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PRESIDENTIAL EXECUTIVE ORDERS 

PAYROLL TAX DEFERRAL 
On August 8, 2020, President Trump signed the “Memorandum on Deferring Payroll Tax 
Obligations in Light of the Ongoing COVID-19 Disaster.”1 

The memorandum states that “… the withholding, deposit, and payment of the tax imposed by 26 
U.S.C. 3101(a), and… 26 U.S.C. 3201 as is attributable to the rate in effect under 26 U.S.C. 
3101(a), on wages or compensation, as applicable, paid during the period of September 1, 2020, 
through December 31, 2020...” 

Note. This section of the memorandum concludes that employees may elect to defer the 
withholding of social security taxes only, currently calculated at 6.2% of gross payroll on 
the first $137,700 of wages paid in 2020.2   

Following are the key points on the payroll tax deferral. 

• The employee’s gross payroll (pre-tax) must be less than $4,000 on a biweekly basis. This amount 
can be adjusted for other payroll frequencies. 

Example 1. Julie DeMoss is a salaried employee of Now You Sign, Inc. Her annual salary is 
$100,000.  Even though Julie is paid monthly, she still qualifies to have her payroll tax withholding 
deferred if she wishes for the period September through December 2020 because her salary, if 
divided over 26 biweekly periods, is $3,846 ($100,000 ÷ 26 biweekly payrolls), which is less than 
the $4,000 threshold.   

Example 2. Use the same facts as Example 1, except Julie’s annual salary is $120,000. Julie does 
not qualify to defer her social security tax withholding because her salary, calculated on a biweekly 
basis, is more than $4,000 ($120,000 ÷ 26 biweekly payrolls = $4,615). 

Note.  IRS Notice 2020-65, discussed later, indicates the determination of applicable wages 
is to be made for each pay period. Therefore, if the amount of compensation payable to an 
employee for a particular pay period is less than the threshold amount ($4,000 for biweekly 
pay periods), then the payroll tax deferral option applies to that compensation, without 
consideration of the amount paid to that employee in other pay periods. 

Example 3. Use the same facts as Example 2. Julie decides to reduce her work schedule during 
the last four months of 2020 to spend more time at home.  Her monthly salary is reduced to $3,800.  
Using the guidance of IRS Notice 2020-65, Julie qualifies to defer withholding of social security 
taxes for the last four months of 2020 if she chooses to do so.  

                                                 
 
1 Memorandum on Deferring Payroll Tax Obligations in Light of the Ongoing COVID-19 Disaster.  Aug. 8, 2020.  The White 
House. [whitehouse.gov/presidential-actions/memorandum-deferring-payroll-tax-obligations-light-ongoing-covid-19-disaster/] 
Accessed on Aug. 30, 2020. 
2 Contribution and Benefit Base.  Social Security Administration (SSA).   
[ssa.gov/oact/cola/cbb.html#:~:text=We%20call%20this%20annual%20limit,for%20employees%20and%20employers%2C%20e
ach]  Accessed on Aug. 30, 2020. 
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Example 4. Use the same facts as Example 1.  In October 2020, Julie receives a $15,000 bonus.  
For that payroll, based on the guidance provided by IRS Notice 2020-65, it appears that her pay 
does not qualify for deferral of payroll taxes.  However, when Julie receives her next regular payroll 
(which is less than $4,000 on a biweekly basis), her salary qualifies for payroll tax deferral. 

• Payroll taxes deferred under the terms of the memorandum will not incur any late penalties, 
interest, additional amount, or addition to the tax. 

The mechanics of the repayment of deferred payroll taxes were not addressed in the memorandum. 
However, section 4 states: 

Tax Forgiveness. The Secretary of the Treasury shall explore avenues, including 
legislation, to eliminate the obligation to pay the taxes deferred pursuant to the 
implementation of this memorandum. 

On August 28, 2020, the IRS released Notice 2020-653 to provide the mechanics for the 
implementation of the memorandum, assuming that payroll deferrals are not eliminated. 

The notice confirms the payroll maximum of $4,000 on a biweekly basis as the limit for this option. In 
addition, the IRS provides a timetable for the repayment of deferred payroll taxes.  According to the notice, 
repayment of the deferred taxes is to occur ratably between January 1 and April 30, 2021. 

Example 5. Use the same facts as Example 1.  Julie decided to defer her social security taxes from 
September 1 through December 31, 2020. Julie’s annual pay was $100,000. During the deferral 
months, Julie was able to defer $2,067 of social security taxes. ($100,000 ÷ 12 months × 4 months 
deferral period × 6.2% tax rate). Beginning with her first paycheck in January 2021, in addition to 
her normal withholdings, Julie’s employer must withhold an additional $517 each month ($2,067 
total taxes deferred ÷ 4 month repayment period) to comply with the IRS guidance to have the 
deferral repaid ratably between January 1 and April 30, 2021.   

Caution.  Employers who provide the option of allowing employees to defer payroll taxes 
will ultimately be responsible for remittance of these deferred payroll taxes during 2021.  
If an employee quits after electing payroll tax deferral, it is unclear what measures the 
employer can take to recover the deferred taxes if they are not charged against the 
employee’s final paycheck.    

