors, as reported on a Form 1099-MISC.
You are also eligible for a PPP loan if you are an individual who operates under a sole proprietorship or as an independent
contractor or eligible self-employed individual, you were in operation on February 15, 2020.
You must also submit such documentation as is necessary to establish eligibility such as payroll processor records, payroll tax
filings, or Form 1099-MISC, or income and expenses from a sole proprietorship. For borrowers that do not have any such
documentation, the borrower must provide other supporting documentation, such as bank records, sufficient to demonstrate the
qualifying payroll amount.
SBA intends to promptly issue additional guidance with regard to the applicability of affiliation rules at 13 CFR §§ 121.103 and
121.301 to PPP loans.
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How will loans be processed and who is making these loans?
All SBA 7(a) lenders are automatically approved to make PPP loans on a delegated basis.
The Act provides that the authority to make PPP loans can be extended to additional lenders determined by the
Administrator and the Secretary to have the necessary qualifications to process, close, disburse, and service
loans made with the SBA guarantee. Since SBA is authorized to make PPP loans up to $349 billion by June 30,
2020, the Administrator and the Secretary have jointly determined that authorizing additional lenders is
necessary to achieve the purpose of allowing as many eligible borrowers as possible to receive loans by the June
30, 2020 deadline.
The following types of lenders have been determined to meet the criteria and are eligible to make PPP loans
unless they currently are designated in Troubled Condition by their primary federal regulator or are subject to a
formal enforcement action with their primary federal regulator that addresses unsafe or unsound lending
practices:
I. Any federally insured depository institution or any federally insured credit union;
II. Any Farm Credit System institution (other than the Federal Agricultural Mortgage Corporation) as defined in 12 U.S.C.
2002(a) that applies the requirements under the Bank Secrecy Act and its implementing regulations (collectively, BSA) as a
federally regulated financial institution, or functionally equivalent requirements that are not altered by this rule; and
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How will loans be processed and who is making these loans (continued)?
III. Any depository or non-depository financing provider that originates, maintains, and services business loans or other
commercial financial receivables and participation interests; has a formalized compliance program; applies the requirements
under the BSA as a federally regulated financial institution, or the BSA requirements of an equivalent federally regulated
financial institution; has been operating since at least February 15, 2019, and has originated, maintained, and serviced more
than $50 million in business loans or other commercial financial receivables during a consecutive 12 month period in the past
36 months, or is a service provider to any insured depository institution that has a contract to support such institution’s lending
activities in accordance with 12 U.S.C. § 1867(c) and is in good standing with the appropriate Federal banking agency.
iv. Qualified institutions described in 3.a.iii. I. and II. will be automatically qualified under delegated authority by the SBA upon
transmission of CARES Act Section 1102 Lender Agreement (SBA Form 3506) unless they currently are designated in
Troubled Condition by their primary federal regulator or are subject to a formal enforcement action by their primary federal
regulator that addresses unsafe or unsound lending
practices.
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How much of a loan amount is available?
• Loan is limited to 2.5 times monthly payroll to a maximum amount of $10 million
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How to calculate your potential loan amount?
The following methodology, which is one of the methodologies contained in the Act, will be most useful for many
applicants.
• Step 1: Aggregate payroll costs (defined in detail below in f.) from the last twelve months for employees whose
principal place of residence is the United States.
• Step 2: Subtract any compensation paid to an employee in excess of an annual salary of $100,000 and/or any
amounts paid to an independent contractor or sole proprietor in excess of $100,000 per year.
• Step 3: Calculate average monthly payroll costs (divide the amount from Step 2 by 12).
• Step 4: Multiply the average monthly payroll costs from Step 3 by 2.5.
• Step 5: Add the outstanding amount of an Economic Injury Disaster Loan (EIDL) made between January 31,
2020 and April 3, 2020, less the amount of any “advance” under an EIDL COVID-19 loan (because it does not
have to be repaid).
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How to calculate your potential loan amount (continued)?
What qualifies as “payroll costs?”
• Payroll costs consist of compensation to employees (whose principal place of residence is the United States) in the form of
salary, wages, commissions, or similar compensation; cash tips or the equivalent (based on employer records of past tips or, in
the absence of such records, a reasonable, good-faith employer estimate of such tips); payment for vacation, parental, family,
medical, or sick leave; allowance for separation or dismissal; payment for the provision of employee benefits consisting of group
health care coverage, including insurance premiums, and retirement; payment of state and local taxes assessed on
compensation of employees; and for an independent contractor or sole proprietor, wage, commissions, income, or net earnings
from self- employment or similar compensation.
Is there anything that is expressly excluded from the definition of payroll costs?
• Yes. The Act expressly excludes the following:
i. Any compensation of an employee whose principal place of residence is outside of the United States;
ii. The compensation of an individual employee in excess of an annual salary of $100,000, prorated as necessary;
iii. Federal employment taxes imposed or withheld between February 15, 2020 and June 30, 2020, including the employee’s
and employer’s share of FICA (Federal Insurance Contributions Act) and Railroad Retirement Act taxes, and income taxes
required to be withheld from employees; and
iv. Qualified sick and family leave wages for which a credit is allowed under sections 7001 and 7003 of the Families First
Coronavirus Response Act (Public Law 116–127).
Do independent contractors count as employees for purposes of PPP loan calculations?
• No, independent contractors have the ability to apply for a PPP loan on their own so they do not count for purposes of a
borrower’s PPP loan calculation.
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What is the interest rate and payment terms?
• The interest rate will be 100 basis points or one percent.
• The Administrator, in consultation with the Secretary, determined that a one percent interest rate is
appropriate.
̶
̶
̶

