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Housekeeping
CPE Credit/Technical Support

* Important: Three (3) CPE words will be provided during the presentation. Please write them down — we will not provide them again

via GoToWebinar or email (no exceptions).
* Please complete the electronic survey that will appear automatically at the end of the webinar.

* Attendees seeking CPE for this presentation must complete the survey and enter all three CPE words. You cannot claim CPE unless

we receive a completed evaluation with the correct words.

* This presentation will be recorded and made available to download at www.grfcpa.cons/ webinars.

¢ Technical questions about the survey can be addressed to Nathan McElveen at nzcelveen(@orfcpa.conm.

@ ([ CPAs & ADVISORS
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Housekeeping

Additional Information

Learning Objective Instructional Delivery Methods
To provide an overview of PPP loans and methods to maximize loan forgiveness. Group Internet-based
Recommended CPE Recommended Fields of Study
1.0 CPE Credit Specialized Knowledge
Prerequisites Advance Preparation
None required None
Program Level Course Registration Requirements
Basic None

Cancellation Policy
In the event that the presentation is cancelled or rescheduled, participants will be contacted
immediately with details.

Refund Policy
No fee is required to participate in this session.

Complaint Resolution Policy
GRF CPAs & Adpvisors is committed to our participants’ 100% satistaction and will make every reasonable effort to resolve complaints as quickly as possible.
Please contact gdavis@grfcpa.com with any concetns.

Disclaimer
This webinar is not intended as, and should not be taken as, financial, tax, accounting, legal, consulting or any other type of advice. Readers and users of this webinar information are advised not to
act upon this information without seeking the service of a professional accountant.
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Agenda

Overview

* Qualifications and loan forgiveness overview
* Salary and wage reduction rules

* Tools and resources for tracking forgiveness
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Paycheck Protection Program

Overview

* The CARES Act nstituted the Paycheck Protection Program (PPP)

* Provides loans between April 3, 2020 and June 30, 2020 of up to $10 million at 1% interest to employers with: 500 or

fewer employees residing in the U.S. (somze exceptions apply)

* Intended to help companies impacted by COVID-19 to retain their employees and assist in covering certain specified

qualified costs
* PPP loan amount is based on 2.5 times the borrower’s average monthly payroll costs
* Original $349 billion allocated to the PPP ran out in under 2 weeks

* New funding added $310 billion to the fund with the bill sighed on April 24

CPAs & ADVISORS



Paycheck Protection Program

Additional Qualifications

Gl

FAQ 31 was added to SBA’s F'requently Asked Questions to emphasize the importance of the certification in good faith

that the PPP loan 1s necessary. Targeted towards public companies but applies to all applicants.

Any company receiving a PPP loan should be prepared to justify the basis for certification. Per FAQ31 the basis should
outline how the current economic uncertainty made the loan request necessary to support ongoing operations taking
into account the organizations current activity and their ability to access other sources of liquidity sufficient to support
ongoing operations in a manner that is not significantly detrimental to the business. SBA to provide guidance on how it

will review the certification prior to May 14%. (FAQ 43)

Those who applied for a PPP loan before FAQ 31’s clarification on eligibility are deemed to have made the required
certification in good faith if they repay the loan in full by May 14, 2020. (updated by FAQ 43).

All loans above $2M will be reviewed by the SBA as part of the forgiveness process (FAQ 39)


https://home.treasury.gov/system/files/136/Paycheck-Protection-Program-Frequently-Asked-Questions.pdf

Paycheck Protection Program

Forgiveness Overview

* The CARES Act provides that PPP loans can be forgiven up to 100% of the amount borrowed ( including interest) if

the company meets certain criteria, including:

* Loan proceeds are used to cover “payroll costs”, mortgage interest, rent paid on leases, and utility costs that are paid over an 8-

week period (the “benefit period”);
* Employee headcounts are maintained;
* Compensation levels are maintained for employees earning $100,000 or less; and

* Not more than 25% of the loan amount is used for qualified non-payroll costs

// CPAs & ADVISORS



Paycheck Protection Program

Forgiveness Overview

* If a portion of the loan is not forgiven, the remaining amount of the loan is due and payable within 2 years, accruing

interest at 1% per annum with interest and principal payments deferred for 6 months from the date of the loan.
* 'The Act further provides that the amount forgiven will be tax-free for federal purposes.