Penalties and interest will begin to accrue on unpaid deferred amounts on May 1, 2021.4   

  

                                                 
 
3 IRS Notice 2020-65, 2020-38 IRB 567.  
4 Ibid. 
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STUDENT LOAN REPAYMENT RELIEF EXTENSION 
On August 8, 2020, President Trump signed the “Memorandum on Continued Student Loan Payment Relief 
During the COVID-19 Pandemic.”5 

This memorandum provides additional time to defer repayment of student loans. It also waives interest for 
the period October 1 through December 31, 2020. Section 2 of the memorandum states: 

In light of the national emergency declared on March 13, 2020, the Secretary of Education 
shall take action pursuant to applicable law to effectuate appropriate waivers of and 
modifications to the requirements and conditions of economic hardship deferments 
described in section 455(f)(2)(D) of the Higher Education Act of 1965, as amended, 
20 U.S.C. 1087e(f)(2)(D), and provide such deferments to borrowers as necessary to 
continue the temporary cessation of payments and the waiver of all interest on student 
loans held by the Department of Education until December 31, 2020. 

The Coronavirus Aid, Relief, and Economic Security Act6 (CARES Act) provided for the suspension of all 
student loan payments and accrual of interest from March 27, 2020, through September 30, 2020.7  The 
August 8 memorandum continues this provision through December 31, 2020. 

Note. For those borrowers with student loan debt who have the financial ability to keep 
making payments, all payments made from March 27 through December 31, 2020, will be 
directly applied to the principal balance. This may assist borrowers in reducing or 
eliminating their student loan debt more quickly. 

EXTENSION OF UNEMPLOYMENT BENEFITS 
On August 8, 2020, President Trump signed the “Memorandum on Authorizing the Other Needs Assistance 
Program for Major Disaster Declarations Related to Coronavirus Disease 2019.”8 Among various 
provisions contained in this memorandum, section 4 addresses expiring unemployment benefits. 

Sec. 4.  Assistance Program for Lost Wages.  (a)  For purposes of this memorandum, 
“State” includes the territories and the District of Columbia, and “Governor” includes 
the chief executive thereof. 

(b)  To help meet the needs of the American people during this unprecedented and 
continuously evolving public health crisis, the Secretary of Homeland Security (Secretary), 
acting through the FEMA Administrator, is authorized to make available other needs 
assistance for lost wages, in accordance with section 408(e)(2) of the Stafford Act (42 
U.S.C. 5174(e)(2)) (“lost wages assistance”), to the people of a State, including the 
members of any tribe residing therein, if the Governor requests lost wages assistance and 
agrees to administer delivery and provide adequate oversight of the program, for a major 
disaster I declared pursuant to section 401 of the Stafford Act (42 U.S.C. 5170) for COVID-
19, under the following conditions: 

                                                 
 
5 Memorandum on Continued Student Loan Payment Relief During the COVID-19 Pandemic.  Aug. 8, 2020.  
[whitehouse.gov/presidential-actions/memorandum-continued-student-loan-payment-relief-covid-19-pandemic/] Accessed on 
Aug. 31, 2020. 
6 PL 116-136. 
7 PL 116-136, §3513(a). 
8 Memorandum on Authorizing the Other Needs Assistance Program for Major Disaster Declarations Related to Coronavirus 
Disease 2019.  Aug. 8, 2020.  [whitehouse.gov/presidential-actions/memorandum-authorizing-needs-assistance-program-major-
disaster-declarations-related-coronavirus-disease-2019/] Accessed on Aug. 31, 2020. 
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(i)   the Governor requests from the FEMA Administrator a grant for lost wages assistance 
pursuant to 42 U.S.C. 5174(f)(1)(A) and agrees to the cost-sharing requirement of 42 
U.S.C. 5174(g)(2); and 

(ii)  the Governor administers delivery of financial assistance for lost wages in conjunction 
with the State’s unemployment insurance system. 

(c)  In exercising this authority, the Secretary, acting through the FEMA Administrator, 
shall, subject to the limitations above, approve a lost wages assistance program that 
authorizes the Governor to provide a $400 payment per week, which shall reflect a $300 
Federal contribution, to eligible claimants from the week of unemployment ending 
August 1, 2020. [emphasis added] 

The CARES Act provided for additional unemployment benefits of $600 per week.9 This provision expired 
on July 31, 2020.  The presidential memoranda, as described above, is designed to continue federal support 
for unemployment benefits of $400 per week. However, only $300 is designated as a federal contribution 
under this memorandum; the other $100 must come from the state. 

There is a limitation on the time or dollars appropriated to this unemployment continuation as specified in 
section 6 of the memorandum. 

Sec. 6.  Termination.  (a)  The lost wages assistance program described in section 4(b) of 
this memorandum shall be available for eligible claimants until the balance of the 
[Disaster Relief Fund] reaches $25 billion or for weeks of unemployment ending not 
later than December 6, 2020, whichever occurs first, at which time the lost wages 
assistance program shall terminate. [emphasis added] 

(b)  The lost wages assistance program shall terminate upon enactment of legislation 
providing, due to the COVID-19 outbreak, supplemental Federal unemployment 
compensation, or similar compensation, for unemployed or underemployed individuals.   

PAYCHECK PROTECTION PROGRAM 

GOAL OF THE PROGRAM 
The Coronavirus Aid, Relief, and Economic Security (CARES) Act10 established the Paycheck Protection 
Program (PPP).  Small businesses that laid off workers or reduced their workforce due to COVID-19 issues 
were the program’s intended beneficiaries. The PPP was designed to provide short-term payroll 
assistance for businesses affected by COVID-19 to either retain workers or bring employees back to 
work during the pandemic.  The program was intended to last for an 8-week period.  

  

                                                 
 
9 PL 116-136, §§2102 and 2104(b). 
10 PL 116-136. 
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Small businesses that were impacted by COVID-19 issues between February 15 and June 30, 2020, could 
apply for loans through the end of June.  A small business is one that has no more than the greater of: 

• 500 employees, or 

• The size standard in the number of employees established for the industry in which the business 
operates.11  

Note. For the industry size standards, go to www.sba.gov/size. 

