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PPP 3508: “Long Form”  
Forgiveness Form Instructions 

 
If you are reading this document, it means that you have determined that your business is not qualified to 
use the 3508S or 3508EZ forms and must use the full form. If your business received less than $50,000 for 
its PPP loan, stop now and go back and complete the 3508S form. There are two possible reasons why you 
are not qualified to use the 3508EZ form. First, your business reduced an individual employee’s wage by more 
than 25% (That means wage, not hours worked. You can reduce the hours worked). Or second, the business 
had a reduction in its Full Time Equivalent Employee (FTE) count and they were unable to take advantage of 
any of the Safe Harbors that would make this FTE reduction irrelevant. Some of the Safe Harbors are broad 
and if there is any doubt in your mind, we would urge you to go back and review the qualifying questions for 
using the EZ form. Believe us, if you find out that you can use the EZ form, or the S form, the application will 
be much easier.  
 
The rules on PPP forgiveness were greatly simplified when Congress passed the flexibility act. Even with that, 
some of the rules are dense and not very easy to follow. In this document, we will take you step-by-step 
through the full forgiveness application with the assumption that the circumstances for your business are 
fairly basic. We provide footnotes for some topics that will provide more in-depth information. Even so, we 
will not be able to anticipate or provide an answer for every possible question or circumstance. If you have 
significant concerns or questions, contact your CPA, the Boulder SBDC or your lender.  
 
The full 3508 Form consist of two files: the 5-page application and the 7-page instructions.  
 

3508 5-page Application 3508 7-page Instructions 
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Copies of all of the applications can be found at https://home.treasury.gov/policy-issues/cares/assistance-
for-small-businesses under the heading “For Borrowers.” 
 
Please note that we have also produced a video of this presentation. The sample calculations that we will 
make are easier to follow in the video. 
 
The application itself consists of five sections: 
 

1. The calculation form where you will enter your calculations and determine your forgiveness amount 
2. The certifications 
3. Schedule A, where you will enter the calculations for some of the specific lines items that will impact 

your forgiveness amount 
4. Schedule A worksheets, where you will list many of the details that back up your calculations 
5. Demographic Information Form (There is always a possibility that this form may change, so make sure 

you have the most current one. Remember, each bank may have a somewhat different interface when 
you submit your application. However, if you prepare all of the information needed to complete the 
SBA application, you should have all of the information needed to complete your bank’s forms.)  

 
PPP Schedule A Worksheet 

 

 

https://home.treasury.gov/policy-issues/cares/assistance-for-small-businesses
https://home.treasury.gov/policy-issues/cares/assistance-for-small-businesses
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Since you are using the full forgiveness form, you have already determined that you had either a reduction 
in FTEs and/or an employee who had their wages drop by more than 25%. In order to begin calculating how 
these changes will impact your forgiveness level, we will first work on page 4 of the application which is 
titled “PPP Schedule A Worksheet.” 
 
There are two tables that need to be filled out on this page. There is a difference in how employees making 
less than $100,000 per year are treated as compared to employees making over $100,000 per year. Table 1 
will deal with employees making less and Table 2 will deal with employees making more. It is likely that the 
tables provided will not be large enough for many businesses and you will have to create a spreadsheet that 
models these tables.  
 
Let’s look first at Table 1.  
 

 
 
In this table, you will list all employees who worked for the business at any point during the covered, or 
alternative covered period. Before we can answer this, we will need to understand what our Covered or 
Alternative Covered Periods are. Every borrower will have a Covered Period but only some borrowers will 
have an Alternative Covered Period. The vast majority of businesses will use a 24-week Covered Period, which 
is the 24-week period beginning on the disbursement date of our loan.1  
 
Some borrowers may also have an Alternative Covered Period. This is only available for borrowers who have 
pay periods that are bi-weekly or less frequently (weekly? daily?). The only advantage to using an Alternative 
Covered Period is that it allows you to begin your Alternative Covered Period on the same day as the beginning 
of a pay period. This makes the payroll calculations easier since you will not have to calculate payroll amounts 
for partial payroll periods. Even if you use an Alternative Covered Period, the calculation of all non-payroll 
expenses must still be done for the Covered Period time frame. 
 
For the remainder of this document, we will only reference the covered period. If you are using an alternative 
covered period, just use that definition.  
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Now, back to Table 1. First, list the name of each employee who worked during the covered period. Next, list 
the employee identifier, which will be the last four digits of the employee’s social security number. 
 