* 8 week period for tracking expenses begin when the loan proceeds are recetved. (FAQ 20)

* AICPA has recommended to the SBA to allow for a start date to align with the beginning of a pay period or to commence

once stay-at-home restrictions are lifted. However these recommendations have not been addressed.
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Paycheck Protection Program

Can You Deduct Payments Made with Forgiven Funds?

* Amounts forgiven on a PPP loan “shall be excluded from gross income”

* However, IRC Section 265 of the Internal Revenue Code provides that expenses “allocable to” tax-exempt income are

not deductible

* This prevents a “double dipping” whereby a taxpayer would otherwise get both a deduction and tax-exempt income

related to the same transaction or investment

* Recently released IRS Notice 2020-32 has confirmed that IRC Section 265 does apply to expenses covered by forgiven

loan proceeds.

*  On May 6 a bill was introduced in the Senate, Small Business Expenses Protection Act of 2020, that if passed would
override IRS Notice 2020-32 and IRC Section 265 and allow a tax deduction for the expenses covered by the forgiven

loan proceeds.
%
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Paycheck Protection Program
Self-Employed-No Employees

Qualifications:
* In operation on February 15, 2020 and principal place of residence is in the U.S.

* Individual with self-employment income (independent contractor or sole proprietor)

*  You filed or will file a Form 1040 Schedule C for 2019 (No guidance has been provided for business that started in 2020)

Loan amount is based on the net profit reported on your 2019 Form Schedule C as follows; Net Profit/12 x 2.5.
Maximum amount is 100K /12*2.5= 20,833. Forgiveness amount is also based on the net profit reported on your 2019
Form Schedule C plus rent, utilities, interest on business property (these other expenses must have been reported on

your 2019 Schedule C). Maximum amount of forgiveness related to owner comp is net profit / 52 * 8 (max of 15,385)

Self-employment income received by general, active partners or LLLC members (LLCs taxed as a partnership) is reported

on the PPP loan application of the partnership/LLC (up to the 100K maximum per partner/member).

| CPAs & ADVISORS
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Paycheck Protection Program

Definitions

Payroll costs - “Payroll costs” including salary, wages, commissions, a partner’s guaranteed payments, and partner’s
share of income subject to self-employment income (up to a maximum annualized amount of $100,000 per
employee/partner), group healthcare benefits, medical or sick leave, retirement benefits, and state or local taxes assessed
on the compensation of employees. Payroll costs should also include severance pay, bonuses and other allowances or

stipends such as for housing, subject to the annualized cap, subject to further SBA guidance

Covered rent - rent obligated under a leasing agreement in force before February 15, 2020 (presumably includes bona

fide equipment leases in addition to office leases)

1
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Paycheck Protection Program

Definitions

Covered utilities - means payment for a service for the distribution of electricity, gas, water, transportation, telephone,

or internet access for which service began before February 15, 2020

Covered mortgage interest - means interest on any pre-February 15, 2020 indebtedness or debt instrument incurred
by the borrower in the ordinary course of business, if secured by a mortgage on real or personal property (not including

any prepayment of interest on a mortgage obligation)

Principal place of residence — FAQ 33 refers to the definition provided in IRS Code Section 121 which deals with the
qualifications for the gain exclusion on the sale of one’s principal residence. For this purpose I belive the most critical
piece to the definition 1s the primary work location of the employee (so employees who live and work outside the U.S.

on assignments lasting for more then 1 year would not count)

-
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Polling Question #1

Has the recent emphasis on the “certification in good faith” coupled with the loss of the deduction
benefit for expenses caused your organization to/consider giving the money back by May 14th or not
applying for the loan?