The term employee includes individuals employed on a full-time, part-time, or other basis.12 For purposes 
of PPP loan forgiveness, the CARES Act uses the standard of full-time equivalent employees (FTEEs) to 
determine the extent to which the loan forgiveness amount will be reduced in the event of a workforce 
reduction.13 Loan forgiveness is discussed later. 

Note.  The Paycheck Protection Program Flexibility Act (PPPFA) of 202014 changed many 
of the original program provisions.  A comparison of the original program and the changes 
made by the PPPFA is provided later. 

The PPP loans are guaranteed by the Small Business Administration (SBA).  Most businesses, including 
nonprofit organizations, tax-exempt veterans organizations, and tribal business concerns are eligible to 
participate in the program.  Individuals with no employees operating as sole proprietorships or independent 
contractors are also eligible.15   

MAXIMUM BORROWING16 
The maximum PPP loan amount is based on an average of the monthly payroll costs incurred during the 12 
months immediately preceding the date of the PPP loan.  The maximum amount for seasonal employers is 
the average monthly payroll costs for: 

•  The 12-week period beginning February 15, 2019, or 

• March 1, 2019, through June 30, 2019. 

An applicant that was not in business from February 15, 2019, to June 30, 2019, can use the average monthly 
payroll costs for the period January 1, 2020, through February 29, 2020. 

The average monthly payroll cost is then multiplied by 2.5 to determine the maximum loan amount. 

                                                 
 
11 PL 116-136, §1102(a). 
12 Ibid. 
13 Paycheck Protection Program Loans Frequently Asked Questions (FAQs). Aug. 11, 2020. Small Business Administration. 
[home.treasury.gov/system/files/136/Paycheck-Protection-Program-Frequently-Asked-Questions.pdf] Accessed on Sep. 3, 2020. 
14 PL 116-142. 
15 Paycheck Protection Program Loans Frequently Asked Questions (FAQs). Aug. 11, 2020. Small Business Administration. 
[home.treasury.gov/system/files/136/Paycheck-Protection-Program-Frequently-Asked-Questions.pdf] Accessed on Sep. 3, 2020.  
16 PL 116-136, §1102; Paycheck Protection Program Loans Frequently Asked Questions (FAQs). Aug. 11, 2020. Small Business 
Administration. [home.treasury.gov/system/files/136/Paycheck-Protection-Program-Frequently-Asked-Questions.pdf] Accessed 
on Sep. 3, 2020.  
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Businesses that received economic injury disaster loans (EIDL) between January 31 and April 3, 2020, and 
used the EIDL funds for payroll costs, were required to refinance their EIDL loan into their PPP loan, 
thereby decreasing the PPP proceeds.17 

Note.  A comparison between EIDL and PPP loans is provided later in this section. 

Payroll expenses used for calculating PPP loan amounts includes the following.18 

• Regular compensation such as salary, wages, commissions, or similar compensation  

• Cash tips 

Note.  Compensation for self-employed persons with no employees is defined as business 
net profit from the 2019 tax year, not to exceed $100,000.19 

• Vacation, parental, family, medical, and sick leave payments 

• Employee separation payments 

• Group health-care benefits, including insurance premiums 

• Payment of employer retirement benefit  

• Payment of state and local taxes (such as unemployment taxes) assessed on employee compensation 

The following expenses are not included when calculating the total PPP payroll costs.20 

• Any compensation over $100,000 (annualized) per employee 

• Federal Insurance Contributions Act (FICA) taxes, railroad retirement taxes, and income taxes 
withheld on wages 

• Compensation for employees who live outside of the United States 

• Sick and family leave wages for which a credit was allowed under the Families First Coronavirus 
Response Act (FFCRA) 

  

                                                 
 
17  SBA Procedural Notice 5000-20032.  U.S. Small Business Administration. Jun.19, 2020.  [sba.gov/sites/default/files/2020-
06/5000-20032-508.pdf] Accessed on Sep. 16, 2020. 
18 PL 116-136, §1102(a), amending §7(a) of the Small Business Act (15 USC §636(a)). 
19 Business Loan Program Temporary Changes; Paycheck Protection Program – Additional Eligibility Criteria and 
Requirements for Certain Pledges of Loans.  U.S. Small Business Administration.  [sba.gov/sites/default/files/2020-04/Interim-
Final-Rule-Additional-Eligibility-Criteria-and-Requirements-for-Certain-Pledges-of-Loans.pdf] Accessed on Jul. 21, 2020. 
20 PL 116-136, §1102(a), amending §7(a) of the Small Business Act (15 USC §636(a)). 
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Once an eligible small business or independent contractor received a PPP loan, it could be used for the 
following purposes.21 

• Payroll costs for the covered period or the alternative payroll covered period 

 Covered period—The covered period is either the 24-week period beginning on the date the 
PPP loan was disbursed or, if the borrower received the PPP loan before June 5, 2020, the 
borrower can elect an 8-week covered period.22 

 Alternative payroll covered period—Borrowers with a biweekly (or more frequent) payroll 
schedule can elect to calculate eligible payroll costs using the 8-week (56-day) period that 
begins on the first day of their first pay period following their PPP loan disbursement.23 

Note.  For business owner-employees, compensation is limited to no more than either eight 
weeks of their 2019 compensation (up to $15,385) for an 8-week covered period or 2.5 
months of their 2019 compensation (up to $20,833) for a 24-week covered period per 
owner.24 Guidance issued on August 25, 2020, clarifies that this treatment does not apply 
to owner-employees with less than a 5% ownership stake in a C or S corporation.25  

• Costs for continuation of group health-care benefits during periods of paid sick, medical, or family 
leave, and insurance premiums 

