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ATTORNEYS AT LAW 

 
MEMORANDUM 

* Full-Time Equivalent Employees means the sum of any full-time employees (those who work at least 30 
hours a week) plus a combination of part-time employees who in combination average at least 30 hours a 
week and together are counted as the equivalent of one full-time employee.  

Subject: Federal CARES Act – Paycheck Protection Program Loan Forgiveness 

Date: March 30, 2020 
 

In considering whether to apply for the new SBA Paycheck Protection Program, one of the 
most important aspects of the new Program to understand is the ability to have a partial or even 
full amount of the loan received forgiven.  

 
Here is a summary of the loan forgiveness aspect of the Program to help you decide whether 

or not participation in the Program is right for you or your business: 
Overview of Loan Forgiveness 

Any business receiving a loan under the Paycheck Protection Program will be eligible for 
forgiveness of the loan equal to the amount the business spent during the first 8-week period after 
receiving the loan on the following: 

• Payroll costs (using the same definition of payroll costs used to determine loan 
eligibility); 

• Interest on the mortgage obligation incurred in the ordinary course of business;  
• Rent on a leasing agreement; and/or 
• Payments on utilities (electricity, gas, water, transportation, telephone, or internet). 

• For business with tipped employees, additional wages paid to those employees. 
Therefore, if 100% of the loan proceeds are used to pay for any of the items listed above in the 

first 8-weeks after receiving the loan, 100% of the loan is potentially eligible to be forgiven. 
However, the loan forgiveness will not exceed the principal amount of the loan received. 
Limits on Amount of Forgiveness 

While the loan forgiveness aspect of the Program is certainly promising, it is important to note 
that the amount eligible to be forgiven will potentially be reduced if either:  

1) There is a reduction in the number of employees of the business; or  
• If such a reduction occurs, the amount of the loan eligible for forgiveness will be 

reduced by the following equation: 
 
 
 

2) There is a 

reduction of greater than 25% of the total wages or salary of an employee. 

Payroll Costs 
(same definition used to 

determine loan eligibility) 

Average Number of Full-Time 
Equivalent Employees* (FTEs) per 
month for the first 8-week period 

after receiving the loan 

Option 1: Average number of FTEs per month from February 15, 2019 to June 
30, 2019; or 
Option 2: Average number of FTEs per month from January 1, 2020 to February 
29, 2020. 
Seasonal Employers: Average number of FTEs per month from February 15, 
2019 to June 30, 2019. 

At the 
Election of 

the Business 
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• If your total payroll expenses on workers making less than $100,000 annually 
decreases by more than 25 percent, loan forgiveness will be reduced by the same 
amount as the reduction. 
 

Exemption for Re-Hires or Restore Wages 
If reductions in the number of employees or in salary/wages is necessary or occurs between 

February 15, 2020 – April 25, 2020, such action will not reduce the amount of loan forgiveness as 
described above, if by June 30, 2020, the business eliminates the reduction in employees or 
reduction in wages and returns their payroll costs to the amount before the reductions occurred.  
 
Tax Treatment of the Loan Forgiveness  

Any amount of the loan forgiven will be considered canceled indebtedness and will be 
excluded from gross income.  
 
 How to Apply for Loan Forgiveness 

To apply for loan forgiveness after participating in the Paycheck Protection Program, the 
business receiving the loan must submit to the lender serving the loan an application for 
forgiveness. Such Application must include the following: 

1) Documentation verifying the number of full-time equivalent employees on payroll 
and pay rates during both the first 8-weeks after receiving the loan and during the 
period used to calculate average payroll costs; 

o Such documentation must include, payroll tax filings reported to the IRS 
and state income, payroll, and unemployment insurance filings. 

2) Documentation including cancelled checks, payment receipts, transcripts of 
accounts, or other documents verifying payments on covered mortgage 
obligations, payments on covered lease obligations, and covered utility payments; 

3) A certification from the business that the documentation presented is true and 
correct and a certification that the amount for which forgiveness is requested was 
used to retain employees, make interest payments on a covered mortgage 
obligation, make payments on a covered rent obligation, or make covered utility 
payments; and  

4) Any other documentation that the SBA Administrator determines necessary. 
 

Should you have any further questions on the loan forgiveness part of the Paycheck Protection 
Program please don’t hesitate to email or call our firm. Again, we would be happy to help navigate 
you and your business through this newly enacted Program and we continually pray for the well-
being of you and your families during this time.  


