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• Reminder, the CARES Act originally stipulated that PPP amounts forgiven are 
considered canceled indebtedness by a lender AND any amount which would be 
includible in gross income of the eligible recipient by reason of forgiveness shall 
be excluded from gross income.

• CARES Act addressed the income side but did not address deductibility of 
expenses.

• IRS released Notice 2020-32 last spring stating that expenses paid with PPP funds 
are not deductible upsetting many in Congress who stated this was against 
Congressional intent.

Tax Deductibility of PPP
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• Section 276 of the Consolidated Appropriations Act of 2021 (new stimulus) 
codified that “no deduction shall be denied, no tax attribute shall be reduced, 
and no basis increase shall be denied, by reason of the exclusion from gross 
income.”

• This nullified IRS Notice 2020-32 and establishes that expenses paid with PPP 
funds are deductible regardless of loan forgiveness.

• Additionally, this also means that the forgiven debt, which is considered tax-
exempt income, still increases basis for S Corp shareholders and partners in a 
partnership although timing issues are possible.

Tax Deductibility of PPP (Cont.)



7

• For GAAP financial statement purposes, there are generally four options that lead 
to two outcomes (debt or income).

• GAAP financial statement treatment of a PPP loan does not dictate tax treatment.

• For example, with GAAP, the loan may be considered income and no longer debt 
before the SBA loan forgiveness is officially obtained.

Financial Statement Treatment of PPP
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• Example: Borrower (S Corp with 100% Shareholder) received $1 million PPP loan 
in 2020 and spent all money on qualifying expenditures and has applied for and 
received full forgiveness of the loan by 12/31/2020. Taxable loss of $600k for 
2020 including expenses paid for with PPP funds. Borrower had zero beginning 
tax basis as of January 1, 2020.

• Tax-exempt income of $1 million on forgiven loan increases basis leaving $400k 
remaining basis for Shareholder after deducting 2020 tax loss of $600k in full.

Tax Implications
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• Example: Borrower (S Corp with 100% Shareholder) received $1 million PPP loan 
in 2020 and spent all money on qualifying expenditures but has not received full 
forgiveness of the loan by 12/31/2020. Taxable loss of $600k for 2020 including 
expenses paid for with PPP funds. Borrower had zero beginning tax basis as of 
January 1, 2020.

• Loan forgiveness in 2021 does not create tax-exempt income of $1 million on 
forgiven loan until 2021 and therefore there is no increase in basis for 2020.  This 
means the $600k loss in 2020 is suspended with no basis to deduct the loss until 
potentially 2021.

Tax Implications (Cont.)
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• Alabama Department of Revenue released updated guidance on January 6th

outlining that Alabama will follow the federal tax treatment of PPP and allow 
deductibility of expenses paid with PPP funds. 

• Guidance additionally excludes from individual taxpayer’s 2020 AL income liability 
all Economic Impact Payments (stimulus payments) received by the taxpayer.

• Also, while amounts received from the state Coronavirus Relief Fund (CRF) 
including Revive Alabama and Revive Plus grant funds are excluded from income, 
taxpayers may not deduct expenses for which the taxpayer was reimbursed with 
CRF grant funds.

State Conformity
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• New stimulus allocates $35 billion to eligible recipients who have not previously 
received a PPP loan.

• Covered period on all PPP loans can now end on a date selected by the borrower 
beginning 8 weeks after loan origination and ending 24 weeks after loan 
origination.

• Simplified forgiveness process for loans less than $150k.  These borrowers are 
now required to sign a 1-page form providing the number of employees they 
were able to retain because of the loan, the amount of the loan spent on payroll, 
the total loan value, and attests that the borrower complied with the 
requirements of PPP.

PPP Changes
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• Expanded the list of covered expenditures to include:

• Covered operations expenditures - Payments for any business software or cloud 
computing service that facilitates business operations, product or service 
delivery, the processing, payment, or tracking of payroll expenses, human 
resources, sales and billing functions, or accounting or tracking of supplies, 
inventory, records and expenses.

• Covered property damage costs - Costs related to property damage and 
vandalism or looting due to public disturbances that occurred during 2020 that 
were not covered by insurance or other compensation.

Additional Covered Expenses
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• Covered supplier cost - An expenditure made by an entity to a supplier of goods 
that is:

• Essential to the operations of the entity at the time at which the expenditure 
is made, or

• Is made pursuant to a contract, order, or purchase order that was either 1) in 
effect at any time before the covered period with respect to the loan, or 2) 
with respect to perishable goods, in effect before or at any time during the 
period.