• Payments of interest on any business mortgages (but not prepayment fees or principal payments 
on the mortgage) 

• Rent (including rent under a lease agreement) 

Note. Additional guidance released on August 25, 2020, clarifies that the amount of rent 
eligible for loan forgiveness when rent is paid to a related party is limited to the amount of 
mortgage interest owed on the property during the covered period that is attributable to 
the space being rented by the business. In addition, both the lease and the mortgage must 
have existed before February 15, 2020.26 

• Utilities 

• Interest on any other debt obligations that existed before the covered period, which was initially 
defined as the period beginning on February 15, 2020, and ending on June 30, 2020  (The PPPFA 
extends the covered period to 24 weeks or December 31, 2020, whichever is earlier.27) 

                                                 
 
21 Ibid. 
22 Paycheck Protection Program Loan Forgiveness Application.  U.S. Small Business Administration.   
[www.sba.gov/sites/default/files/2020-05/3245-0407%20SBA%20Form%203508%20PPP%20Forgiveness%20Application.pdf]  
Accessed on Sep. 17, 2020. 
23 Ibid. 
24 85 FR 38304, 38307 (Jun. 26, 2020). 
25 Business Loan Program Temporary Changes; Paycheck Protection Program – Treatment of Owners and Forgiveness of 
Certain Nonpayroll Costs.  U.S. Small Business Administration.  Sec. III item 1, page 5.  [www.sba.gov/sites/default/files/2020-
08/PPP%20IFR%20-%20Ownership.pdf]  Accessed on Sep. 16, 2020. 
 
26 Business Loan Program Temporary Changes; Paycheck Protection Program – Treatment of Owners and Forgiveness of 
Certain Nonpayroll Costs.  U.S. Small Business Administration.  Sec. III item 2, page 5.  [www.sba.gov/sites/default/files/2020-
08/PPP%20IFR%20-%20Ownership.pdf]  Accessed on Sep. 16, 2020. 
27 PL 116-142, §3(a). 
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PPP VS. EIDL 
The PPP is one of two programs created by the government to aid small businesses during the pandemic. 
The second is the EIDL program. While both programs were designed to help companies continue operating 
through the pandemic, each program is slightly different. 

The PPP was implemented to help small businesses retain workers (or continue payroll) by covering eight 
weeks (24 weeks under the PPPFA) of payroll plus other operational costs, as discussed earlier. These loans 
can be forgiven entirely (discussed later) if program guidelines are followed.  Lenders (banks, credit unions, 
etc.) provided the funding for the PPP with loans guaranteed by the SBA.  

The EIDL program is a direct SBA program designed to provide economic relief to small businesses that 
are experiencing a temporary loss of revenue due to COVID-19. EIDL loan provisions include a maximum 
$10,000 advance that is automatically forgiven.28 

  

                                                 
 
28 Coronavirus (COVID-19). U.S. Small Business Administration. [www.sba.gov/funding-programs/disaster-
assistance/coronavirus-covid-19] Accessed on Sep. 3, 2020. 
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Borrowers Can Receive Both a PPP and an EIDL Loan 
Small businesses could apply for both an EIDL loan and a PPP loan. Both loans cannot be used for the 
same expenses. For example, if the proceeds from a PPP loan are used for payroll, EIDL loan proceeds 
cannot be used for the same payroll. 

The following table compares PPP loans with EIDL loans. 
  PPP Loan EIDL Loan 

Administered by  Approved lenders29 SBA30 

Maximum amount Lesser of $10 million or 2.5 times  
average monthly payroll31 

6 months of working capital,  
up to $2 million32 

Term 
2 years for loans issued prior to  
June 5, 2020; 5 years for loans issued  
after June 5, 202033 

30 years34 

Interest rate 1%35 3.75% for businesses; 2.75%  
for nonprofits36 

Deferral 
Until SBA gives forgiveness amount 
to lender or for 10 months after the end  
of covered period (interest accrues)37 

1 year (interest accrues)38 

Prepay allowed? Yes39 Yes40 

  
                                                 
 
29 Paycheck Protection Program. U.S. Small Business Administration. [www.sba.gov/funding-programs/loans/coronavirus-
relief-options/paycheck-protection-program] Accessed on Sep. 3, 2020. 
30 Coronavirus (COVID-19). U.S. Small Business Administration. [www.sba.gov/page/coronavirus-covid-19-small-business-
guidance-loan-resources] Accessed on Sep. 3, 2020. 
31 PL 116-136, §1102(a), amending §7(a) of the Small Business Act (15 USC §636(a)). 
32Economic Injury Disaster Loans Program Description.  GovLoans.gov. [govloans.gov/loans/economic-injury-disaster-loans/]  
Accessed on Sep. 18, 2020. 
33 Paycheck Protection Program. Aug. 11, 2020. U.S. Small Business Administration. [www.sba.gov/funding-
programs/loans/coronavirus-relief-options/paycheck-protection-program] Accessed on Sep. 3, 2020. 
34 Coronavirus (COVID-19). U.S. Small Business Administration. [www.sba.gov/funding-programs/disaster-
assistance/coronavirus-covid-19] Accessed on Sep. 3, 2020. 
35 Paycheck Protection Program.  U.S. Small Business Administration. [www.sba.gov/funding-programs/loans/coronavirus-
relief-options/paycheck-protection-program] Accessed on Sep. 3, 2020. 
36 Coronavirus (COVID-19). U.S. Small Business Administration. [www.sba.gov/funding-programs/disaster-
assistance/coronavirus-covid-19] Accessed on Sep. 3, 2020. 
37 Paycheck Protection Program Frequently Asked Questions (FAQs) on PPP Loan Forgiveness.  Aug. 11, 2020.  U.S. Small 
Business Administration.  [sba.gov/sites/default/files/2020-08/PPP%20--
%20Loan%20Forgiveness%20FAQs%20%28August%2011%2C%202020%29-508.pdf] Accessed on Sep. 16, 2020. 
38  Coronavirus (COVID-19). U.S. Small Business Administration. [www.sba.gov/funding-programs/disaster-
assistance/coronavirus-covid-19] Accessed on Sep. 3, 2020. 
39  Paycheck Protection Program (PPP) Information Sheet: Borrowers.  U.S. Treasury. 
[home.treasury.gov/system/files/136/PPP--Fact-Sheet.pdf] Accessed on Sep. 18, 2020. 
40  Frequently Asked Questions COVID-19 Economic Injury Disaster Loan (EIDL). Sep. 8, 2020. U.S. Small Business 
Administration [sba.gov/sites/default/files/2020-
09/COVID%20EIDL%20FAQ%20FINAL%20APPROVED%20Revisions%20091420-508.pdf] Accessed on Sep. 16, 2020. 
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 PPP Loan EIDL Loan 

