
Paycheck Protection Program:
Loan forgiveness guidance
The Coronavirus Aid, Relief, and Economic Security Act, or CARES Act, expanded the U.S. Small 
Business Administration’s (SBA) Section 7(a) business loan program to create the Paycheck 
Protection Program (PPP), which provides employers with loans the primary purpose of which is to 
retain or maintain workforce and salaries for the eight-week period following loan disbursement.  

A primary feature of the PPP is the potential for forgiveness of that portion of the loan spent on 
payroll and other permitted operating expenses during the eight-week, or 56-day, period 
following the first loan disbursement (the Covered Period) (or alternative eight-week period tied to 
the borrower’s payroll period as described below), subject to certain reductions if the borrower 
fails to maintain or restore employee and salary levels. The SBA’s form of loan forgiveness 
application that each borrower must submit to its lender, which includes calculation tables for 
various components of forgiveness, has been provided on the SBA website. A lender may also 
make the SBA’s form available directly through the lender’s website. Borrowers are advised to 
check with their particular lender for additional forgiveness calculators or similar aids to be used in 
calculating the forgiveness amount, in addition to the worksheets included as part of the SBA’s 
form of loan forgiveness application.

The following graphic is aimed at helping borrowers understand how their actual forgiveness 
amount will be calculated.
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Loan amount and use of funds

Loan forgiveness

Forgiveness reduced by...

Documentation required Opportunity: “Safe Harbor”

Maximum loan amount

Use of proceeds
Eligible payroll costs include compensation 
to employees (including furloughed 
employees but excluding independent 
contractors) in the form of salary, wages, 
commissions or similar compensation 
(including bonuses and hazard pay), up to 
$100,000 on an annualized basis per 
employee; cash tips or the equivalent; 
payment for vacation, parental, family, 
medical or sick leave; allowance for 
separation or dismissal; payment for the 
provision of employee benefits consisting of 
group health care coverage and 
retirement benefits, including insurance 
premiums; continuation of group health 
care benefits during periods of paid sick, 
medical or family leave, including 
insurance premiums; and payment of 
employer portion of state and local taxes 
assessed on compensation of employees. 
Payroll costs incurred but not paid (i.e., a 
borrower did not distribute relevant 
paychecks or originate an ACH 
transaction) during the last pay period of a 
borrower’s Covered Period (or Alternative 
Payroll Covered Period if a borrower so 
elects) are eligible for forgiveness if paid on 
or before the next regular payroll date.
Eligible non-payroll costs include mortgage 
interest payments (but not mortgage 
prepayments or principal payments) on 
mortgage obligations incurred prior to Feb. 
15, 2020; rent payments on leases for both 
real and personal property dated prior to 
Feb.15, 2020; and utility payments under 
service agreements dated prior to Feb. 15, 
2020, including services for the distribution 
of electricity, gas, water, transportation, 
telephone and internet access for which 
services began prior to Feb. 15, 2020. 
Non-payroll costs eligible for forgiveness 
must be paid during the Covered Period or 
incurred during the Covered Period and 
paid on or before the next regular billing 
date, even if such billing date is after the 
Covered Period. The Alternative Payroll 
Covered Period is not available for 
calculating non-payroll costs.

The PPP loan forgiveness amount will be 
reduced by any proceeds from any 
previously received SBA economic injury 
disaster loan (EIDL) advance up to 
$10,000. The forgiveness amount will also 
be subject to reduction based on (i) 
reductions in full-time-equivalent (FTE) 
employee head count, by the same 
percentage as the percentage 
reduction in FTE employees and (ii) 
reduction in salary occurring during the 
Covered Period (or Alternative Payroll 
Covered Period) that is in excess of 25% 
of the total salary or wages of an 
employee (excluding any employees 
earning in excess of $100,000 on an 
annualized basis for 2019) earned 
between Jan. 1, 2020, and March 31, 
2020 on a dollar-for-dollar basis. The 
salary/wage reduction will apply only to 
the portion of the decline in employee 
salary and wages that is not attributable 
to an FTE employee reduction. If a 
borrower elects to utilize the Alternative 
Payroll Covered Period for purposes of 
calculating payroll costs subject to 
forgiveness, then such Alternative Payroll 
Covered Period must also be used for 
purposes of calculating reductions to 
such borrower’s forgiveness amount due 
to FTE employee or salary/wage 
reductions.

