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Coronavirus Aid, Relief, and Economic
Security (“CARES”) Act FAQ

On March 27, 2020, Congress passed, and the President signed, the
Coronavirus Aid, Relief, and Economic Security (“CARES”) Act into a law. A
historic $2 trillion stimulus package, the CARES Act provides relief to
American workers in the form of one-time direct payments, expanded
unemployment insurance, suspended student loan payments, and more.
And for small businesses, the CARES Act creates a new Small Business
Administration (“SBA”) loan program—the Paycheck Protection Program
(“PPP”)—portions of which can be forgiven.

There is much to unpack in the 880-page, newly adopted CARES Act.
This issue will focus on the PPP and other disaster loan programs that a small-
to-medium-sized business may access to assist it in addressing COVID-19-
related concerns. Roedel Parsons will be issuing additional blogs examining
other areas of the CARES Act and other recent developments that should be
of interest to small- and medium-sized businesses.
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Paycheck Protection Program

1. Whois eligible for a PPP loan?

“Small business concerns,” which are businesses that are independently
owned and operated, not dominant in their field of operation, and which
qualify as small businesses under the SBA’s criteria and size standards.

Any business concern, nonprofit organization, veteran’s organization, or
° Tribal business concern, provided they have no more than 500 employees, or,
if applicable the size standard in number of employees established by the SBA.

° Sole proprietors, independent contractors, and eligible self-employed
individuals.

2. My business employs more than 500 employees but at multiple
locations. Is my business eligible for a PPP Loan?

Maybe. If your business does not employ more than 500 employees at a single
location and is assigned a North American Industry Classification System (“NAICS”) code
beginning with 72 at the time of disbursal, then your business may be eligible to receive a
PPP loan. NAICS sector 72 businesses cover “accommodation and food services,” including
but not limited to: hotels; casino hotels; bed-and-breakfast inns; RV parks; drinking places;
and restaurants and other eating places.

3. For purposes of the 500-employee cap, do only full-time employees
count?

No. For purposes of determining whether your business employs 500 or fewer
employees, the term “employees” includes individuals employed on a full-time, part-time,
or other basis.

4. What is the maximum PPP loan amount?

The CARES Act provides a specific formula for determining the maximum amount of
a PPP loan that an eligible borrower may receive. This amount, called the “Maximum Loan
Account” or “MLA,” is the lesser of:

e $10 million (the cap for any PPP loan); or

e the sum of:



o 250% of the average total monthly payments by the applicant for “payroll
costs” incurred during the one-year period before the date on which the
loan is made (meaning the monthly average payroll costs for that period
times 2.5)

plus

o the outstanding amount of any Economic Injury Disaster Loan (“EIDL”)
that the applicant may wish to refinance with the PPP loan.

5. What expenses qualify as “payroll costs” for calculating the MLA?

Compensation, including: salaries, wages, commission, or similar
compensation; and payment of cash tips or equivalent.

Payment for vacation, parental, family, medical, or sick leave.

Allowance for dismissal or separation.

Payment required for the provisions of group health care benefits, including
insurance premiums.

Payments of any retirement benefits.

Payment of state or local taxes assessed on employee compensation.
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6. What expenses do not qualify as “payroll costs” for calculating the
MLA?

Individual employee compensation above $100,000 per year.

Taxes imposed or withheld under Chapters 21, 22, and 24 of the Internal
Revenue Code. These taxes include FICA and income tax withholdings.

Qualified sick leave and family and medical leave wages paid by an employer
for which a credit is allowed under the Families First Coronavirus Response
Act (“FFCRA”).

Compensation paid to an employee who resides outside of the United States.
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7. What can a PPP loan be used for?
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Payroll costs, including: salaries, wages, commissions, and similar forms of
compensation; vacation, parental, family, medical, or sick leave; severance
payments; group health care benefit payments, including insurance premiums,
retirement benefit payments; and state or local tax payments assessed on the
compensation of employees.

Costs related to the continuation of group health care benefits during periods
of paid sick, medical, or family leave, and insurance premiums.

Employee salaries, commissions, or similar compensations.
Payments of interest on any mortgage obligation.

Rent.

Utilities.

Interest on any other debt obligations that were incurred before the “covered
period,” which is the period beginning on February 15, 2020 and ending on
June 30, 2020.

8. What can a PPP loan not be used for?
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Individual employee compensation above $100,000 per year.

Certain taxes, such as FICA and income tax withholdings.

Qualified sick leave and family and medical leave wages paid by an employer
for which a credit is allowed under the Families First Coronavirus Response
Act (“FFCRA”).

Compensation paid to an employee who resides outside of the United States.
Prepayment or payment of the principal on a mortgage obligation.

Interest on debt obligations that were incurred dafter the “covered period.”



9. Will | be personally liable if | can’t repay a PPP loan?

No, as long as you use the proceeds for an allowed purpose. PPP loans are
“nonrecourse” loans. This means that the SBA has no recourse against any individual
shareholder, member, or partner of an eligible recipient of a PPP loan for nonpayment,
except to the extent that such shareholder, member, or partner uses the loan proceeds for
a nonallowable purpose.

10. Does a PPP loan require a personal guarantee or collateral?

No. Unlike most loans, the borrower does not have to provide a personal guarantee
or collateral to receive a PPP loan.

11. Is my business required to show that is unable to obtain credit
elsewhere in order to be eligible for a PPP loan?

No. Unlike other SBA loans, the borrower does not have to show it is unable to
obtain credit elsewhere to receive a PPP loan.

12. Canrepayment of a PPP loan be deferred?

Yes. An eligible loan recipient can receive a deferment of up to one year. The
deferment includes payment of the principal, interest, and fees.