A.  Yes, we have or will give our loan monies back
B. No, we need the funds

C. Unsure —we are currently evaluating the issue




Paycheck Protection Program
75% Rule

* PPP “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)”

* If your average monthly payroll has declined at all since the 12-month period used to compute the loan amount, you will

struggle to reach 75% for the eight weeks

* If your payroll costs don’t quite reach 75%, you could consider whether to declare a special “thank you” bonus to rank-

and-file employees during the eight weeks

e FEven if vou don’t achieve total forgiveness, vou are left with a very nice two-vear loan at 1% interest
y g > Y y y
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Paycheck Protection Program

Head Count Reduction

4

Amount paid out in approved costs for the eight-week period determines your maximum forgiveness

However, this can be further reduced due to declines in headcount
* Measure the number of full-time equivalents (FTEs) during the eight-week period

* The average number of FTEs per month is calculated based on the average number of FTEs for each pay period falling within

a month
* Compare to the FTEs you had in either of two baseline periods:
e 2/15/19 to 6/30/19; or

e 1/1/20 to 2/29/20, whichever has fewer FTEs

7

¢ CPAs & ADVISORS

17



Paycheck Protection Program

Head Count Reduction

* If you had 10% fewer FTEs in the eight-week period than in your baseline period, then your loan forgiveness is

proportionately reduced, by that same 10%
* Calculation of FTE has not yet been defined for these purposes
* Calculation is usually an employee’s scheduled hours for a week divided by an employer’s hours for a full-time week

* AICPA recommends using ACA 30 hours as basis and a wage-based proxy

CPAs & ADVISORS
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Paycheck Protection Program
Salary/Wage Reduction

Identify all employees during the eight-week period whom you employed at any point during 2019 and “who did not
recetve, during any single pay period during 2019, wages or salary at an annualized rate of pay in an amount more than
$100,000%- (“below-100 people”)

«  Above 100 people immune?

»  Impact of bonus paid in a single pay period?

* No reduction for employees that did not work in 2019
Determine each employee’s average salary/wage rate for the first quarter of 2020

If 1/8th of the total amount of salary/wages paid to the employee for the eight-week period is at least 75% of their

average weekly rate during Q1 of 2020, then there is no further reduction in loan forgiveness

19



Paycheck Protection Program
Salary/Wage Reduction

* Butif the employee had a reduction in salary/wages such that their pay for the eight-week period went down by more

than 25%, then the dollar amount of the portion beyond 25% reduces, dollar-for-dollar, the amount of loan forgiveness
* Still waiting for guidance on exact methodology/methodologies that will be acceptable

* AICPA has recommended that the calculation be the average payroll per week rather than total compensation per

employee for the eight week period. See: https://www.aicpa.org/content/dam/aicpa/press/pressreleases/2020/aicpa-

ppp-recommendations-letter.pdf

| CPAs & ADVISORS
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Paycheck Protection Program
Relief

e Headcount reduction

* If by June 30, 2020 you bring your FTE levels back up to where they were at February 15, 2020, then that excuses whatever

reduction in forgiveness was attributable to a drop in headcount between February 15, 2020 and April 26, 2020
* The CARES Act wording is that the employer by June 30 “has eliminated” that reduction in the number of FTEs
*  We await guidance from the SBA on precisely what this means

* FAQ 40 —loan forgiveness will not be reduced if good faith written offer to rehire laid off employee is declined

* Salary/Wage-Related Reduction

* If by June 30, 2020 you have restored the salary/wage levels of the below-100 people to at least the level existing on February

15, 2020, then that excuses any salary/wage level reductions which occurred between February 15, 2020 and April 26, 2020

* The statutory wording is that the employer “has eliminated” the reduction in salary/wage

’%é
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Polling Question #2

Have you or your organization done a preliminary calculation expected PPP loan forgiveness?

Yes

No

We were waiting until further guidance from the
SBA before we do our preliminary calculation

i
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Paycheck Protection Program

PPP Loan Forgiveness Application

* A PPP loan recipient seeking loan forgiveness will likely be required to submit the following to their lender:

A formal application;

Documentation verifying the number of full-time equivalent employees on payroll and pay rates for the 8 week period and

certain preceding periods;
Payroll registers and payroll tax filings that document the qualifying payroll costs during the 8 week period;
Invoices or cancelled checks supporting other covered expenses (mortgage interest, rent, utilities);

Lease agreements, service agreements and other paperwork verifying that rent, mortgages and utilities paid for with loan funds

were under agreements that were active prior to February 15, 2020;

Any other documentation the SBA and individual lenders determine necessary

’%4
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Paycheck Protection Program
PPP Loan Tracking

* Bank Accounts: If the bank account with PPP funds is separate from your accounts that fund payroll and A/P, make
bank transfers to funds those accounts with PPP funds. At this time, there is no requirement to open a separate bank

account specifically for PPP activity.

