Preparing for COVID-19 Recovery
Loan Options &
Forgiveness Strategies
Weekly Update: June 18, 2020

This slide deck contains information on the COVID-19 related Loan
Options & Forgiveness Strategies and is the most up-to-date as of
June 18, 2020.
Changes are constant and additional guidance is on-going. We will
keep you posted on changes through our weekly webinar updates and
COVID-19 resource center. You can also reach out to your Sax
advisor for the most recent information.
Please visit our Resource Center at www.saxllp.com for on-going
updates, or email covid19@saxllp.com with questions.
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Our firm provides the information in this webinar presentation for
general guidance only, and does not constitute the provision of legal
advice, tax advice, accounting services, investment advice, or
professional consulting of any kind.

The information provided herein should not be used as a substitute
for consultation with professional tax, accounting, legal, or other
competent advisers.
Before making any decision or taking any action, you should consult
a professional adviser who has been provided with all pertinent facts
relevant to your particular situation.
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Today’s Agenda
• Introduction
• Updates
– Economic Injury Disaster Loans (EIDL)
– Main Street Lending Program

• PPP Loan Forgiveness
– New Guidance & Application Forms
– FTE Rehire Exemptions
– Loan Forgiveness Calendar

• Open Discussion

Updates

Updates
Economic Injury Disaster Loan Program

• Economic Injury Disaster Loan Program
– On June 15, 2020, SBA re-opened program to all eligible small businesses
• Restrictions for agricultural-only businesses have been lifted

– EIDL Advance (up to $10,000 is available as well)
– Applicants are not required to be approved for an EIDL in order to receive the Advance
• EIDL Advance will be deducted from total loan eligibility

– $150,000 limit

• Loan proceeds may be used to:
– Provide paid sick leave to employees unable to work due directly to COVID-19;
– Maintain payroll to retain employees during business disruptions or substantial slowdowns;
– Meet increased costs to obtain materials unavailable from the applicant’s original source due to
supply chain interruption
– Make rent or mortgage payments; and
– Repay obligations that cannot be met due to revenue losses

Updates
Main Street Lending Program

• 3 Loan Facilities
– Main Street New Loan Facility (“MSNLF”)
– Main Street Priority Loan Facility (“MSPLF”)
– Main Street Expanded Loan Facility (“MSELF”)

• Intended to provide credit for small and medium-sized businesses in sound financial
condition prior to the COVID-19 outbreak until conditions normalize
• Federal Reserve opened the program on June 15, 2020
• Eligible borrowers should contact lending institutions to discuss next steps
• Lenders are required to register
– Federal Reserve is encouraging lending institutions to immediately start making loans

Updates
Main Street Lending Program – Comparative Chart
MSNLF

MSPLF

MSELF
Upsized Tranche

Underlying Loan

Maturity

5 years

5 years

5 years

Remaining maturity of at least 18 months
(taking into account adjustments made to
the maturity of the underlying loan after
April 24, 2020, including at the time of the
upsizing)