Can be used for Payroll, benefits, mortgage interest, rent, 
utilities, other debt41 

Working capital and operating 
expenses, such as continuing 
employee health care benefits, 
rent, utilities, debt obligations42 

Refinance debt? Yes (for EIDL)43 No44 

Collateral required? No45 Yes, for loans over $25,00046 

Forgiveness Yes, if 60% used for payroll (PPPFA 
rules)47 

Yes, for advance amount  
(up to $10,000)48 

Guarantee 
required? None49 No, for loans under $200,00050 

 
  

                                                 
 
41 Paycheck Protection Program.  U.S. Small Business Administration. [www.sba.gov/funding-programs/loans/coronavirus-
relief-options/paycheck-protection-program] Accessed on Sep. 3, 2020. 
42 Frequently Asked Questions COVID-19 Economic Injury Disaster Loan (EIDL). Sep. 8, 2020.  U.S. Small Business 
Administration.  [sba.gov/sites/default/files/2020-
09/COVID%20EIDL%20FAQ%20FINAL%20APPROVED%20Revisions%20091420-508.pdf] Accessed on Sep. 16, 2020. 
43  Paycheck Protection Program.  U.S. Small Business Administration. [www.sba.gov/funding-programs/loans/coronavirus-
relief-options/paycheck-protection-program] Accessed on Sep. 3, 2020. 
44 Frequently Asked Questions COVID-19 Economic Injury Disaster Loan (EIDL). Sep. 8, 2020.  U.S. Small Business 
Administration.  [sba.gov/sites/default/files/2020-
09/COVID%20EIDL%20FAQ%20FINAL%20APPROVED%20Revisions%20091420-508.pdf] Accessed on Sep. 16, 2020. 
45  Paycheck Protection Program.  U.S. Small Business Administration. [www.sba.gov/funding-programs/loans/coronavirus-
relief-options/paycheck-protection-program] Accessed on Sep. 3, 2020. 
46 Frequently Asked Questions COVID-19 Economic Injury Disaster Loan (EIDL). Sep. 8, 2020. U.S. Small Business 
Administration.  [sba.gov/sites/default/files/2020-
09/COVID%20EIDL%20FAQ%20FINAL%20APPROVED%20Revisions%20091420-508.pdf] Accessed on Sep. 16, 2020. 
47  Paycheck Protection Program.  U.S. Small Business Administration. [www.sba.gov/funding-programs/loans/coronavirus-
relief-options/paycheck-protection-program] Accessed on Sep. 3, 2020. 
48 Coronavirus (COVID-19). U.S. Small Business Administration. [www.sba.gov/funding-programs/disaster-
assistance/coronavirus-covid-19] Accessed on Sep. 3, 2020. 
49 Paycheck Protection Program.  U.S. Small Business Administration. [www.sba.gov/funding-programs/loans/coronavirus-
relief-options/paycheck-protection-program] Accessed on Sep. 3, 2020. 
50 Frequently Asked Questions COVID-19 Economic Injury Disaster Loan (EIDL). Sep. 8, 2020. U.S. Small Business 
Administration.    [sba.gov/sites/default/files/2020-
09/COVID%20EIDL%20FAQ%20FINAL%20APPROVED%20Revisions%20091420-508.pdf] Accessed on Sep. 16, 2020. 
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CHANGES TO THE PPP  
President Trump signed the PPPFA51 of 2020 into law on June 5, 2020. It became effective on the date of 
enactment. 

The PPPFA makes the following changes to the PPP.   

• Time period (covered period) to use the funds for qualified expenses expanded from eight 
weeks to 24 weeks.52  This change is an expansion of the forgiveness period from eight weeks (56 
days) to the earlier of 24 weeks from the loan’s origination date or December 31, 2020. A borrower 
that received a PPP loan prior to June 5, 2020, can elect to use the original 8-week covered period.53  

• The deadline to borrow funds was changed to August 8, 2020.54   

Note.  This provision was not part of the PPPFA but was enacted as part of PL 116-147 on 
July 4, 2020.  

• The 75/25 rule became a 60/40 rule.55 Under the PPPFA, only 60% of the loan amount is required 
to be used for payroll, versus the 75% that was required under the PPP.  Borrowers can spend more 
than 60% on payroll because the law states that 60% shall be spent on payroll costs and 40% may 
be spent on other qualified expenses. 