The actual amount of loan forgiveness is 
based on the total amount spent by the 
borrower on eligible payroll and 
non-payroll costs during the Covered 
Period (or Alternative Payroll Covered 
Period for payroll costs at a borrower's 
election). For these purposes, not more 
than 25% of the loan forgiveness amount 
may be attributable to non-payroll costs.

Borrower reductions in individual employee 
salaries that occurred between Feb.15, 
2020, and April 26, 2020, will be disregarded 
in calculating any reduction to the 
forgiveness amount if, by June 30, 2020, the 
borrower returns salaries to their Feb. 15, 
2020 levels. Additionally, if a borrower’s FTE 
employee levels were reduced during the 
period from Feb. 15, 2020 to April 26, 2020, 
but not later than June 30, 2020 such FTE 
employee levels are restored to Feb. 15, 
2020 levels, then the FTE headcount safe 
harbor will apply and such borrower’s 
forgiveness amount will not be subject to 
reduction based on average weekly FTE 
employee head count during the Covered 
Period (or Alternative Payroll Covered 
Period). There is no requirement that the 
borrower rehire the same employees; 
restoring the number of FTE employees 
would be sufficient. If the borrower fires an 
employee and then makes a written offer in 
good faith to rehire the same employee (for 
the same salary/wages and same number 
of hours), but the employee declines the 
offer, or if an employee is fired for cause, 
voluntarily resigns or voluntarily requests and 
receives a reduction of their hours, then 
such reductions will not count against the 
borrower’s forgiveness amount. The 
borrower's rehire offer and the employee’s 
rejection of such offer must be documented 
by the borrower and the borrower must 
inform the applicable state unemployment 
insurance office of such employee’s 
rejected rehire offer within 30 days of the 
employee’s rejection of such offer.

The lesser of:

The loan amount may be used for two 
categories of costs, of which no more than 
25% may be spent on non-payroll costs:

Applies to costs incurred by the borrower over 
the Covered Period; alternatively, solely for 
purposes of calculating payroll costs for 
forgiveness, borrowers with a biweekly or 
more frequent payroll may elect to measure 
such period from the first day of the 
borrower's first pay period following receipt of 
its first loan disbursement (the Alternative 
Payroll Covered Period):

First loan disbursement or first day of 
borrower's first pay period following 
first loan disbursement

8 weeks

Max 25% 
of forgiveness 

amount

At least 75%
of forgiveness 

amount

A borrower must submit a 
forgiveness application to the 
lender servicing its loan in 
order to be considered for 
forgiveness, including 
documentation verifying the 
number of FTE employees 
and pay rates, cash 
compensation and non-cash 
benefit payments, as well as 
the payments on eligible 
mortgage, lease and utility 
obligations, such as payroll 
tax filings, canceled checks, 
evidence of electronic 
payment transfers and other 
payment documentation.
Borrowers must retain all 
supporting documentation in 
connection with their PPP 
loan for six years after the 
date the loan is forgiven or 
repaid in full.

or

+

+

$10M
Avg. monthly 

payroll

x 2.5

Payroll
costs

Non-payroll
costs

Payroll
costs

% of net 
decrease in 

monthly 
average FTE 
employees

(Covered Period 
(or Alternative 

Payroll Covered 
Period) vs. 

previous period*)

Aggregate 
individual 

compensation 
reduction in 

excess of 25% 
on a 

dollar-for-dollar 
basis

(during the 
Covered Period 
(or Alternative 

Payroll Covered 
Period))

Proceeds from any previously 
received SBA EIDL advance

(Up to $10,000)

Non-payroll
costs

Rent
Utilities 

Interest on 
mortgages

Salaries, wages, 
commissions, 

vacation, 
sick pay

Group health 
insurance

Retirement 
benefit costs 

Employer portion 
of state/local 

taxes on 
compensation

* The relevant period (or baseline) is either the period 
beginning on Feb. 15, 2019, and ending on June 30, 2019, 
or the period beginning on Jan. 1, 2020, and ending on 
Feb. 29, 2020, at the election of the borrower.




