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Overview

Program ended August 8, 2020
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Overview

General Process for Forgiveness
Borrower
• Completes
application and
submits with
required
documentation

Lender
• Has 60 days to
issue a
decision on
forgiveness to
SBA

SBA
• Has 90 days to
remit forgiven
amount to
lender
(assuming no
review)

Form 3508EZ or
Form 3508
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Overview

What is a lender required to review and confirm?
•
•

Receipt of the borrower certifications contained in the Loan Forgiveness Application
Receipt of the documentation to aid in verifying payroll and non-payroll costs

•

The borrower’s calculations on the borrower’s Loan Forgiveness Application by reviewing
the documentation submitted with the Loan Forgiveness Application
o
o

See rule for specific items
Scanned copies of documentation is acceptable (FAQ 8/11/2020 – see helpful links in portal)

Lenders are expected to perform a good-faith review, in a reasonable time, of the borrower’s
calculations and supporting documents concerning amounts eligible for loan forgiveness.

The borrower shall not receive forgiveness without submitting all required
documentation to the lender.
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The Mechanics of Forgiveness
Requirements to use Form 3508EZ
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The Mechanics of Forgiveness

• Covered period
o 8 weeks from date of
disbursement (can
elect if loan made prior
to June 5, 2020)
o 24 weeks from date of
disbursement
• Alternative payroll covered
period – for payroll cost
only, can elect the covered
period start date to coincide
with first payroll date after
disbursement of loan. Must
be bi-weekly or more
8
frequent.

The Mechanics of Forgiveness

•

Form 3508EZ

Form 3508

To be eligible for
loan forgiveness,
60% of the
forgiveness
amount must be
used for payroll
costs
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The Mechanics of Forgiveness – Payroll Costs
•

Employee payroll costs paid or incurred during the covered period (or alternative
covered period) are eligible for forgiveness (capped at $15,385 for 8 weeks, or $46,154
for 24 weeks)
o Payroll costs are considered paid on the day that paychecks are distributed or the borrower
originates an ACH credit transaction. FAQ on 8/11 (see helpful links in portal) confirmed that payroll
costs incurred prior to covered period, but paid during covered period, are eligible for forgiveness

•

Documentation required to be submitted:
o Bank account statements or third-party payroll service provider reports
o 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
o 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 (PPP Schedule A, lines (6) and (7))
o Form 3508 only – Information to support average number of full-time employee equivalents
for purposes of reduction calculation
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The Mechanics of Forgiveness – Payroll Costs
Amounts paid to owner-employees (defined as an owner who is also an employee**, FAQ 8/11/20 –
see helpful links in portal) /self-employed individual/general partners for cash compensation
•

For a 24-week Covered Period, this amount is capped at $20,833 (the 2.5-month
equivalent of $100,000 per year) for each individual or the 2.5-month equivalent of
their applicable compensation in 2019, whichever is lower.

•

For an 8- week Covered Period, this amount is capped at 8/52 of 2019
compensation (up to $15,385).

•

Amounts above are in total for all businesses

•

For a Schedule C filer with no employees, loan should always be 100% forgiven if
choosing the 24-week Covered Period

**Updated IFR 8/24/20 - Owner-employees with less than a 5 percent ownership stake in
a C- or S-Corporation are not subject to the owner-employee compensation rule.
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The Mechanics of Forgiveness – Payroll Costs
Determining the cap amount (IFR issued on 6/22/20)
• C-corporation owner-employees are capped by the amount of their 2019 employee cash compensation and
employer retirement and health insurance contributions made on their behalf.
• S-corporation owner-employees are capped by the amount of their 2019 employee cash compensation and
employer retirement contributions made on their behalf, but employer health insurance contributions made on
their behalf cannot be separately added because those payments are already included in their employee
cash compensation.
• Schedule C or F filers are capped by the amount of their owner compensation replacement, calculated based
on 2019 net profit.
• General partners are capped by the amount of their 2019 net earnings from self-employment (reduced by
claimed section 179 expense deduction, unreimbursed partnership expenses, and depletion from oil and gas
properties) multiplied by 0.9235.
• For self-employed individuals, including Schedule C or F filers and general partners, retirement and health
insurance contributions are included in their net self-employment income and therefore cannot be separately
added to their payroll calculation.
SBA determined that it is appropriate to limit the forgiveness of owner compensation to either eight weeks’ worth
(8/52) of their 2019 compensation (up to $15,385) for an eight-week covered period or 2.5 months’ worth (2.5/12)
of their 2019 compensation (up to $20,833) for a 24-week covered period per owner in total across all
12
businesses.