Principal Deferral

2 years

2 years

2 years

N/A

Interest Deferral

1 year

1 year

1 year

N/A

Unpaid Interest
Capitalization

Yes

Yes

Yes

N/A

Interest Rate

LIBOR (1 or 3 month)
+ 300 basis points

LIBOR (1 or 3 month) +
300 basis points

LIBOR (1 or 3
month) + 300 basis
points

N/A

Prepayment

No penalty

No penalty

No penalty

N/A

Updates
Main Street Lending Program – Comparative Chart (cont’d)
MSNLF

MSPLF

MSELF
Upsized Tranche

Underlying Loan

Principal
Amortization
Schedule

15% at the end of the 3rd
year & 4th year; 70% at
the end of the 5th year

15% at the end of the 3rd
year & 4th year; 70% at
the end of the 5th year

15% at the end of the 3rd
year & 4th year; 70% at
the end of the 5th year

N/A

Loan Size

$250,000 - $35 million

$250,000 - $50 million

$10 million - $300 million

N/A

Relevant Adjusted
2019 EBITDA for
Maximum Loan
Size Calculation

4 times

6 times

6 times

N/A

Loan &
Origination Fees

Transaction Fee: 100 BPS
Origination Fee: 100 BPS

Transaction Fee: 100 BPS
Origination Fee: 100 BPS

Transaction Fee: 75 BPS
Upsizing Fee: 75 BPS

N/A

SPV pays annual fee of
25BPS to Lender

SPV pays annual fee of
25BPS to Lender

SPV pays annual fee of
25BPS to Lender
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PPP Loan Forgiveness

PPP Loan Forgiveness
Paycheck Protection Program Flexibility Act of 2020

• Paycheck Protection Program Flexibility Act of 2020
– Signed by the President on June 5, 2020

• Highlights include:
– Extension of the loan term from 2 years to 5 years
– Expansion of the overall PPP from June 30, 2020 to December 31, 2020
• Must receive funding by June 30, 2020
– Extension of the Covered Period from 8 weeks to the earlier of:
• 24 weeks from loan origination; or
• December 31, 2020
• Election for 8 week covered period is available
– Modification of the 75%/25% payroll cost/non-payroll cost split to 60%/40%, respectively
• Clarified that no “cliff” exists
– Removal of restrictions on the deferral of employer-side social security taxes
– Revised deferral period
– Additional employee rehire exceptions
– Application filing deadline

PPP Loan Forgiveness
Updates

• New Information & Updates:
– SBA Interim Final Rule (June 5, 2020)
• Revisions to the First Interim Final Rule
• Includes changes set forth by PPP Flexibility Act of 2020

– SBA Interim Final Rule (June 11, 2020)
• Additional Revisions to the First Interim Final Rule
• New Eligibility Restrictions
– Ineligible for PPP loan if, for example, owner of at least 20% of the applicant is:
» Incarcerated, on probation, or on parole; or
» Presently subject to an indictment, criminal information, arraignment, or other means by which formal
criminal charges are brought in any jurisdiction;
– Also ineligible if, for example, owner of at least 20% of the applicant has been:
» Convicted of a felony involving fraud, bribery, embezzlement, or a false statement in a loan
application or an application for federal financial assistance within the last 5 years; or
» Convicted of any other felony within the last year

PPP Loan Forgiveness
Updates

• New Information & Updates:
– SBA Interim Final Rule (June 16, 2020)
• Revisions to the Third & Sixth Interim Final Rules
• At least 60% of the PPP loan proceeds shall be used for Payroll Costs
– Refinanced EIDL included for purposes of determining percentage usage of payroll costs

• Defines amounts eligible for forgiveness
– Payroll Costs up to $100K annualized per employee
» 8 Weeks = $15,385
» 24 Weeks = $46,154
» Covered benefits for employees, but not owners, including health care expenses, retirement
contributions and state taxes imposed on employee payroll paid by the employer
– Owner Compensation Replacement
» Calculated based upon 2019 net profit
» 8 Weeks = $15,385
» 24 Weeks = $20,833
– Non-Payroll Costs (i.e., mortgage interest, rent or utilities incurred prior to February 15, 2020)

– Contradictory information between Interim Final Rule and Loan Forgiveness Applications

PPP Loan Forgiveness
New Forms

• New loan applications for borrowers & lenders
– Form 2483, Borrower Application Form
• Revisions to Question 6

– Form 2484, Lender Application Form
• Revisions to Section H

• New loan forgiveness applications
– Form 3508EZ, Paycheck Protection Program Loan Forgiveness Application
– Form 3508, Paycheck Protection Program Loan Forgiveness Application