Additional Covered Expenses (Cont.)
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• Covered worker protection - These are operating or capital expenditures that are required to 
facilitate the adaptation of the business activities of an entity to comply with requirements 
established or guidance issued by the Department of Health and Human Services, the CDC, or 
OSHA during the period beginning on March 1, 2020 and ending on the date on which the 
national emergency declared by the President under the National Emergencies Act expires. 
Eligible costs are those related to the maintenance of standards for sanitation, social distancing, 
or any other worker or customer safety requirement related to COVID–19. The term includes:
• The purchase, maintenance, or renovation of assets that create or expand a drive-through window facility; an 

indoor, outdoor, or combined air or air pressure ventilation or filtration system; a physical barrier such as a 
sneeze guard; an indoor, outdoor, or combined commercial real property; an onsite or offsite health screening 
capability; or other assets relating to the compliance with the requirements of certain protective guidance.

• The purchase of covered materials described in section 328.103(a) of title 44, Code of Federal Regulations, or 
any successor regulation; particulate filtering facepiece respirators approved by the National Institute for 
Occupational Safety and Health, including those approved only for emergency use authorization; or other kinds 
of personal protective equipment, as determined by the Administrator in consultation with the Secretary of 
Health and Human Services and the Secretary of Labor.

Additional Covered Expenses (Cont.)
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• Section 312 of the new stimulus allows PPP borrowers to request an increase in 
loan amount due to updated regulations as long as the borrower has not already 
received forgiveness.

• Specifically, the bill states that recipients that returned all or part of a covered 
loan may reapply for a covered loan for an amount equal to the difference 
between the amount retained and the maximum amount applicable; and in the 
case of an eligible recipient that did not accept the full amount of an included 
covered loan, the recipient may request a modification to increase the amount of 
the loan to the maximum amount applicable.

• The bill calls for additional guidance, but we are still waiting for that information.

Ability to Request Increase in Original Loan
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• New stimulus bill appropriates $284 billion for PPP second draw loans.

• Similar to round one, borrowers will apply for the loan through their respective 
bank.  

• The SBA began taking PPP2 loan applications on January 11th after announcing on 
January 7th that the first two days applications are available, they will only accept 
them from community financial institutions.  These lenders include community 
development financial institutions (CDFIs), minority depository institutions and 
others who traditionally work with underserved or underbanked businesses. 

PPP Second Draw Loans
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• Eligibility – Less than 300 employees (down from 500 with round 1). No 
alternative size standard test available like round 1 unless you are in NAICS Code 
72 (Accommodation and Food Service) or News Organizations.

• Requires business to be in operation as of February 15, 2020.

• Must demonstrate the business had a 25% drop in gross receipts in any quarter in 
2020 compared to the same quarter in 2019.

• If not in business in 2019 then gross receipts in Q2/Q3/Q4 of 2020 are compared 
to Q1 2020 to establish minimum 25% reduction required.

• For loans up to $150k, borrowers may submit a certification attesting they meet 
the required reduction in gross receipts with their application and submit 
documentation proving eligibility at time of loan forgiveness.

PPP 2 Eligibility
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• SBA released guidance on January 7th clarifying several aspects of PPP2  including 
definition of gross receipts for the eligibility test.

• Gross receipts includes all revenue in whatever form received or accrued in 
accordance with the entity’s accounting method from whatever source, including 
from the sales of products or services, interest, dividends, rents, royalties, fees, or 
commissions, reduced by returns and allowances. 

• All other items, such as subcontractor costs, reimbursements for purchases a 
contractor makes at a customer’s request, investment income, and employee-
based costs such as payroll taxes, may not be excluded from gross receipts.

Gross Receipts Defined
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• Gross receipts do not include the following: net capital gains or losses as the 
terms are defined and reported on IRS tax forms, taxes collected for and remitted 
to a taxing authority if included in gross or total income (such as sales or other 
taxes collected from customers and excluding taxes levied on the concern or its 
employees); proceeds from transactions between a business and its domestic or 
foreign affiliates, and amounts collected for another by a travel agent, real estate 
agent, advertising agent, conference management service provider, freight 
forwarder or customs broker.

• While they defined gross receipts, they did not directly specify the method of 
accounting to use.

Gross Receipts Defined (Cont.)
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• Maximum loan amount is 2.5x average monthly payroll for calendar year 2019 or 
the 1-year period before the date on which the loan is made.

• PPP2 loans are capped at $2 million.

• Seasonal employers take 2.5x average monthly payroll during any 12-week period 
between 2/15/2019 and 2/15/2020. 

PPP 2 Loan Amount
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NAICS Code 72

• For borrowers with NAICS 
code beginning with 72 –
Accommodation and Food 
Services, a higher loan 
amount is available.

• These borrowers are 
eligible to receive 3.5x 
average monthly payroll 
but this is still capped at 
$2 million.  
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• Farms that report farm income or expenses on a Schedule F with no employees 
are eligible to receive a PPP2 loan in the amount of the gross income in 2019 as 
reported on schedule F that is not more than $20,833 ($100,000 / 12 x 2.5).

• Farms that have employees, the max covered loan is 2.5x average monthly payroll 
for 2019 + the gross income reported on Schedule F not to exceed $20,833.

