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Current Status of PPP
• The SBA stopped accepting new applications on August 8th after
funding more than 5.2 million loans for a total of $525B.
• Roughly $134B of congressionally approved funds for PPP remained
unspent when they closed new loan applications.
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Current Status of PPP (Cont.)
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PPP 2.0?
• Congressional leaders and the White House have discussed the need
for additional PPP funding for several months.
• The need for PPP 2.0 appears to have bipartisan support; however,
disagreements between Republicans and Democrats on other aspects
of a new stimulus package have prevented any new deal from being
reached.
• While a second round of PPP has support, there are still some
differences between the plans Republicans have announced and what
House Democrats have called for with PPP 2.0.
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PPP 2.0 – Republican Proposal
• Republican plan initially introduced in the HEALS Act and modified in
the “Skinny Stimulus” and Senate Bill S 178 calls for a simplified
application:
• Loans under $150k – Borrowers not required to submit documentation to
lender but must attest to a good faith effort to comply with PPP rules and
retain records for 3 years;
• Loans $150k - $2M – Borrowers not required to submit documentation to the
lender, but must complete the required certifications and retain relevant
documents for three years; and
• Loans over $2M are still required to complete the full forgiveness application
and submit all required documentation.
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PPP 2.0 – Republican Proposal (Cont.)
• Expanded the list of covered expenditures to include:
• Operational expenses - software, cloud computing, and other HR and
accounting needs
• Property damage costs related to public disturbances not covered by
insurance
• Supplier costs pursuant to contracts for goods essential to the recipient's
operations that were in effect prior to February 15, 2020
• Worker protection expenditures including PPE and investments to help the
loan recipient comply with federal health and safety guidelines related to
COVID-19 between March 1, 2020 and December 31, 2020

• Borrower elects when their covered period ends choosing any point
between 8 weeks after origination and December 31, 2020.
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PPP 2.0 – Republican Proposal (Cont.)
• Expands PPP appropriations from $659B to $816B to provide
additional funding for PPP 2.0 loans available to eligible businesses.
• To be eligible, entities must:
• Meet SBA’s revenue size standard, if applicable;
• Employ not more than 300 or fewer employees;
• Demonstrate at least a 35% reduction in gross receipts in Q1 or Q2 of 2020
relative to the same 2019 quarter.