First, it provides low cost funds to borrowers to meet eligible payroll costs and other eligible expenses during this temporary
period of economic dislocation caused by the coronavirus.
Second, for lenders, the 100 basis points offers an attractive interest rate relative to the cost of funding for comparable
maturities. For example, the FDIC’s weekly national average rate for a 24-month CD deposit product for the week of March
30, 2020 is 42 basis points for non-jumbo and 44 basis points for jumbo (https://www.fdic.gov/regulations/resources/rates/).
Third, the interest rate is higher than the yield on Treasury securities of comparable maturity. For example, the yield on the
Treasury two-year note is approximately 23 basis points. This higher yield combined with the fact that the loans are 100
percent guaranteed by the SBA and the fact that lenders will receive a substantial processing fee from the SBA provide
ample inducement for lenders to participate in the PPP.

What will be the maturity date on a PPP loan?
• The maturity is two years. While the Act provides that a loan will have a maximum maturity of up to ten years
from the date the borrower applies for loan forgiveness (described below), the Administrator, in consultation
with the Secretary, determined that a two year loan term is sufficient in light of the temporary economic
dislocations caused by the coronavirus. Specifically, the considerable economic disruption caused by the
coronavirus is expected to abate well before the two year maturity date such that borrowers will be able to
recommence business operations and pay off any outstanding balances on their PPP loans.
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What can funds be used for?
The proceeds of a PPP loan are to be used for:
i. Payroll costs (as defined in the Act and in 2.f.);
ii. Costs related to the continuation of group health care benefits during periods of paid sick,
medical, or family leave, and insurance premiums;
iii. Mortgage interest payments (but not mortgage prepayments or principal payments);
iv. Rent payments;
v. Utility payments;
vi. Interest payments on any other debt obligations that were incurred before February 15, 2020;
and/or
vii. Refinancing an SBA EIDL loan made between January 31, 2020 and April 3, 2020. If you
received an SBA EIDL loan from January 31, 2020 through April 3, 2020, you can apply for a
PPP loan. If your EIDL loan was not used for payroll costs, it does not affect your eligibility for
a PPP loan. If your EIDL loan was used for payroll costs, your PPP loan must be used to
refinance your EIDL loan. Proceeds from any advance up to $10,000 on the EIDL loan will be
deducted from the loan forgiveness amount on the PPP loan.
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Explanation of the Forgiveness Provisions
•

Yes. The amount of loan forgiveness can be up to the full principal amount of the loan and any accrued interest. That is, the
borrower will not be responsible for any loan payment if the borrower uses all of the loan proceeds for forgivable purposes
described below and employee and compensation levels are maintained.