Loan Amount for Farmers and Ranchers
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• Same as original PPP terms:

• 1% interest rate

• 100% guaranty by SBA

• No personal guarantees or collateral

• 5-year maturity

PPP 2 Loan Terms
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• Application Form 2483-SD released January 8th and materially similar to the 
original application for first draw loans.

• If a borrower’s first draw PPP loan is under review by the SBA and/or information 
in the SBA’s possession indicates that the borrower may have been ineligible for 
the first draw PP loan, the lender will receive notification from the SBA when the 
lender submits an application for a guaranty of a second draw PPP loan and will 
not receive an SBA loan number until the issue is resolved.

PPP 2 Loan Application
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PPP 2 Loan Application (Cont.)
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ERC changes in the Consolidated 
Appropriations Act, 2021 (the Act)

• Section 206 of the Act made a single 2020 change.

• A business who borrowed a PPP loan may now claim the ERC for 2020.

• Refresher of the CARES Act rules for 2020 is needed.

• Section 207 of the Act made several improvements to the ERC for 2021.
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2020 ERC

• Time Period - March 12, 2020 - December 31, 2020

• Who's Eligible

• For-profit businesses

• Tax-Exempt organizations

• Three Steps

1. Identify 2020 eligible quarters

2. Determine 2019 average monthly full-time equivalent (FTE)

3. Calculate the 50% wage tax credit

28



2020 ERC Step 1

• Identify 2020 eligible quarters

• Full or partial shut down by government order OR

• Large drop in year-over-year gross receipts (2019-2020)

• 50% drop triggers an "eligible quarter"

• Compare 2020 to 2019

• Remains "eligible quarter" until the end of the first quarter in which gross 
receipts exceeds 80% of the receipts of the same quarter in 2019

29



2020 ERC Step 1 Example

Calendar 
Quarter

2019 Gross 
Receipts 

2020 Gross 
Receipts 

Eligible 
Quarter % Drop Comment

Q1 $  100,000 $    40,000 YES 60% Eligible because >50% drop

Q2 $  120,000 $    70,000 YES 42% Eligible because < 80% return

Q3 $  100,000 $    85,000 YES 15%
Eligible because the end of first quarter that 
returned to at least 80%

Q4 $  150,000 $  125,000 NO 17% Ineligible
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ERC 2020 Step 2 

• Determine 2019 average monthly full-time equivalent (FTE)

• MORE than 100 average monthly FTEs

• Eligible wages - paid to NOT provide services

• LESS than 100 average monthly FTEs

• Eligible wages - ALL wages

31



ERC 2020 Step 3 

• 50% of wages tax credit

• Annual MAX eligible credit per employee = $5,000

• Annual MAX eligible wages per employee = $10,000

• Annual is the MAX for all quarters
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Section 206 application for ERC 2020

• A business who borrowed a PPP loan may claim the ERC for 2020

• You cannot double dip on the same payroll dollars.

• If dollars are forgiven under PPP, then ineligible for the ERC.

• Current uncertainty on how to claim the credit, amended Form 941 or other?
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Section 207 of the Act and the ERC 2021

• Created by the Act

• Time Period - January 1, 2021 – June 30, 2021

• Who's Eligible

• For-profit businesses

• Tax-Exempt organizations

• Three Steps

1. Identify 2021 eligible quarters

2. Determine 2019 average monthly full-time equivalent (FTE)

3. Calculate the 70% wage tax credit
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ERC 2021 Step 1

• Identify 2021 eligible quarters

• Full or partial shut down by government order OR

• Large drop in year-over-year gross receipts (2021-2019)

• 20% drop triggers an "eligible quarter"

• Compare 2021 to 2019

• 2021 Option to meet the gross receipts test

• Compare the immediately preceding calendar quarter to the 
corresponding 2019 quarter

• So, if Q1 2021 to Q1 2019 is not applicable then compare Q4 2020 to Q4 
2019
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ERC 2021 Step 2

• Determine 2019 average monthly full-time equivalent (FTE)

• MORE than 500 average monthly FTEs

• Eligible wages -paid to NOT provide services

• LESS than 500 average monthly FTEs

• Eligible wages - ALL wages
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ERC 2021 Step 3

• 70% wage tax credit

• Quarterly MAX eligible credit per employee = $7,000

• Quarterly MAX eligible wages per employee = $10,000

• PLUS

• ADVANCE payment election - If fewer than 500 FTEs 

• Advance would need to be reconciled similar to Premium Tax Credit
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Summary of 3 big ERC changes from 2020 to 
2021

• 50% to 20% drop in gross receipts is needed

• $10k cap/ee for ALL quarters to $10k cap/ee for each quarter

• 50% tax credit to 70% tax credit

• https://www.forbes.com/sites/anthonynitti/2020/12/25/breaking-down-the-
employee-retention-credit-part-1/?sh=4c4a0c72f3d3

• https://www.forbes.com/sites/anthonynitti/2021/12/28/breaking-down-the-
changes-to-the-employee-retention-credit-in-the-new-covid-relief-bill-part-
2/?sh=73bb471c29d3
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