13. Is there an SBA fee associated with applying for or receiving a PPP
loan?

No. The SBA will not charge a fee; however, lenders may charge a fee.

14. Can all or part of a PPP loan be forgiven?

Yes! PPP loan forgiveness is available for up to eight weeks of qualifying expenses
from the date the loan is issued, as long as certain conditions are met. Loan forgiveness is
one of the key components that differentiates a PPP loan from traditional EIDLs that might
otherwise be available from the SBA.

15. What portion(s) of a PPP loan can be forgiven?

While a PPP loan may be used for many purposes, such as providing working capital
and refinancing existing EIDL loans, the only portion of a PPP loan that can be forgiven are
qualified expenses incurred during the eight-week covered period after the loan is issued.
These qualified expenses are strictly limited to the following:



Payroll costs.
Payment of interest on covered mortgage obligations.
Rent.

Utility payments.
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16. How can | apply for forgiveness of a PPP loan?

You must apply through your lender for forgiveness of the qualifying portions of
your loan.

17. What happens to non-forgivable portion(s) of a PPP loan?

Any loan amounts not forgiven are carried forward as an ongoing loan with a
maximum term of 10 years at a maximum interest rate of 4%.

Economic Injury Disaster Loan Program

18. What is the difference between a PPP loan and an EIDL?

In addition to the SBA’s new PPP loan program, traditional EIDLs are still available
from the SBA for qualifying businesses. The biggest difference between these two loan
programs is that up to 100% of a PPP loan may be forgivable if used for qualifying purposes.

For businesses that need emergency money immediately, the SBA may provide up
to $10,000 in emergency grants to EIDL applicants that need it. Applicants are not
required to repay these grants, even if they loan application is denied. The SBA must
provide the emergency grants within three days after receipt of an application by an
employer. The emergency grant can be used to pay sick leave to employees due to COVID-
19, maintain payroll to retain employees, retain rent, and more. Any amounts granted will
be reduced from the loan forgiveness if the applicant eventually transfers into or is
approved for a PPP loan. The following chart provides a breakdown of the key differences
between the PPP and EIDL program:



Paycheck Protection Program (“PPP”)

Economic Injury Disaster Loans (“EIDL”)

Loan
Amount

Up to 2.5 months of payroll cost with a maximum of $10
million

Up to $2 million, based on actual economic injury determined by
SBA

Eligible
Borrowers

e All small businesses in operation as of 2/15/20 with fewer
than 500 employees

e NAICS 72 sector businesses with more than 500

employees

e 501(c)(19) veteran groups, 501(c)(3)s,

businesses with fewer than 500 employees

e Self-employed individuals

¢ Independent contractors

e Sole proprietorships

and tribal

e All SBA qualified small businesses and
cooperatives 500 or fewer employees
¢ Private nonprofit organizations

e ESOPs fewer than 500 employees

¢ Independent contractors

e Sole proprietorships

e Tribal businesses

Application | Applied through and issued by SBA-approved banks. No | Applied through and issued by SBA directly. No need to show
Process | need to show unavailability of credit elsewhere. unavailability of credit elsewhere.
Collateral | No collateral Required (if available) for loans more than $25,000
Personal | No personal guaranty No personal guaranty for amounts under $200,000 (through
Guaranty 12/31/2020)
Interest | 4% cap oninterest 3.75% cap for business; 2.75% for nonprofits

Forgiveness/

SBA will provide eight weeks of loan forgiveness for funds
applied to payroll cost, mortgage interest, rent, and utility

e SBA may provide up to $10,000 in emergency grants to EIDL
applicants that need it.

Grants | expenses between 2/15/20 - 6/30/20 e Applicants do not need to repay the grants even if the loan
application is denied
Deferred | Automatic deferral of principal/interest payments for six | Automatic deferral of principal/interest for all of 2020; up to one
Payments | months to one year year
Working capital, refinance existing debt, etc, but | Working capital, inventory, equipment purchases, real estate
Uses | forgiveness only provided if used for payroll, mortgage | payments, and other operating expenses
interest, rent, and utility expense
Availability | Available until 6/30/2020 Available until 12/31/2020




Additional Tax Relief for Small Businesses

19. Are there any special tax credits available to my small business?

Eligible employers are permitted to claim a refundable payroll tax credit equal to
50% of wages paid to employees. An employer must either have its operations fully or
partially suspended by governmental order (which should be applicable to Louisiana
businesses as a result of Governor Edwards’ Stay-at-Home Order and related orders) or
have its gross receipts decrease by at least 50%. The amount of compensation for each
employee to determine the credit is limited to $10,000. The credit also may not exceed the
otherwise payable payroll taxes (i.e., the otherwise payable payroll taxes is the cap on the
credit). That said, the credit is refundable, meaning that if the amount of the credit exceeds
the employer’s payroll tax liability the IRS will pay the excess amount to the employer. So,
the employer should receive a $10,000 break on employment taxes, regardless of the size
of such taxes.

20. Can |l use net operating losses to reduce my taxable income?

Currently, corporations may not use net operating losses (“NOLs”) to reduce taxable
income in a prior tax year and the use of NOLs is limited to 80% of taxable income. The Act
temporarily relaxes these rules by providing a five-year carryback for NOLs generated in
tax years 2018 through 2020 and allowing NOLs to fully offset taxable income in tax years
prior to 2021. This will allow corporations previously subject to the NOL limitations to
claim a refund by filing an amended return for prior years.

Important Links

e Toview the full text of the CARES Act, click here.
e Toaccessthe SBA’'s SCORE Coronavirus Small Business Resource Hub, click here.
e Toaccess the SBA’s loan resources portal, click here.
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