
Small Business Administration 

PPP Loan Forgiveness Best Practices and Checklist 

 

In general, Paycheck Protection Program (“PPP”) loans can only be used for allowed expenses 

such as payroll, rent and utilities. For the first eight (8) weeks after the loan is issued, the loan 

amount can be forgiven. The Small Business Administration continues to roll out guidance, 

adding items to its online FAQ sheet, also attached, for the program on a daily basis.  

  

The rules one day can change the next. The piecemeal distribution of guidance has led to some 

confusion and often results in changes that could impact whether a business receives loan 

forgiveness. Since loan forgiveness is not as straightforward as it seems, this checklist seeks to 

address issues raised by credit unions, as PPP lenders, and practical considerations for both 

lenders and businesses that will weigh on whether PPP loans are actually forgiven. There is no 

"one-size-fits-all" set of guidelines. 

 

Please note that final guidance is still forthcoming from the SBA and Treasury on 

forgiveness which will impact the checklist and considerations below. 

 

1. Covered Expenses 

Covered expenses, beginning on the date the loan is first funded and continuing for eight weeks 

thereafter (“Covered Period”), are eligible for forgiveness. Covered expenses include payroll 

costs, payment of interest on pre-existing mortgage obligations, rent under pre-existing leases, 

and utility payments (“Covered Expenses”). Importantly, payroll costs must account for at least 

75% of the Covered Expenses. 

• Payroll costs is defined to include salary, wages, commissions or similar compensation; 

cash tips or the equivalent (based on employer records of past tips or, in the absence of 

such records, a reasonable, good-faith employer estimate of such tips); 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, 

including insurance premiums and retirement; payment of state and local taxes assessed 

on compensation of employees; and for an independent contractor or sole proprietor, 

wages, commissions, income or net earnings from self-employment or similar 

compensation, paid during the Covered Period, in an amount up to $100,000 per person 

on an annual basis, prorated over the Covered Period. 

• Rent, mortgage or other interest payment obligations must be paid during the Covered 

Period for an obligation that was in place before February 15, 2020. 

• Utility payments include electric, gas, water, transportation, telephone, or internet access 

during the Covered Period for services that commenced before February 15, 2020. 

 

2. Staffing and Pay Requirements 

Employers, as business borrowers, are required during the Covered Period to maintain their full-

time employee headcount as of February 15, 2019 to June 30, 2019 or January 1, 2020 to 

February 29, 2020, whichever is lower. An employer has until June 30, 2020 to reach the 

previous headcount level. If an employer does not maintain the headcount, then the forgivable 

expenses will be reduced proportionally, such as in proportion to the wages paid to the non-

renewed position. 

 

An employee’s pay over the Covered Period must not be 75% less than the pay to that employee 

for the period during the most recent quarter in which the employee was employed. If the 

https://nam04.safelinks.protection.outlook.com/?url=https%3A%2F%2Fhome.treasury.gov%2Fsystem%2Ffiles%2F136%2FPaycheck-Protection-Program-Frequently-Asked-Questions.pdf&data=02%7C01%7Cmclancy%40ccua.org%7Cc084a5daf7484a43a78908d7f6636364%7Cf29e69a3567b4221aa245e70e93bfe80%7C1%7C0%7C637248779045405014&sdata=aQ7B5Va1MmAnmbMuLLk7p7z8p8uljwVqn19gcqg9G9Y%3D&reserved=0
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employee’s pay reduction is greater than that threshold, then the eligible amount for forgiveness 

will be reduced by the difference. 

3. Employee Retention 

Importantly, an employer is not required to retain the same employees, only the same headcount. 

Employees who were laid off or placed on furlough, therefore, are not required to return to their 

previous roles. Further, an employee who rejects an offer of employment, perhaps because he or 

she is receiving greater compensation through unemployment benefits than they would receive in 

wages when employed, may no longer be eligible for unemployment benefits. The employer, 

however, will have to challenge the unemployment claim with the applicable state agency, which 

is a time consuming process and often slanted toward the employee.  

 

Employees who were laid off or placed on furlough may not wish to be rehired onto payroll. If 

the employee rejects a re-employment offer, this employee may be allowed as an exclusion when 

calculating forgiveness. To qualify for this exemption: 

• The borrower must have made a written offer to rehire in good faith; 

• The borrower must have offered to rehire for the same salary/wage and number of hours 

as before the employee was laid off; and 

• The borrower must have documentation of the employee’s rejection of the offer. 

 

Reminder: Employees who reject offers for re-employment may no longer be eligible for 

continued unemployment benefits. 

As an alternative, an employer can consider offering a retention bonus to incentivize the 

employee to return. If an employee rejects an employer’s offer of employment and the employer 

cannot find a replacement employee, an employer may be able to exclude the position from the 

employer’s headcount. In order to reduce the headcount, the employer must 1) have made a 

written offer to return; 2) have offered to return at the same salary/wage and number of hours 

prior to the termination/furlough; and 3) have documentation of the employee’s rejection of the 

offer. 

 

Following the end of the Covered Period, the employer is not required to maintain any specific 

headcount. 