PPP Loan Forgiveness
Loan Forgiveness Application Forms – Form 3508EZ
• SBA released Form 3508 and Form 3508EZ
• Borrowers meeting one of the following three criteria are eligible to use Form 3508EZ:
1. Self-employed individuals, independent contractors, or sole proprietors who had no employees at the
time of PPP loan application; or
2. Did not reduce salaries of any employee earnings less than $100,000 annualized by more than 25%
when comparing the Covered Period to Q1 2020 and the borrower 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.
• Note that reductions attributable to the borrower’s inability to rehire personnel employed on February 15, 2020
and refill those positions with similarly qualified employees on or before December 31, 2020, as well as
situations where job offers to restore hours were rejected, may be ignored.; or

3. Did not reduce salaries of any employee earnings less than $100,000 annualized by more than 25%
when comparing the Covered Period to Q1 2020 and the Borrower was unable to operate during the
Covered Period at the same level of business activity as before February 15, 2020, due to compliance
with certain governmental standards related to the COVID-19 pandemic (i.e., sanitation, social
distancing, customer safety, etc.)

• Borrowers who do not meet this criteria would use Form 3508

PPP Loan Forgiveness
Loan Forgiveness Application Forms - Overview
• Updated and revised guidance includes:
– 60/40 Payroll Cost/Non-Payroll Cost Split
– 24-week Covered Period
• Annualize employee (but not owner) compensation at rate of 24/52 (i.e., $46,154 per individual)
• Limit owner compensation to 2.5 months’ worth of 2019 profit (up to $20,833 per individual)
– Note that the $100K annualized salary limit still applies
– No changes for borrowers selecting the 8-week Covered Period

– Non-Cash Benefits
• Employer health insurance contributions made on behalf of self-employed individuals, general partners orowner-employees of S-Corporations are ineligible for forgiveness
– Query: Are health insurance contributions made on behalf of C-Corporation owner-employees
eligible for forgiveness?
• Employer retirement contributions made on behalf of self-employed individuals or general partners are ineligible
for forgiveness
– Query: Are retirement contributions made on behalf of S-Corporation and/or C-Corporation owneremployees eligible for forgiveness?

– Covered Period vs. Alternative Covered Period
– Paid or incurred

PPP Loan Forgiveness
Loan Forgiveness Application Forms – FTE Reduction Exceptions
•

Additional FTE Information (Form 3508): Applicants enter the total FTEs as of the earlier of the
application date or December 31, 2020.

•

Representations & Certifications (Form 3508): Applicants can check a box to indicate that they were
unable to return to pre-February 15, 2020 levels of activity due to compliance with the requirements and
guidance issued between March 1, 2020 and December 31, 2020 by the governmental agencies
referenced above related to the maintenance of standards of sanitation, social distancing, or any other
work or customer safety requirement related to COVID-19.

•

Representations & Certifications (Form 3508EZ): Applicants must check a box indicating that they
Eligibility Requirement #2 or #3 as detailed earlier.
– Note that the guidance here appears contradictory, as the instructions indicate that applicants need
only meet one of the three criteria detailed earlier.
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PPP Loan Forgiveness
FTE Exceptions

• What kind of FTE Information Do You Need?
– Comparative Headcount
• FTEs from February 15, 2019 – June 30, 2019
• FTEs from January 1, 2020 – February 29, 2020
• FTEs from any consecutive 12 week period from May 1, 2019 – September 15, 2019
– (Seasonal Employers only)
• FTEs during the 8-week or 24-week Covered Period
• Employees as of February 15, 2020
• FTEs at June 30, 2020
• FTEs as of the application date
• FTEs at December 31, 2020

– Salary & Other Information
• Annualized 2019 salary for employees earning less than $100K
• Cash & non-cash benefits during the Covered Period
• Owner/Shareholder/Partner Compensation
• Number of hours worked per week

PPP Loan Forgiveness
FTE Exceptions (cont’d)

• What kind of FTE Information Do You Need?
– Efforts & Barriers to Restore Headcount
•
•
•
•

Previously-terminated employees who declined a rehire opportunity;
Employees who were fired for cause;
Employees who voluntarily resigned; or
Employees who voluntarily requested and received a reduction in hours