• Ineligible entities include:
• Publicly traded companies,
• Businesses in financial services which received a PPP loan in the 1st round,
• Entities affiliated with entities in the People’s Republic of China.
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PPP 2.0 – Republican Proposal (Cont.)
• Borrowers may receive a loan amount up to 2.5 times the average
total monthly payroll in the one year prior to the loan, up to $2M.
• Churches and religious organizations specifically allowed.
• Loan forgiveness for PPP 2.0 would follow the same rules and
requirements of the first round of loans with the expanded list of
eligible expenditures and relaxed requirements for loans less than
$2M.
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PPP 2.0 – Democrat Response
• Public comments from House and Senate Democrats have largely
supported the idea and broad points of PPP 2.0 that were introduced
within the Republican HEALS Act.
• Important to note that the HEALS Act initially called for eligible businesses
to demonstrate a 50% drop in revenue compared to the updated 35% drop
from Senate Bill S 178.
• One point of ongoing negotiation per Sen. Ben Cardin (D-MD) in late July
was that Democrats wanted PPP 2.0 to be eligible for businesses with less
than 100 employees, not the 300-employee limit in the Republican
proposal.
• House Speaker Nancy Pelosi (D-CA) has stated that she is seeking a
comprehensive new stimulus package and currently opposes passage of
any stand-alone legislation to bring additional funding to PPP.
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PPP 2.0 – Democrat Response (Cont.)
• As of September 22nd, it was reported that a number of moderate
House Democrats were on the cusp of endorsing a GOP resolution to
force a vote on PPP 2.0 in the House.
• Reportedly a dozen centrist Democrats were considering signing a
procedural measure known as a “discharge petition” which would
force a vote on legislation extending PPP.
• Passage of the petition would require 19 Democrats to sign on,
assuming all 198 House Republicans and 1 member of the Libertarian
Party sign.
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Tax Implications
• The initial CARES Act, that created PPP, stated that loan forgiveness
shall be excluded from gross income for tax purposes; however, they
did not address the ability to deduct the expenses paid with PPP
funds.
• IRS Notice 2020-32, released on April 30th, declared that no tax
deduction is allowed for an expense that is otherwise deductible if
the payment of the expense results in forgiveness of a PPP-covered
loan.
• “If the money that is coming is not taxable, you can’t double dip” –
Treasury Secretary Mnuchin.
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Tax Implications (Cont.)
• After the IRS Notice was released, many on Capital Hill released public
statements that their intent was clearly to make PPP tax-free and
allow the deductions.
• The Small Business Expense Protection Act was introduced in the
Senate to clarify that these expenses were deductible after all;
however, the legislation has still not passed.
• Senate Republicans have said they will keep trying with Sen. Marco
Rubio (R-FL) saying, “It’s a horse I would bet on.”
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State Tax Implications
• Regardless what happens at the federal level, the tax implications of PPP
must still be considered for the states as well.
• Each state that implements an income tax has its own set of rules that
conform, in some degree, to the federal Internal Revenue Code (IRC).
• Twenty-one states and the District of Columbia have “rolling conformity”,
meaning they automatically conform to the most current IRC for both
individual and corporate income tax unless lawmakers pass legislation to
specifically them treat differently.
• Nineteen states have static conformity meaning that state lawmakers must
vote to change their conformity date.
• The remaining states either have no income tax or a combination of rolling
and static conformity.
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State Tax Implications (Cont.)
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Forgiveness Timing
• A borrowers Covered Period (CP) is either the 24-week period
beginning on disbursement of its PPP loan, or for borrowers who
received their PPP loan prior to June 5, 2020, the borrower may elect
to use an 8-week CP. In no event can the CP extend beyond
December 31, 2020.
• The borrower must submit its loan forgiveness application within ten
months of the completion of the Covered Period (CP) and, if this is
done, the borrower is not required to make any payments until the
forgiveness amount is remitted to the lender by the SBA.
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Forgiveness Timing (Cont.)
• Lenders have up to 60 days from the time that a forgiveness
application is submitted to render a decision.
• After the lender's decision, the SBA then has up to 90 days to make a
final decision and remit the appropriate forgiveness amount to the
lender.
• This means, from start to finish, the process could take up to 21
months spanning multiple tax years and creating uncertainty for
borrowers.
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Forgiveness Timing (Cont.)
• Example timeline for a partnership and its individual partners who
received a PPP loan on May 1, 2020
PPP Loan
Received, Covered
Period Begins

24-Week
CP Ends

Initial
Deadline
2020
Partnership
Tax Return
Q4-20
Estimated Tax
Due for
Individual
Partners

Q3-20
Estimated Tax
Due for
Individual
Partners

Initial
Deadline
2020
Partners
Tax Return
and Q1-21
Estimates

Q2-21
Estimated
Tax Due for
Individual
Partners

2020
5/1

9/15

Lender
Decision
Due

Forgiveness
Application
Due
Extended
Deadline
2020
Partnership
Tax Return
and Q3-21
Estimates
Due for
Partners

Extended
Deadline
2020
Individual
Partner
Tax
Return

2022

2021
10/15

1/15

3/15

4/15

6/15

SBA Remits
Forgiveness
to Lender

8/15

9/15

10/13 10/15

1/10
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Forgiveness Timing (Cont.)
Pros

Cons

Forgiveness
Decision
Before
12/31/20

1. It’s behind you
2. No longer impacts other lending
opportunities
3. Improve working capital and net
worth
4. Forgiveness and expenses occur in
same tax year

1. Risk loss of deductions for 2020
2. Risk state non-conformity (depending on
state)
3. Possibility of higher compliance costs if
process is simplified later