 

4. Documentation 

In order to receive forgiveness, employers must document the use of the PPP loan proceeds 

during the Covered Period. Specifically, the employer must be able to provide the following 

documentation and information: 

• The number of full-time equivalent employees on payroll and their pay rates to verify that 

the employer met the staffing and pay requirements, including: 

o Payroll reports; 

o Payroll tax filings; 

o State income, payroll, and unemployment insurance filings; 

• Retirement and health insurance contributions; and 
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• Eligible interest, rent, and utility payments (i.e., cancelled checks, payment receipts, 

account statements, etc.). 

 

Businesses must be encouraged to document as much as possible during the eight-week period so 

that both the credit union and the SBA can use the data to determine whether the borrower 

deserves loan forgiveness. Documentation to be retained includes copying invoices and retaining 

them in separate electronic folders.  

 

As a reminder, when applying for loan forgiveness, borrowers should bring the following actual 

documentation to the table, assuming loan proceeds were spent on all eligible categories:  

• Documents verifying the number of full-time equivalent employees on payroll, and their 

salary/wages for the period you used the loan to pay them. These could include payroll reports 

from a payroll provider, Form 941, payroll tax filings, state income/payroll/unemployment 

insurance filings, and paperwork that verifies retirement and health insurance contributions. 

• Documents showing payments of mortgage interest, rent, and utilities. These could 

include canceled checks, payment receipts, or account statements.  

• Sole proprietors and other self-employed workers can use loan proceeds to replace lost 

income (up to $100,000 annualized), but the remainder of the loan must be used on non-

payroll costs in order to qualify for full forgiveness. 

 

DEADLINE: After an application for forgiveness is received, lenders are required to 

provide a response within 60 days. 

5. Use of Funds/No Comingling of Funds 

Covered Expenses are forgivable only to the business that received the PPP loan. PPP loan 

funds, therefore, cannot be used for or intermingled with affiliated entities that were not included 

in the PPP application. Businesses must be prepared to keep detailed records necessary to receive 

forgiveness. To make that process easier, a best practice is to segregate PPP funds and establish a 

second account to exclusively hold PPP loan proceeds. This option will make it easier to track 

and verify usage of the money to validate forgiveness and avoid potential confusion from the co-

mingling of funds. 

 

According to PPP rules, recipients must spend 75% of the loan on payroll costs within eight 

weeks to be eligible for loan forgiveness. At this time, the eight week threshold is believed to 

begin as soon as the loan money is deposited. Payroll is defined as salary, health care insurance 

and retirement benefits. Businesses are also allowed to include certain state and local taxes 

assessed to employees. The other 25% can be used for utilities, rent or mortgage interest and is 

complex. As a result, if  payroll needs total only 70%, a business may not be eligible for 

forgiveness. Part of the loan may be eligible for forgiveness and part may be determined to be a 

loan to be paid back over two years with 1% interest.  

Prepayment of rent or a mortgage is not an allowed use of PPP funds and is not eligible for 

forgiveness. Any interest paid on mortgaged property used for business purposes is an eligible 

expense that PPP funds can be used for and qualifies for forgiveness. Acceptable examples 

include: 
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• Mortgage interest on a warehouse owned to store business equipment 

• Auto loan interest on a car owned to make business deliveries 

6. Consult with Experts 

Business owners should consult with their accountants on a continuing basis, often weekly, as 

well as their legal counsel. If a business uses a payroll processing provider, then such vendor 

should be contacted and request detailed payroll cost reports for the eight weeks which are the 

subject of the loan in question. As credit unions are the point of member contact and bear the 

burden to recommend to the SBA whether the loan should be forgiven, the additional guidance 

from the SBA in this area is critical. 

7. IRS Treatment-No Deduction of PPP Loans 

 

PPP loan forgiveness was supposed to be deductible in 2020 taxes for borrowers. The Internal 

Revenue Service (“IRS”) has changed its views, through IRS Notice 2020-32, and has 

determined that the amount forgiven would not be deductible. Specifically, income associated 

with forgiveness is excluded from a taxpayers’ gross income. 

 

Pending legislation has been introduced to change this treatment and has been introduced to 

clarify that ordinary expenses funded by PPP loans are deductible by taxpayers. The bill is 

supported by the American Institute of CPAs (AICPA). In the interim, all parties should be 

reminded that the IRS has clawed back this benefit of the CARES Act. 

 

8. Laid Off, Furloughed or Non-Returning Employees  

 

Businesses must rehire any laid-off or furloughed employees if they want to use 75% of the loan 

proceeds on personnel. Furthermore, the forgiveness amount will be lowered if the business cuts 

pay for employees making less than $100,000 a year by more than 25%. When calculating a 

change in headcount, businesses can compare their current staffing level to either its full-time 

equivalent headcount in the first two months in 2020, or the same metric for Feb. 15, 2019-June 

30, 2019. If a business had been in growth mode prior to the pandemic, and its headcount was 

low last year, having such an option will help. Business owners can also hire employees with 

new skill sets, rather than rehire those they laid off. 