Note. A joint statement released on June 8, 2020, by Treasury Secretary Steven Mnuchin 
and SBA Administrator Jovita Carranza clarified that if a borrower uses less than 60% of 
the loan amount for payroll costs during the covered period, the borrower may be eligible 
for partial loan forgiveness.56 

 

Note. By expanding the covered period from eight weeks to 24 weeks, the PPPFA also 
increased the maximum amount of payroll that may be considered for each employee. The 
original PPP used a maximum annual payroll of $100,000 per employee. Therefore, for the 
covered period, the maximum amount of payroll per employee (not considering any 
additions to payroll such as pension contributions) was $15,385 ($100,000 ÷ 52 weeks ×  
8 weeks).   

The PPPFA still uses a maximum annualized payroll amount of $100,000 per employee 
but the maximum amount for the covered period increases to $46,154 ($100,000 ÷  
52 weeks × 24 weeks). 

                                                 
 
51 PL 116-142. 
52 PL 116-136, §1106 as amended by PL 116-142, §3(b)(1).   
53 PL 116-142, §3(b)(3); Paycheck Protection Program. Aug. 11, 2020. U.S. Small Business Administration. 
[www.sba.gov/funding-programs/loans/coronavirus-relief-options/paycheck-protection-program] Accessed on Sep. 3, 2020. 
54 Paycheck Protection Program. U.S. Small Business Administration. [www.sba.gov/funding-programs/loans/coronavirus-
relief-options/paycheck-protection-program#section-header-0] Accessed on Sep. 3, 2020.  
55 PL 116-136, §3, amending §1106 of PL 116-136 (CARES Act).   
56 Joint Statement by Treasury Secretary Steven T. Mnuchin and SBA Administrator Jovita Carranza Regarding Enactment of the 
Paycheck Protection Program Flexibility Act. Jun. 8, 2020. U.S. Department of the Treasury. [home.treasury.gov/news/press-
releases/sm1026] Accessed on Sep. 3, 2020. 
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• The period to restore FTEEs is extended. The original PPP under the CARES Act gave 
employers until June 30, 2020, to restore the number of FTEEs to pre-February 15, 2020 levels for 
loan forgiveness purposes.57 The PPPFA extends this period in which borrowers must restore 
FTEEs or certain salaries (or wages) from June 30, 2020, to December 31, 2020.58   

Note. Together with the 24-week period for incurring qualified expenses eligible for 
forgiveness, this provision indicates that if a borrower spends 100% of the loan on payroll 
costs and other eligible expenses during the 24-week period and its FTEE count and certain 
salaries (or wages) on December 31, 2020, equals or exceeds those amounts as of February 
15, 2020, the borrower’s entire loan amount may be eligible for forgiveness.  

• New FTEE exceptions are available based on employee availability.59 The PPPFA includes two 
new exceptions, which provide relief for the requirement that borrowers must restore their FTEEs 
to February 15, 2020, levels in order to qualify for loan forgiveness. 

 When an employer is unable to rehire employees who were employees on February 15, 2020, 
and is unable to hire similarly qualified employees for unfilled positions by December 31, 2020, 
the amount of loan forgiveness is determined without regard to a reduction in FTEEs.60   

Note. This could apply when the borrower/employer requires highly skilled or specialized 
workers. In addition, it could apply to situations in which borrowers/employers have a 
difficult time finding workers due to risks associated with COVID-19 and/or the need for 
social distancing. 

 When the borrower cannot return to the same level of activity at which it was operating before 
February 15, 2020, due to social distancing and other restrictions, the amount of loan 
forgiveness is determined without regard to a reduction in the number of FTEEs.61  

Note. More guidance from the SBA is needed, but these exceptions appear to create ways 
for employers to qualify for loan forgiveness, despite not rehiring employees.  

• The PPP loan maturity date and deferment period were extended.62 The maturity date for any 
loan amounts remaining after the application of forgiveness is now a minimum of five years instead 
of two. The deferment period is changed from six months to the date on which the lender determines 
the borrower’s loan forgiveness amount.63 The 1% interest rate and all other loan terms remain the 
same.  

• Borrowers have a limited period to apply for forgiveness. Section 7(a)(36)(M) of the Small 
Business Act (15 USC §636(a)(36)(M) reads as follows. 

RULE OF CONSTRUCTION.—If an eligible recipient fails to apply for forgiveness of a 
covered loan within 10 months after the last day of the covered period defined in section 
1106(a) of this title, such eligible recipient shall make payments of principal, interest, and fees 
on such covered loan beginning on the day that is not earlier than the date that is 10 months 
after the last day of such covered period. 

                                                 
 
57 PL 116-136, §1106(d)(5).  
58 PL 116-142, amending PL 116-136, §1106(d)(5). 
59 PL 116-142, §3, amending PL 116-136, §1106(d).   
60 PL 116-142, §3, amending PL 116-136, §1106. 
61 Ibid. 
62 PL 116-142, §2(a). 
63 PL 116-142, §3(c). 
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• Employers can defer payroll tax for two years.64 The legislation allows PPP borrowers to defer 
payroll taxes under the CARES Act. Originally, PPP borrowers could not defer payroll taxes if they 
had any portion of their loan forgiven. The PPPFA removes this provision. Borrowers can defer 50% 
of the employer’s share of payroll taxes until 2021 and the remaining 50% until 2022. These payroll 
taxes are considered qualified payroll expenses. 

