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I filed or approved a loan application based on the version of the PPP Interim 
Final Rule published on April 2, 2020. Do I need to take any action based on 
the updated guidance in these FAQs?

No, borrowers and lenders may rely on the laws, rules, and guidance 
available at the time of the relevant application. However, borrowers who 
have previously submitted loan applications that have not yet been 
processed may revise their applications based on clarifications reflected in 
these FAQs.

Are there any other restrictions on how I can use PPP loan proceeds?

Yes, at least 75 percent of the PPP loan proceeds shall be used for payroll 
costs. For purposes of determining the percentage of use of proceeds for 
payroll costs (but not for forgiveness purposes), the amount of any 
refinanced EIDL will be included. The rationale for this 75 percent floor is 
contained in the First PPP Interim Final Rule.
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The CARES Act excludes from the definition of payroll costs any employee 
compensation in excess of an annual salary of $100,000. Does that exclusion 
apply to all employee benefits of monetary value?

No, the exclusion of compensation in excess of $100,000 annually 
applies only to cash compensation, not to non-cash benefits, including: 
• Employer contributions to defined-benefit or defined-contribution 

retirement plans
• Payment for the provision of employee benefits consisting of group 

health care coverage, including insurance premiums
• Payment of state and local taxes assessed on compensation of 

employees
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Do PPP loans cover paid sick leave?

Yes, PPP loans covers payroll costs, including costs for employee vacation, 
parental, family, medical, and sick leave. However, the CARES Act excludes 
qualified sick and family leave wages for which a credit is allowed under 
sections 7001 and 7003 of the Families First Coronavirus Response Act 
(Public Law 116–127).

Should payments that an eligible borrower made to an independent 
contractor or sole proprietor be included in calculations of the eligible 
borrower’s payroll costs?

No, any amounts that an eligible borrower has paid to an independent 
contractor or sole proprietor should be excluded from the eligible 
business’s payroll costs. However, an independent contractor or sole 
proprietor will itself be eligible for a loan under the PPP, if it satisfies the 
applicable requirements.
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I have income from self-employment and file a Form 1040, Schedule C. Am I 
eligible for a PPP Loan?

You are eligible for a PPP loan if:
1. You were in operation on February 15, 2020
2. You are an individual with self-employment income (such as an 

independent contractor or a sole proprietor)
3. Your principal place of residence is in the United States
4. You filed or will file a Form 1040 Schedule C for 2019. However, if you 

are a partner in a partnership, you may not submit a separate PPP loan 
application for yourself as a self-employed individual.

The amount of forgiveness of a PPP loan depends on the borrower’s payroll 
costs over an eight-week period; when does that eight-week period begin?

The eight-week period begins on the date the lender makes the first 
disbursement of the PPP loan to the borrower. The lender must make the 
first disbursement of the loan no later than ten calendar days from the date 
of loan approval.



FalconNational.com •   320.223.6300SERVICE THAT SOARS ABOVE THE REST.

How should a borrower account for federal taxes when determining its 
payroll costs for purposes of the maximum loan amount, allowable uses of a 
PPP loan, and the amount of a loan that may be forgiven?

Under the Act, payroll costs are calculated on a gross basis without regard to 
(i.e., not including subtractions or additions based on) federal taxes imposed 
or withheld, such as the employee’s and employer’s share of Federal 
Insurance Contributions Act (FICA) and income taxes required to be 
withheld from employees.

As a result, payroll costs are not reduced by taxes imposed on an employee 
and required to be withheld by the employer, but payroll costs do not 
include the employer’s share of payroll tax. For example, an employee who 
earned $4,000 per month in gross wages, from which $500 in federal taxes 
was withheld, would count as $4,000 in payroll costs. The employee would 
receive $3,500, and $500 would be paid to the federal government. 
However, the employer-side federal payroll taxes imposed on the $4,000 in 
wages are excluded from payroll costs under the statute.
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Do businesses with adequate sources of liquidity to support the business’s 
ongoing operations qualify for a PPP loan?

In addition to reviewing applicable affiliation rules to determine eligibility, 
all borrowers must assess their economic need for a PPP loan under the 
standard established by the CARES Act and the PPP regulations at the time 
of the loan application.

Although the CARES Act suspends the ordinary requirement that borrowers 
must be unable to obtain credit elsewhere (as defined in section 3(h) of the 
Small Business Act), borrowers still must certify in good faith that their PPP 
loan request is necessary. Specifically, before submitting a PPP application, 
all borrowers should review carefully the required certification that “current 
economic uncertainty makes this loan request necessary to support the 
ongoing operations of the Applicant.”

Borrowers must make this certification in good faith, considering their 
current business activity and their ability to access other sources of liquidity 
sufficient to support their ongoing operations in a manner that is not 
significantly detrimental to the business. For example, it is unlikely that a 
public company with substantial market value and access to capital markets 
will be able to make the required certification in good faith, and such a 
company should be prepared to demonstrate to SBA, upon request, the 
basis for its certification.
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Will a borrower’s PPP loan forgiveness amount (pursuant to section 1106 of 
the CARES Act and SBA’s implementing rules and guidance) be reduced if the 
borrower laid off an employee, offered to rehire the same employee, but the 
employee declined the offer?

No, as an exercise of the Administrator’s and the Secretary’s authority under 
Section 1106(d)(6) of the CARES Act to prescribe regulations granting de 
minimis exemptions from the Act’s limits on loan forgiveness, SBA and 
Treasury intend to issue an interim final rule excluding laid-off employees 
whom the borrower offered to rehire (for the same salary/wages and same 
number of hours) from the CARES Act’s loan forgiveness reduction 
calculation.