– PPP Flexibility Expansion Act
• Borrowers in good faith must document an inability to:
– Rehire employees who were employed as of February 15, 2020; and
– Rehire similarly qualified employees for unfilled positions by December 31, 2020; or
– Return to the same level of pre-February 15, 2020 business activity, but unable to do so due to
governmentally-established requirements implemented between March 1, 2020 – December 31, 2020,
related to maintenance of standards for sanitation, social distancing, or any other COVID-19 related
worker or customer service requirements

• Document, Document, Document

PPP Loan Forgiveness
FTE Exceptions (cont’d)

• How do you count FTEs?
– For each employees, accumulate the average number of hours paid per week
– Divide this total by 40 and round to the nearest 1/10th (capped at 1.0)
– Simplified method
• 1.0 for employees who work at least 40 hours/week
• 0.5 for all other employees

•

How do the FTE headcount reduction and the 25% salary reduction interact?
– SBA Interim Final Rule issued on May 22, 2020 clarified that the 25% salary/wage reduction only applies in
situations not attributable to FTE headcount reductions
– Example:
• Hourly wage employee had been working 40 hours per week during the borrower selected reference period (FTE employee of
1.0).;
• The borrower reduced the employee’s hours to 20 hours per week during the covered period (FTE employee of 0.5).;
• No change to the employee’s hourly wage during the covered period.;

– Because the hourly wage did not change, the reduction in the employee’s total wages is entirely attributable to the
FTE headcount reduction and the borrower is not required to conduct a salary/wage reduction calculation for that
employee.

PPP Loan Forgiveness
Calendar
PPP Item

Description

Loan Funding

Date Proceeds Were Received

8-Week Period Ends

8-Week
Covered Period

24-Week
Covered Period

May 1, 2020

May 1, 2020

56 Days

June 25, 2020

----------------------

24-Week Period Ends

168 Days

--------------------

October 16, 2020

Forgiveness Application
Deadline (1)

10 Months from End of Covered
Period

April 25, 2021

August 16, 2021

Bank Review Period

60 Day Maximum

June 24, 2020

October 15, 2021

SBA Review Period

90 Day Maximum from the
Bank Decision Date

August 22, 2021

January 13, 2022

Loan Due Date

2-5 Years (2)

August 22, 2023 –
August 22, 2026

January 13, 2024 –
January 13, 2027

Document Retention

6 Years

August 22, 2029 –
August 22, 2032

January 13, 2030 –
January 13, 2033

(1) If the forgiveness application is not submitted by the due dates referenced above, principal and interest
payments must begin immediately
(2) Loans initiated after June 5, 2020 have an automatic 5-year amortization period; Loans initiated prior to this
date have a 2-year amortization period, but borrowers and lenders can negotiate to 5 years

PPP Loan Forgiveness
Open Questions

The following questions are still unclear and need further guidance from the SBA:
1. How does the paid and incurred standard impact retirement benefit forgiveness?
2. Are corporate shareholders who also are employees allowed to include non-cash benefits in
forgiveness requests where partners and other self-employed individuals are expressly forbidden?
3. Will the expenses be deductible for tax purposes?
4. How will the state taxing jurisdictions treat the forgiven funds?
5. Will the costs eligible for forgiveness be expanded?
6. What is the definition of a transportation utility?
7. Will there be a separate application for seasonal employers?
8. When can borrowers apply for forgiveness?
9. How does the December 31, 2020 rehire date impact borrowers who want to apply for forgiveness
prior to this date?
10. When will new guidance be released by the SBA and/or Treasury?
11. Are owners of multiple entities allowed to claim compensation for each entity?
12. How many more times will this application change prior to being submitted?
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Open Discussion

Upcoming Webinar
Thursday, June 25 @ 10 AM
Weekly Recovery Update: COVID-19 Loan Options and Forgiveness Strategies

More Resources
• For additional questions: Email Covid19@saxllp.com

• Visit Sax’s COVID-19 Resource Center found on Saxllp.com to register for
webinars and for on-going information and resources.