 

Some employees are refusing to return from unemployment, where they could possibly make 

more than if they were employed. The SBA’s FAQ sheet states that if a business owner offers to 

rehire an employee for the same salary/wages and hours after receiving PPP funds, and the 

employee refuses that offer, then it will not impact the forgiveness amount. To qualify for this 

exception “the borrower must have made a good faith, written offer of rehire, and the employee’s 

rejection of that offer must be documented by the borrower.” The SBA also noted that employees 

who reject offers of re-employment may forfeit eligibility for continued unemployment 

compensation. 
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If not all employees choose to return, then businesses exercise care to award bonuses to those 

that do come back using the extra money. Part of achieving loan forgiveness is establishing 

economic distress. The release of bonuses may weight against the required economic distress 

requirement. 

 

9. Forgiveness May or May Not Occur 

Borrowers must review the loan uses to understand what can be forgiven and how forgiveness 

can be reduced. Lenders can forgive a PPP loan if proceeds are spent on 100 on payroll, 

mortgage interest, rent, and utilities in the eight weeks after receiving the loan. At least 75% 

must be spent specifically on payroll. The other 25% can be divided up between rent, utilities, 

and mortgage interest as applicable. Loan proceeds used to cover existing debt obligations and 

other costs, such as credit card payments, cannot not receive loan forgiveness.  

 

Many businesses are closed due to being deemed nonessential or are operating at a severely 

diminished capacity. They have laid off some or all of their employees to compensate for the 

declining revenue. After receiving a PPP loan, the owner can rehire employees to reach the 75% 

threshold. It should be noted that under the stimulus program’s enhanced unemployment 

benefits, such workers could be making more by not working than they would on the job.  A 

further complication is that there may be little work for them to do if they are rehired. Business 

owners may decide to forego forgiveness and view the PPP as a loan rather than a grant. The risk 

is that while 1% is a low interest rate, there is still a lot of uncertainty surrounding when 

businesses will reopen and revenue at that time.  

 

There is no prepayment penalty. The outstanding balance can be repaid at any time with no 

additional fees. No collateral is required. Also, there is no personal guarantee requirement. 

 

10. Forgiveness for Self-Employed Individuals 

A PPP loan may be used to replace lost compensation due to the impacts of COVID-19. 

However, the full amount to replace pay may not be used. Eight weeks of 2019 net profit will be 

eligible for forgiveness. 

For mortgage interest, rent, or utilities expenses, the borrower must have claimed or be entitled 

to claim a deduction for those expenses on the 2019 Form 1040 Schedule C to claim them for 

forgiveness. 

 

For example, if a borrower worked in an office space in 2019 and did not have a home office, 

then a deduction on home mortgage interest cannot be claimed. Even if a borrower is currently 

working at home now, they are not eligible to claim home mortgage interest payments for 

forgiveness. 
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11. Safe Harbor for Return of PPP Loan Funds 

The SBA has extended the “safe harbor” repayment date from May 7, 2020 to May 14, 2020. 

This is an automatic extension that applies to all borrowers. Furthermore, the SBA intends to 

provide additional guidance on how it will review the economic need certification prior to May 

14, 2020. During this additional period, borrowers should also consider the impact of another 

new FAQ addressing affiliation with foreign entities and providing that “[f]or purposes of the 

PPP’s 500 or fewer employee size standard, an applicant must count all of its employees and the 

employees of its U.S. and foreign affiliates, absent a waiver of or an exception to the affiliation 

rules.” While confirming that the affiliation rules apply to both U.S. and foreign affiliates, this 

new guidance raises questions about which employees are included in the headcount for the size 

standard and contradicts the prior FAQs and interim final rule statements that the size standard 

only counted employees whose principal place of residence is in the U.S. 

 

Treasury and the SBA directed PPP borrowers to reconsider the PPP application’s economic 

need certification in light of their new guidance that current business activity and access to 

liquidity must be considered. PPP recipients had to re-assess economic need under this new, still 

largely undefined standard at the same time that audit and enforcement risks took on new 

significance as Treasury and the SBA added a requirement that, at a minimum, all PPP loans in 

excess of $2 million will be audited. Apart from the fact that a lender’s submission of the 

borrower’s loan forgiveness application will trigger such audits, Treasury and the SBA have 

provided little guidance on what the audit process will look like. Similar to the economic need 

certification, Treasury and the SBA have indicated that additional guidance is also forthcoming 

regarding the audit process.  

12. Be Flexible and Nimble 

Updated SBA FAQs reversed earlier criteria and made sole proprietor businesses and 

independent contractors not eligible to receive forgiveness for health care and retirement 

benefits. This change required some loan applications to be withdrawn or revised. 

In addition, the recent FAQ addition stating that the SBA would conduct an audit on any 

business that received a PPP loan of $2 million or more “in addition to other loans as 

appropriate.” The only thing certain now is that the SBA said more guidance would be coming 

on what that audit will entail and things could change again.  

Overall Best Practice Tip:  

Documentation is key, is a top priority during this period of unchartered territory and cannot be 

overstated. If funds are used in the manner required and borrowers can demonstrate how  

Covid-19 impacted their businesses, then all parties are on the safest ground possible at this time.  
 


