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PAYCHECK
PROTECTION
LOANS 101
CONGRESS PASSES ACT FOR CORONAVIRUS RELIEF
What your small business needs to know to take advantage the
$2.2 trillion stimulus package.
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CARES ACT
OVERVIEW

On Friday, March 27, 2020, the U.S.
Congress passed the “Coronavirus
Aid, Relief, and Economic Security
Act” or “CARES Act”.
Among other relief efforts, the act will
make available to small businesses
$349 billion in “paycheck protection
loans” through the U.S. Small
Business Administration’s 7(a) Loan
Guarantee Program (Paycheck
Protection Loans or PPLs) and $10
billion in economic injury disaster loan
grants (EIDL Grants).
The following pages include a
summary of the bill as it currently
stands with respect to the Paycheck
Protection Loan program.
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WHAT IS THE
PAYCHECK
PROTECTION LOAN
PROGRAM?
What are Paycheck
Protection Loans?

Loans made to small businesses under the Paycheck Protection
Loan program under Section 7(a) of the Small Business Act.
Paycheck Protection Loans may be used for payroll costs,
utilities, rents and certain existing debt service payments and will
be guaranteed by the U.S. government.

How much can a company
borrow?

Up to a maximum of $10 million (increased from up to $5 million)
during February 15 – June 30, 2020.
Loan size will be determined by a formula based on average
monthly Payroll Costs during the 12-month period before the loan
is made (adjusted for seasonal employers) multiplied by 2.5, plus
the amount of any EIDL made after January 31, 2020 that is
refinanced with the Paycheck Protection Loan. There is an
alternate formula for businesses that were not in business from
February 1 – June 30, 2019.

What use of proceeds are
authorized?

PPL loan proceeds are permitted to be used for Payroll Costs,
group healthcare benefit costs, paid sick, medical or family leave
costs, insurance premiums, mortgage interest payments (and not
principal payments), rent, utilities and interest (and not principal)
on debt obligations incurred before the covered period. In
addition, the loans may be used for any existing allowable use
under the Small Business Act, which includes working capital.

Must loan proceeds be used
only for authorized
purposes?

Yes. And, the SBA may have recourse against individual
shareholders, members or partners of eligible borrowers of
Paycheck Protection Loans for non-payment if and to the extent
PPL proceeds are used for a purpose that is not
authorized.Additionally, Paycheck Protection Loans are
forgivable only if and to the extent that they are used for subset
of authorized purposes (described below) focused on some (but
not all) Payroll Costs.
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AM I
ELIGIBLE?
What businesses are
eligible?

Business included:
Employ less than 500 employees.
Employ more than 500 employees, but not in any one physical
location.
Includes individuals employed on a full-time, part-time or other
basis.
Businesses operating as a franchise that has been identified a
franchise identifier code by the SBA (which are listed in the SBA
Franchise Directory).Businesses already receiving financial
assistance from any SBIC.

Is there any change to the
existing affiliation rules for
the calculation of size,
including those affecting
venture capital and private
equity-backed companies?

Yes and no. The existing affiliation rules remain in place (and apply to
non-profit and veterans organizations), but under the Act there will be
waivers during the Covered Period for businesses:

How do I know I'm creditworthy?

In lieu of assessing a company’s ability to repay the loans to qualify for
a PPL, the Paycheck Protection Loan program requires lenders to
determine only that the business was in operation on February 15,
2020 and had employees (including independent contractors) for whom
it paid salaries and payroll taxes (or, in the case of independent
contractors, as reported on a Form 1099-MISC).

Is my company required to
demonstrate the unavailability
of credit elsewhere?

No. Under the Paycheck Protection Loan program the requirement that
the company is unable to obtain credit elsewhere is waived (and also
waived for EIDLs and EIDL grants).

with not more than 500 employees that are assigned an NAICS
code starting with 72 (accommodation and food services),
operating as a franchise with a franchise identifier code assigned by
the SBA and
receiving financial assistance from a Small Business Investment
Company.Other than as described above, the existing affiliation
rules determining when portfolio companies of venture capital and
private equity firms are combined for purposes of eligibility as a
“small business concern” continue to apply.
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KEY TERMS
OF THE LOANS
What is the interest
rate?