Comparison Chart:  Original PPP with PPPFA 
 Original PPP  Revised PPP loans  

Covered period for loan 
forgiveness 

8 weeks, or  

Alternative payroll covered 
period 

24 weeks, or 

Alternative payroll covered 
period 

Interest Rate 1% 1% 

Term 2 years unless lender and 
borrower agree to increase to  
5 years 

5 years 

Payment deferral 6 months Up to the date loan forgiveness 
amounts are determined and paid 
by SBA to the lender 

Reductions to forgiveness 
amount 

Reduction in average FTEs in 
covered period versus test period 

Reduction in average FTEs in 
covered period versus test period 

Exceptions to reductions Exclude FTEs who refused to 
return to work 

No reduction calculation in FTEs 
if business is unable to return to 
pre-pandemic operating levels 

Only include FTEs in covered 
period 

FTEs or wages are restored 
before December 31, 2020  

 
  

                                                 
 
64 PL 116-136 §2302(a)(3), removed by PL 116-142, §4(a). 
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LOAN FORGIVENESS 
One of the PPP’s most appealing features is the borrower’s ability to have the loan amount forgiven.65 To 
have PPP loans forgiven, three requirements must be met.66 

1. Loans were used exclusively for authorized purposes (mentioned earlier). 

2. Loans were used to offset no more than eight weeks (24 weeks under the PPPFA) of eligible 
expenses. 

3. Businesses retained employees or payroll at salary levels comparable to before COVID-19. 

If any of the PPP proceeds were not used for the purposes described previously, the amount used for 
unauthorized purposes must be repaid.67  Payments begin after a 6-month grace period (or up to the date 
loan forgiveness amounts are determined and paid by the SBA to the lender under the PPPFA). The 
maximum repayment period is 10 years, with a maximum interest rate of 4%.68 

Note. Calculating which costs qualify for loan forgiveness is determined by a formula that 
has been changed several times by Congressional actions and through interpretation by the 
SBA. Loan forgiveness is discussed later in this section.   

If a business received a PPP loan, they could not also receive an employee retention credit (which would 
provide a refundable payroll tax credit for 50% of qualified wages paid by eligible employers to certain 
employees during a calendar quarter).  

How PPP Loan Forgiveness Works 
The SBA released a revised loan forgiveness application form on June 16, 2020. In addition, the SBA 
released a new simplified form for borrowers that meet certain conditions.69  These new forms include the 
changes made by the PPPFA and are designed to simplify the application process (according to the SBA).70 
These forms are included in the appendix. 

The new forgiveness application has been reduced to five pages versus the 11-page form the SBA initially 
released.  

SBA Form 3508EZ, PPP Loan Forgiveness Application, is the simplified form that may be used if the 
borrower meets one of the following requirements.71 

• The borrower is a self-employed person with no employees. 

• The borrower did not reduce the salaries or wages of any employee by more than 25% during the 
covered period compared to the period between January 1, 2020, and March 31, 2020, and did not 
reduce the number of employees or the average paid hours of employees between January 1, 2020, 
and the end of the covered period. 

                                                 
 
65 PL 116-136, §1106. 
66 PL 116-136, §1106(b). 
67 85 Fed. Reg. 20811, 20814  (Apr. 15, 2020).  
68 PL 116-136, §1102, amending §7(a) of the Small Business Act (15 USC §636(a). 
69Paycheck Protection Program Loan Forgiveness Application.    Jun. 16, 2020.  U.S. Small Business Administration. 
[sba.gov/document/sba-form-paycheck-protection-program-loan-forgiveness-application] Accessed on Aug. 27, 2020. 
70 Ibid. 
71 Instructions for SBA Form 3508EZ. 
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• The borrower was unable to operate at the same level of business activity during the covered period 
as before February 15, 2020, due to health directives related to COVID-19, and did not reduce the 
annual salary or hourly wages of any employee by more than 25% during the covered period 
compared to the period between January 1, 2020, and March 31, 2020. 

The SBA states the Form 3508EZ application requires fewer calculations and less documentation. Both 
applications note that borrowers can use the original 8-week covered period (if the PPP loan was made 
before June 5, 2020) or the extended 24-week covered period, if that is the borrower’s preference.72 

Example 6. Phil Sellingfast is a self-employed real estate agent, with no employees.  His 2019 net 
profit from his real estate activities was $250,000.  Phil applied for a PPP loan on April 30, 2020.  
The maximum he was eligible to borrow was $20,833 ($100,000 ÷ 12 months × 2.5). Phil meets 
the criteria to utilize Form 3508EZ to apply for PPP loan forgiveness. 

Example 7.  Use the same facts as Example 6, except Phil also employs Mary as his office manager 
at an annual salary of $35,000. Even though COVID-19 affected his business, Phil paid Mary 
$5,385 during the 8-week covered period that began when he received his PPP loan in April 2020.  
This is the same amount she was paid prior to COVID-19 ($35,000 annual salary ÷ 52 weeks × 8 
weeks = $5,385). Phil is eligible to use Form 3508EZ to apply for PPP loan forgiveness because 
he did not reduce Mary’s pay by more than 25% compared to the amount she was paid prior to the 
pandemic. 

Example 8. Use the same facts as Example 7.  Use the same facts as Example 6, except Phil did 
not keep Mary on staff. Instead, he laid her off on May 1, 2020, so she could collect unemployment 
benefits. Phil’s business activity in 2020 appears to be on pace to exceed his 2019 results. Phil is 
not eligible to use Form 3508EZ to calculate his PPP loan forgiveness because he did reduce 
salaries by more than 25% and he did not experience a COVID-19-related reduction in business 
income. 

Note. It may have been preferable for Phil to pay Mary for the covered period and then lay 
her off if his goal was to maximize the amount of expenses eligible for forgiveness. 