The interim final rule will specify that, 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. 
Employees and employers should be aware that employees who reject 
offers of re-employment may forfeit eligibility for continued unemployment 
compensation.



FalconNational.com •   320.223.6300SERVICE THAT SOARS ABOVE THE REST.

What documentation will I be required to submit to my lender with my 
request for loan forgiveness? 

In addition to the borrower certification required by Section 1106(e)(3) of 
the Act, to substantiate your request for loan forgiveness, if you have 
employees, you should submit Form 941 and state quarterly wage 
unemployment insurance tax reporting forms or equivalent payroll 
processor records that best correspond to the covered period (with 
evidence of any retirement and health insurance contributions). Whether or 
not you have employees, you must submit evidence of business rent, 
business mortgage interest payments on real or personal property, or 
business utility payments during the covered period if you used loan 
proceeds for those purposes.

The 2019 Form 1040 Schedule C that was provided at the time of the PPP 
loan application must be used to determine the amount of net profit 
allocated to the owner for the eight-week covered period. The 
Administrator, in consultation with the Secretary, determined that for 
purposes of loan forgiveness it is appropriate to require self-employed 
individuals to rely on the 2019 Form 1040 Schedule C to determine the 
amount of net profit allocated to the owner during the covered period for 
the reasons described above.
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What amounts shall be eligible for forgiveness?

The amount of loan forgiveness can be up to the full principal amount of the 
loan plus accrued interest. The actual amount of loan forgiveness will 
depend, in part, on the total amount spent over the covered period on:
• Payroll costs including salary, wages, and tips, up to $100,000 of 

annualized pay per employee (for eight weeks, a maximum of $15,385 
per individual), as well as covered benefits for employees (but not 
owners), including health care expenses, retirement contributions, and 
state taxes imposed on employee payroll paid by the employer (such as 
unemployment insurance premiums)

• Owner compensation replacement, calculated based on 2019 net profit 
as described in Paragraph 1.b. above, with forgiveness of such amounts 
limited to eight weeks’ worth (8/52) of 2019 net profit, but excluding any 
qualified sick leave equivalent amount for which a credit is claimed 
under section 7002 of the Families First Coronavirus Response Act 
(FFCRA) (Public Law 116-127) or qualified family leave equivalent 
amount for which a credit is claimed under section 7004 of FFCRA;

• Payments of interest on mortgage obligations on real or personal property 
incurred before February 15, 2020, to the extent they are deductible on Form 
1040 Schedule C (business mortgage payments)
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What amounts shall be eligible for forgiveness? (continued)

• Rent payments on lease agreements in force before February 15, 2020, to the extent they 
are deductible on Form 1040 Schedule C (business rent payments)

• Utility payments under service agreements dated before February 15, 2020 to the extent 
they are deductible on Form 1040 Schedule C (business utility payments). The Administrator, 
in consultation with the Secretary, has determined that it is appropriate to limit the 
forgiveness of owner compensation replacement for individuals with self-employment 
income who file a Schedule C to eight weeks’ worth (8/52) of 2019 net profit. This is most 
consistent with the structure of the Act and its overarching focus on keeping workers paid, 
and will prevent windfalls that Congress did not intend.

Congress determined that the maximum loan amount is based on 2.5 months of the borrower’s 
payroll during the one-year period preceding the loan. Congress also determined that the 
maximum amount of loan forgiveness is based on the borrower’s eligible payments—i.e., the 
sum of payroll costs and certain overhead expenses—over the eight-week period following the 
date of loan disbursement.

For individuals with self-employment income who file a Schedule C, the Administrator, in 
consultation with the Secretary, has determined that it is appropriate to limit loan forgiveness to 
a proportionate eight-week share of 2019 net profit, as reflected in the individual’s 2019 Form 
1040 Schedule C. This is because many self-employed individuals have few of the overhead 
expenses that qualify for forgiveness under the Act. For example, many such individuals operate 
out of either their homes, vehicles, or sheds and thus do not incur qualifying mortgage interest, 
rent, or utility payments. As a result, most of their receipts will constitute net income.
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What amounts shall be eligible for forgiveness? (continued)

Allowing such a self-employed individual to treat the full amount of a PPP loan as net income 
would result in a windfall. The entire amount of the PPP loan (a maximum of 2.5 times monthly 
payroll costs) would be forgiven even though Congress designed this program to limit 
forgiveness to certain eligible expenses incurred in an eight-week covered period.

Limiting forgiveness to eight weeks of net profit from the owner’s 2019 Form 1040 Schedule C is 
consistent with the structure of the Act, which provides for loan forgiveness based on eight 
weeks of expenditures. This limitation will also help to ensure that the finite appropriations are 
directed toward payroll protection, consistent with the Act’s central objective. Finally, 75 
percent of the amount forgiven must be attributable to payroll costs for the reasons specified in 
the First PPP Interim Final Rule.
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We stand ready to help.
Contact us today!

Brandi Nelson
320.241.4505

bnelson@falconnational.com

Troy Cameron
320.492.4731

tcameron@falconnational.com

Alex Cameron
320.230.9261

acameron@falconnational.com

Kyle Knudson
320.402.4516

kknudson@falconnational.com

Chase Larson
320.428.2820

clarson@falconnational.com

Jessica Bitz
320.248.6179

jbitz@falconnational.com

Tyler Messerole
612.270.2110

tmesserole@falconnational.com