The Mechanics of Forgiveness – Non-payroll Costs
•

Business mortgage interest payments

•

Business rent or lease payments

•

Business utility payments (electric, gas, water, transportation*, phone, internet)
*Transportation utility fees assessed by state and local governments (FAQ 8/11/20)
o Paid or incurred during covered period

− Example: A borrower’s covered period begins on June 1 and ends on July 26. The borrower pays its
May and June electricity bill during the covered period and pays its July electricity bill on August 10,
which is the next regular billing date. The borrower may seek loan forgiveness for its May and
June electricity bills, because they were paid during the covered period. In addition, the
borrower may seek loan forgiveness for the portion of its July electricity bill through July 26
(the end of the covered period), because it was incurred during the covered period and paid on the
next regular billing date.

Agreements must be in place as of February 15, 2020. Lease or mortgage interest
payments on leases renewed or mortgages refinanced after February 15, 2020 for those
in effect prior to February 15, 2020 are eligible for forgiveness. (FAQ 8/11/20 – see helpful links
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in portal). Prepayments of debt are not forgiveable.

The Mechanics of Forgiveness – Non-payroll Costs
Documentation to be submitted
•

Business mortgage interest payments
o Copy of lender amortization schedule and receipts or cancelled checks verifying eligible
payments from the Covered Period
o 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

•

Business rent or lease payments
o Copy of current lease agreement and receipts or cancelled checks verifying eligible
payments from the Covered Period
o Lessor account statements from February 2020, and from the Covered Period, through one
month after the end of the Covered Period verifying eligible payments

•

Business utility payments
o Copy of invoices from February 2020, and those paid during the Covered Period, and
receipts, cancelled checks, or account statements verifying those eligible payments
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The Mechanics of Forgiveness – Reductions
Total loan forgiveness may be reduced if either:
•

There is a reduction in your Full Time Equivalent Employee’s (FTE’s) during the
covered period (or alternative covered period) in comparison with reference period, as
defined
o FTE’s - 40 plus hours = 1; 30 hours = .75, etc.
o Simplified method - full time (40 hours) = 1, part-time = .50

•

There is a reduction in salary/hourly wage per employee during the covered period

– Comparison of all employees with < $100K in wages in 2019 during covered period with
quarter ended March 31, 2020. Also applies to new employees in 2020.
o For each employee whose salary/hourly wage decreased by more than 25%, there is a
corresponding decrease in forgiveness amount
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The Mechanics of Forgiveness – Reduction Safe Harbors/Exceptions
Exceptions for employees as of February 15, 2020
• Offer to re-hire an employee and unable to hire a similarly qualified employee by December 31, 2020
• Good faith offer to restore reduction in hours, at same salary/wages, and offer rejected
• Fired for cause, voluntarily resigned, voluntarily requested reduced hours (not filled by new employee)
during covered period

Safe Harbors
o Unable to operate between February 15, 2020, and the end of the Covered Period at the same level of
business activity as before February 15, 2020, due to compliance with safety requirements established or
guidance issued between March 1, 2020 and December 31, 2020 for COVID-19.
o If both of the following conditions are met: (a) the Borrower reduced its FTE employee levels in the period
beginning February 15, 2020, and ending April 26, 2020; and (b) the Borrower then restored its FTE
employee levels by not later than December 31, 2020 to its FTE employee levels in the Borrower’s pay
period that included February 15, 2020.
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The Mechanics of Forgiveness – IFR 8/24/20
Q: Are amounts attributable to the business operation of a tenant or sub-tenant of the PPP borrower or, in
the context of home-based businesses, household expenses, eligible for forgiveness?
A: No, the amount of loan forgiveness requested for non-payroll costs may not include any amount
attributable to the business operation of a tenant or sub-tenant of the PPP 6 borrower or, for home-based
businesses, household expenses.
Q: Are rent payments to a related party eligible for loan forgiveness?
A: Yes, as long as (1) the amount of loan forgiveness requested for rent or lease payments to a related party
is no more than the amount of mortgage interest owed on the property during the Covered Period that is
attributable to the space being rented by the business, and (2) the lease and the mortgage were entered
into prior to February 15, 2020. Any ownership in common between the business and the property owner is
a related party for these purposes.
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Best Practices
•
•
•
•
•
•
•
•

•

If you are a self-employed individual, independent contractor or sole proprietor, include
your 2019 schedule C or F.
All required documents per the instructions must be provided in order for Exchange
Bank to proceed with your loan forgiveness application.
If you are not using a third party payroll processor, you will need bank statements
showing the payroll payments.
Provide all filed 941 tax forms for 2020.
We have found that it is often best to utilize the 24-week Covered Period as it
minimizes possible mistakes and errors which can result in a more time consuming
process.
Where payroll costs include owner’s compensation, follow FAQ #8 in the SBAs FAQs on
PPP Loan Forgiveness dated 8/11/20 (see Helpful Links in portal).
Utilize the “Ask an Accountant” feature for forgiveness application related questions.
Create and upload a “cheat sheet” that guides us through your calculations – this can
be a narrative or a separate spreadsheet, whatever you prefer. This will make the
review process go more smoothly and will help to better justify your request for
forgiveness.
For Borrowers with PPP Loans of $150,000 or less, legislative changes may be
forthcoming

Frequently Asked Questions

Q&A