Loan Forgiveness and Deductibility of Expenses 
Under the PPP, loan proceeds used to fund the first eight weeks (or 24 weeks as permitted by the PPPFA) 
of qualifying expenses may be forgiven, with any forgiven amounts excluded from the gross income of the 
loan recipient. The CARES Act did not explicitly address whether the borrower could also deduct the 
eligible expenses paid using PPP loan proceeds that is then forgiven. The IRS issued Notice 2020-3273 to 
address the effect of covered loan forgiveness on the deductibility of corresponding business expenses.   

Specifically, the IRS provided that income resulting from PPP loan forgiveness should be classified as 
“exempt income” under IRC §265. IRS Notice 2020-32 clarifies that otherwise deductible business 
expenses are disallowed to the extent of the resulting covered loan forgiveness because such payment is 
allocable to tax-exempt income.  

                                                 
 
72 SBA and Treasury Announce New EZ and Revised Full Forgiveness Applications for the Paycheck Protection Program. Jun. 
18, 2020. U.S. Small Business Administration. [www.sba.gov/article/2020/jun/18/sba-treasury-announce-new-ez-revised-full-
forgiveness-applications-paycheck-protection-program] Accessed on Sep. 4, 2020. 
73 IRS Notice 2020-32, 2020-21 IRB 837. 
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Comprehensive Example 
 

Example 9. Big Sky Consultants, LLC provides business valuation services to the hospitality 
industry. In 2019, the company employed five workers. Due to the COVID-19 outbreak, their main 
source of revenue was decimated. Of the five employees, four earn in excess of $100,000 per year.  
The fifth employee, Jim Smith, earned $70,417 in 2019.  Big Sky was able to secure a PPP loan of 
$98,003 on July 31, 2020, to help it weather the economic downturn due to the pandemic. The loan 
amount was calculated as follows. 

 Calculation Amount 

Jim Smith’s average monthly payroll in 2019 $70,417 ÷ 12 months $5,868 

Salary for the other employees earning over 
$100,000 

$100,000 annual maximum × 4 employees 
÷ 12 months 

33,333 

Average monthly payroll for 2019  $39,201 

Multiplied by 2.5  × 2.5 

Maximum PPP loan amount  $98,003 

 

The business outlook for the company, however, remained bleak.  After receiving the PPP funds, 
Big Sky only paid Jim Smith his normal salary. The other four employees agreed to be paid $10,000 
during the 24-week covered period so funds would be available for other business needs. In 2019, 
each of the four employees earned in excess of $100,000 per year.   

The covered period is July 31, 2020, to December 31, 2020.  During that time, monthly mortgage 
interest payments were $1,000, monthly rental payments were $360, and monthly utility costs were 
$330. In addition, the company provided health insurance for its employees at a cost of $2,000 per 
month per employee and contributed 3% of each employee’s payroll as a safe harbor pension plan. 

Eager to have the PPP loan forgiven, the following PPP loan forgiveness form was completed by 
the company in late December 2020. The officers of Big Sky Consultants were disappointed to 
learn that their application actually resulted in no forgiveness. This outcome is explained later. 
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Notes to PPP Schedule A Worksheet 
Jim Smith’s cash compensation of $32,500 was calculated by taking his annual salary of $70,417, dividing it by 
52 weeks, and then multiplying that result by the weeks in the covered period, which is 24 ($70,417 ÷ 52 × 24 = 
$32,500).  

The salary/hourly wage reduction factors for each employee were calculated as follows. 
 

Step 1  

a. Each employee who earned $10,000 during the covered period earned an average annual salary during 
the covered period of $21,667 ($10,000 ÷ 24 weeks in the covered period × 52 weeks in the year = 
$21,667). 

b. The average annual salary for each of the four employees in question between January 1 and March 31, 
2020, was $100,000.   

c. The amount in Step 1(a) is divided by the amount in Step 1(b), which results in 21.667% 

Step 2  

a. The annual salary as of February 15, 2020 was $100,000. 

b. The average annual salary between February 15, 2020, and April 26, 2020, was $21,667 (from Step 1). 

c. The average salary from Step 2(b) is less than the amount from Step 2(a); therefore, Step 3 must be 
completed. 

Step 3  

a. The amount in Step 1(b) is multiplied by 0.75, which is $75,000 ($100,000 × 0.75). 

b. The amount in Step 1(a) is subtracted from the amount in Step 3(a), which results in $53,333 ($75,000 
– $21,667). 

c. Not applicable 

d. Not applicable 

e. The amount in Step 3(b) is multiplied by 24, which equals $1,279,992 ($53,333 × 24). This amount is 
then divided by 52 and the result ($24,615) is entered in the “Salary/Hourly Wage Reduction” column 
for each employee other than Jim Smith. 

Observations for Example 9 
• The borrowers likely believed they would be eligible for full PPP loan forgiveness because at least 

60% of the PPP loan proceeds were used for payroll and nearly all the funds were used for qualified 
expenses. However, the four employees who earned $100,000 in 2019 agreed to accept payroll 
reductions of more than 25%. The result was that none of the PPP loan amount is eligible for 
forgiveness. 

• The borrowers would have been in a better position if they attempted to at least maintain pre-
pandemic payroll levels to avoid a greater than 25% payroll reduction.  

• As mentioned at the outset of this section, the goal of the PPP program was to provide the resources 
for businesses to continue to pay their employees. This goal was not met and the result is that no 
loan forgiveness is available. 
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APPENDIX 

INSTRUCTIONS FOR SBA FORM 3508EZ 
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SBA FAQS74 

 

                                                 
 
74 Paycheck Protection Program Loans, Frequently Asked Questions (FAQs). Aug. 11, 2020. SBA and Dept. of Treasury. 
[home.treasury.gov/system/files/136/Paycheck-Protection-Program-Frequently-Asked-Questions.pdf] Accessed on Aug. 27, 
2020. 
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