Forgiveness
Decision After
12/31/20

1. Can wait on clarity for deductibility 1. Tax rates could go up if you defer
of expenses
treatment
2. Potential deferral if Congress does 2. May require amending 2020 returns to
not fix deductibility
take away deductions or reporting
3. Potential for simplified forgiveness
deductions in 2020 with income in 2021
process
3. Can impact other transactions (M&A)
4. Time for more states to conform to
federal treatment
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Forgiveness Timing (Cont.)
• With all the uncertainty, the question remains, “What do I do?”
• Answer depends on a case-by-case basis.
• We recommend that you discuss with your tax advisor to consider all
relevant information for your fact pattern.
• Further Congressional action may not come anytime soon due to the
upcoming election and fight over a Supreme Court nomination.
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Lender Forgiveness Status
• Many banks have opened their loan forgiveness application process
or portal within the last few weeks.
• We have heard of some banks who were accepting forgiveness
applications who, as of Tuesday, 9/22, have decided to pause their
forgiveness process and not accept further applications pending
further legislative action which may simplify the process.
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Lender Forgiveness Status
• The American Bankers Association (ABA) sent a letter to
Congressional leaders on September 17th calling for the simplification
of loan forgiveness for all loans less than $150k, noting these loans
account for 87% of all PPP loans while making up only 28% of PPP
loan dollars.
• The ABA estimates that passage of this legislation would save more
than $7B in administrative costs.
• A report from the Government Accountability Office (GAO) last week
cited one lender association who estimated that it could take 15
hours for some borrowers to complete the forgiveness application
and 50-75 hours for lenders to review the application and supporting
documentation.
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Lender Forgiveness Status (Cont.)
• This same report from the GAO stated that as of September 8th, the
SBA had received roughly 56,000 forgiveness applications.
• The report did not mention any approvals and, according to an article
in American Banker on 9/22, all lenders they spoke with knew of zero
applications that have made their way through the SBA review
process.
• The GAO report, citing concerns from trade groups, observed that a
lack of clarity around forgiveness has resulted in “lender fatigue with
the program”.
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Forgiveness Application
• Two possible forms to apply for forgiveness:
• Form 3508 (long form) and Form 3508EZ
• If you are eligible for Form 3508EZ, your process is greatly
simplified.
• Application forms can be found on the Treasury website along with all
other guidance to date.
https://home.treasury.gov/policy-issues/cares/assistance-for-small-businesses
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Form 3508EZ Eligibility
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Form 3508EZ Eligibility (Cont.)
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Form 3508EZ Eligibility (Cont.)
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PPP Insurance
• Insurance for PPP is now being offered for businesses that are looking
for certainty regarding their PPP loan.
• Coverage is triggered if:
• The SBA denies forgiveness for the PPP loan at any time after the loan is
granted based on a determination that the borrower/insured lacked an
adequate basis to make a “covered certification” in its loan application.
• The False Claims Act (FCA) coverage option is chosen, a resulting final, nonappealable judgement that a “covered certification” was knowingly false (i.e.,
there was reckless disregard for the truth).
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PPP Insurance (Cont.)
• Covered Damages include:
• The amount that would have been forgiven if the borrower/insured had an
adequate basis to make a “covered certification”.
• If the False Claims Act coverage option is chosen, civil penalties, damages, and
costs awarded in the FCA final, non-appealable judgement.

• Covered defense cost:
• Costs incurred in the pursuit of an appeal of an adverse SBA determination.
• No defense cost coverage for FCA claims.
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Simplifying the Forgiveness Process
• BMSS is here to help throughout the PPP process whether you need
answers to questions or help calculating loan forgiveness.
• Depending on the size and complexity of the PPP borrower, the supporting
documents and information required to calculate forgiveness can be
overwhelming.
• If you would like our assistance in calculating forgiveness and completing
Form 3508 or 3508EZ, we have an excel template to provide us the
information needed which will help reduce time and fees in performing the
calculation.
• If you would like our assistance, please contact your BMSS advisor.
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Questions?
Please enter questions in the Q&A button at the bottom of your screen.

CPE certificates will be available approximately 1-2 weeks after the presentation.
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