* Transaction Coding: For an extra level of fund tracking, utilize your accounting system to tag PPP transactions.

General Ledger Accounts — be mindful of intruding on your current G/L structure and the impact that separate PPP accounts

would have.

Q Project/Job Dimension — a PPP project may be useful, but may take away from the true project/job that the PPP funded costs

belong to.

J Customer/Funder Dimension — if your books are currently set up to tag transactions to customers or funders, create a PPP

customet.

® | CPAs & ADVISORS
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Paycheck Protection Program

Other Tools to Maintain Outside the Accounting System

* Headcount Analysis: 8 week period vs. baseline period

* Wage Analysis: Only relevant for employees active during the 8 week period

Wage Analysis Sample

Avg. Weekly Total Wages 8  Weekly Rate 8

Rate Q1 2020  Week Period Week Period (1/8) Wage Variance  Forgiveness Impact
Employee A § 1,200 § 8,000 $ 1,000 83% No Impact
Employee B § 1,600 $ 8,000 $ 1,000 63% Reduction

* Forgiveness Projection that tracks qualifying PPP costs based on current assumptions

* Factor in the forgiveness floor of 75% payroll costs
* Factor in other forgiveness reducers (headcount reductions, FFCRA leave, etc.)

* Consider 2 versions if cash vs. accrual basis assumptions lead to material forgiveness discrepancies

CPAs & ADVISORS



Paycheck Protection Program

Recording the Loan Proceeds and Loan Forgiveness

NS Interest Funds
Jeetisa Expense Forgiven

Funds

Liability Revenue

Received
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Paycheck Protection Program

Bank Makes Decision

* The PPP lender is required to make a decision on loan forgiveness no later than 60 days after an application has been

submitted
* PPP loan amounts forgiven will be paid by SBA directly to the lender

* Aslong as the lender receives the required documentation and certifications from the borrower, the lender will not be

subject to SBA enforcement action or penalties if it chooses to forgive the loan

* In the absence of guidance, every lender will come up with their own interpretation of key terms and computational

formulas

: | CPAs & ADVISORS
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Paycheck Protection Program
Misuse of PPP Loan Funds

Pursuant to the SBA Interim Rules, if PPP funds are used for unauthorized purposes, the SBA will direct you to repay

these amounts

If you knowingly use the funds for unauthorized purposes, you will be subject to additional liability such as charges for

fraud

If a shareholder, member, or partner uses PPP funds for unauthorized purposes, the SBA will have recourse against

these individuals for the unauthorized use

CPAs & ADVISORS
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Polling Question #3

Is your organization utilizing a tracking system for PPP usage on the books?

Yes, using general ledger accounts

B.  Yes, using another dimension (project, job,
class, customer, etc.)

C. No

Unsure

7
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Questions?

Contact Us
Richard J. Locastro, CPA, IJD Troy Turner, CPA
Director Director
Nonprofit Tax Tax
tlocastro@gtfcpa.com tturner(@grfcpa.com

Elinor Litwack, CPA
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Outsourced Accounting & Advisory Services
O O in,

elitwack(@gtfcpa.com
Maryland | DC | New York

877-437-4771 | www.grfcpa.com
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COVID-19 Response

The Latest News, Alerts and Resources

Total Deaths

Check out our COVID-19 response
page for all of the latest news and
information related to the financial

impacts of the virus
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Disclaimer

This webinar is not intended as, and should not be taken as, financial, tax, accounting, legal, consulting or any other type of advice. While we
use reasonable efforts to furnish accurate and up-to-date information, we do not warrant that any information contained in or made
available in this webinar is accurate, complete, reliable, current or error-free. We assume no liability or responsibility for any errors or

omissions in the content of this webinar.

The use of the information provided in this webinar does not establish any contractual or other form of client engagement between GRF

CPAs & Advisors and the reader or user. Any U.S. federal tax advice contained in this webinar is not intended to be used for the purpose of

avoiding penalties under U.S. federal tax law. Readers and users of this webinar information are advised not to act upon this information
without seeking the service of a professional accountant.

CPAs & ADVISORS
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