•

The actual amount of loan forgiveness will depend, in part, on the total amount of payroll costs, payments of interest on mortgage
obligations incurred before February 15, 2020, rent payments on leases dated before February 15, 2020, and utility payments
under service agreements dated before February 15, 2020, over the eight-week period following the date of the loan. However,
not more than 25 percent of the loan forgiveness amount may be attributable to nonpayroll costs.

•

While the Act provides that borrowers are eligible for forgiveness in an amount equal to the sum of payroll costs and any
payments of mortgage interest, rent, and utilities, the Administrator has determined that the non-payroll portion of the forgivable
loan amount should be limited to effectuate the core purpose of the statute and ensure finite program resources are devoted
primarily to payroll.

•

The Administrator has determined in consultation with the Secretary that 75 percent is an appropriate percentage in light of the
Act’s overarching focus on keeping workers paid and employed. Further, the Administrator and the Secretary believe that
applying this threshold to loan forgiveness is consistent with the structure of the Act, which provides a loan amount 75 percent of
which is equivalent to eight weeks of payroll (8 weeks / 2.5 months = 56 days / 76 days = 74 percent rounded up to 75 percent).
Limiting non-payroll costs to 25 percent of the forgiveness amount will align these elements of the program, and will also help to
ensure that the finite appropriations available for PPP loan forgiveness are directed toward payroll protection. SBA will issue
additional guidance on loan forgiveness.
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How to calculate and request forgiveness?
Can lenders rely on borrower documentation for loan forgiveness?
Yes.
The lender does not need to conduct any verification if the borrower submits documentation supporting its request
for loan forgiveness and attests that it has accurately verified the payments for eligible costs. The Administrator
will hold harmless any lender that relies on such borrower documents and attestation from a borrower. The
Administrator, in consultation with the Secretary, has determined that lender reliance on a borrower’s required
documents and attestation is necessary and appropriate in light of section 1106(h) of the Act, which prohibits the
Administrator from taking an enforcement action or imposing penalties if the lender has received a borrower
attestation.
What fees will lenders be paid?
SBA will pay lenders fees for processing PPP loans in the following amounts:
i.
Five (5) percent for loans of not more than $350,000;
ii.
Three (3) percent for loans of more than $350,000 and less than $2,000,000; and
iii. One (1) percent for loans of at least $2,000,000.
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How to calculate and request forgiveness (continued)?
Do lenders have to apply the “credit elsewhere test”?
No. When evaluating an applicant’s eligibility lenders will not be required to apply the “credit elsewhere test” (as
set forth in section 7(a)(1)(A) of the Small Business Act (15 USC 636) and SBA regulations at 13 CFR 120.101)).
What do Both Borrowers and Lenders Need to Know and Do?
a) What are the loan terms and conditions? Loans will be guaranteed under the PPP under the same terms,
conditions and processes as other 7(a) loans, with certain changes including but not limited to:
i.
ii.
iii.
iv.
v.

b)
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The guarantee percentage is 100 percent.
No collateral will be required.
No personal guarantees will be required.
The interest rate will be 100 basis points or one percent.
All loans will be processed by all lenders under delegated authority and lenders will be permitted to rely on certifications
of the borrower in order to determine eligibility of the borrower and the use of loan proceeds.

Are there any fee waivers?
i.
ii.
iii.
iv.

There will be no up-front guarantee fee payable to SBA by the Borrower;
There will be no lender’s annual service fee (“on-going guaranty fee”) payable to SBA;
There will be no subsidy recoupment fee; and
There will be no fee payable to SBA for any guarantee sold into the secondary market.

PAYCHECK PROTECTION PROGRAM
Other available programs

•
•
•
•

SBA EIDL Loans
Loans for employers with 500-10,000 employees
State programs
Others promised to come (COVID 4 legislation already being discussed)
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HELPFUL LINKS
ABC’s Coronavirus Resources
• https://abc.org/coronavirus
• https://abc.org/Safety/Emergency-Preparedness-Recovery-Resources
SBA Funding Information / Application Center
• https://www.sba.gov/funding-programs/disaster-assistance
CohnReznick Coronavirus Resource Center
• https://www.cohnreznick.com/insights/coronavirus-resource-center
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