The maximum interest rate will be 4%. Companies will not be
charged prepayment fees.

Are there any fees for
participating in the
program?

Borrower and lender fees for participating in the Paycheck
Protection Loan program will be waived. Fees to agents that
assist borrowers in loan preparation will be subject to a cap.

When do payments of
principal and interest
start?

There will be a complete payment deferment (principal, interest
and fees) for at least 6 months and up to 1 year; every eligible
borrower that is in operation on February 15, 2020 with an
application approved or pending on or after the CARES Act is
enacted is deemed “impacted by COVID-19”.

When must a Paycheck
Protection Loan be
repaid?

Any portion of Paycheck Protection Loans not forgiven will
mature not later than 10 years from the date on which the
company applied for the PPL.

Is loan forgiveness
automatic?

No, a borrower will have to apply for loan forgiveness and
provide specified documentation to support its application.

Looking for even more resources? Visit our
website to view the Small Business Survival
Guide. CLICK HERE.
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KEY TERMS
OF THE LOANS
(CONT.)
How much of my PPL is
eligible to be forgiven?

Forgivable amount will be equal to payments paid during the 8week period starting on the day the loan is funded for the
following:Payroll Costs, interest on mortgage, rent, and utilities
(electricity, gas, water, transportation, telephone or internet
access).
The amount that is forgivable will be reduced for two reasons.
Proportionately for the reduction in FTE employees during the
8 weeks following funding of the loan as compared to the
average number of FTE employees per month during the
period of either (i) February 15, 2019 to June 30, 2019 or (ii)
January 1, 2020 to February 29, 2020 (with adjustments for
seasonal employers).
By the amount of any reduction in total salary or total wages
for employees who did not receive more than $100,000 in
wages or salary during 2019 (with certain exceptions for rehired employees) during the 8 weeks following disbursement
of the loan, if such reduction is in excess of 25%.
If a reduction-in-force or a reduction in wages and salaries
occurs between February 15, 2020 and 30 days after the
enactment of the Act, but is eliminated by June 30, 2020, then
that reduction will not reduce the forgivable amount of the loan.

What happens when all
or part of my PPL is
forgiven?

The Program Lender treats the forgiven amount as cancelled
debt and the SBA will pay to the Program Lender the amount
forgiven (or the SBA may purchase a portion of a loan expected
to be forgiven).

Will the part of the loan that
is forgiven be taxable
income to my Company?

No.
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WHO HANDLES THE
LOAN?
Under the Paycheck Protection Loan program,
the SBA delegates to SBA lenders (current and
new) (Program Lenders) the authority to approve
Paycheck Protection Loans.
The SBA provides a 100% guarantee of
Paycheck Protection Loans, but an SBA lender,
possibly the company’s current lender or banking
relationship, will underwrite and originate the
loan.

WHAT ARE THE
REQUIREMENTS?
Eligible companies are required to make the
following good faith certifications:
“that the uncertainty of current economic
conditions makes necessary the loan request
to support [its] ongoing operations
”“acknowledging that funds will be used to
retain workers and maintain payroll or make
mortgage payments, lease payments and utility
payments”
the borrower does not have an application
pending for, and has not received between
February 15, 2020 and December 31, 2020, a
Paycheck Protection Loan “for the same
purpose and duplicative of amounts applied for
or received” under a Paycheck Protection
Loan.
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Looking for more resources?

Download Now

CONTACT
US

Online: payroc.com
Phone: 888.477.4500
Email: support@payroc.com
Social: @payroc

Sources:
www.sba.gov
https://www.goodwinlaw.com/publications/2020/03/03_26-us-senate-passes-cares-act