Next, you will list the cash compensation for each employee during the covered period. Remember, in this 
table, we are listing only employees making less than $100,000 per year and NO owner employees. The cash 
compensation portion is relatively straightforward for these employees. It includes salaries, wages, tips, 
commissions, paid leave (unless that leave is related to the Families First Coronavirus Act2) and allowances 
for dismissal and separation. Remember, you can include cash compensation that is paid during the covered 
period AND cash compensation that is incurred during the covered period. If you are unclear on this, see the 
footnote.3 

 

You now need to calculate what portion of an FTE each employee was during the covered period. Remember, 
FTE is an abbreviation for Full Time Equivalent Employee. FTE calculations can be critical for your forgiveness 
on this form, so let’s spend some time with this. 
 
There are two methods you can use for calculating FTEs. 
 
The first method is easier to use. Basically, everyone who works 40 hours or more a week counts as 1 FTE. 
Everyone who works less than 40 hours per week counts as .5 FTE. Yes—someone working 38 hours a week 
is .5 and someone working 2 hours a week is .5. 
 
The second method will require you to have better access to detailed payroll records. In the second method, 
everyone who works 40 hours per week counts as 1 FTE. Everyone who works less than 40 hours per week 
counts as a percentage of an FTE, rounded to the nearest tenth. The calculation is Hours Worked Per Week/40 
hours. If you are calculating this for a period of time, say a two-week payroll period, or a 24-week covered 
period, you will need to know the average weekly hours worked by the employee for the period and divide this 
by 40 hours.  
 
Using the same numbers we used a moment ago, our 38 hour per week employee is now a .95 FTE, which of 
course rounds up to 1 FTE, and the employee working 2 hours per week is .05 FTE, which rounds up to 0.1 FTE. 
 
A business that has several very part-time employees can end up with a higher FTE count using the first 
method, while a business that has many part-time employees who work more than 20 hours per week can 
end up having a higher FTE count using the second method.  
 
So, does it help to have a higher FTE count? Not necessarily. What matters is the change in your FTE count 
from one comparison period to the other. The method that is best for you will be the one that lessens your 
percentage change and thereby lowers your reduction in forgiveness. 
 
Looking at Table 1 again, we are now on the last column: Salary Hourly Wage Reduction. If you are using this 
form, this is one of the two possible reasons that you are here (the other being a reduction in FTE count, which 
we are slowly getting to). The salary/hourly wage reduction means that you reduced an individual employee’s 
salary or hourly wages by more than 25%. Please keep in mind that you can reduce an hourly wage employee’s 
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hours by more than 25%—you just cannot reduce their hourly wage by more than 25%. In the same vein, you 
can also reduce a salaried employee’s hours worked by more than 25%—you just cannot reduce their effective 
annual salary by more than 25%. Also note that if the employee had an annualized rate of pay in excess of 
$100,000, you do not have to make this calculation. There are some interesting methods on how to determine 
if an employee has an annualized rate of pay in excess of $100,000 and they may not be what you think.  
 

Before we go through the steps of calculating the impact of a salary/hourly wage reduction, let’s make sure 
that we understand how an employee can be classified as a $100,000 plus employee, because if they can, we 
can move them to Table 2 and forget about making a wage reduction calculation. To calculate if an employee 
had an annualized rate of pay in excess of $100,000, we can choose any pay period in 2019 and annualize it 
for the whole year. This means that we could have an employee who was paid $60,000 in 2019 but for the 
purposes of this analysis, can be classified as an employee with an annualized salary in excess of $100,000. 
If you are unclear on this point, see the footnote.4  
 
If the employee did not make over $100,000 in 2019 and we reduced their salary or hourly wage by more than 
25%, we need to move to the calculations. The steps are shown on Page 4 of the “Instructions” on the page 
called “Instructions for PPP Schedule A Worksheet.” Let’s take them one at a time. 
 

Page 4, Instructions for PPP Schedule A Worksheet
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In Step 1 above, we first determine if pay was reduced by more than 25%. We enter the average annual salary 
or hourly wage during the covered period. For an hourly employee making $20 per hour, we would enter $20. 
Remember, for salaried employees, it is the effective annual salary. As an example, let’s say employee “Jane” 
had a full-time salary of $50,000 between January 1, 2020 and March 31, 2020. There are 2,080 work hours 
in an annual full-time schedule. That means Jane had an effective an hourly salary of $24.04 per hour. Now, 
let’s say Jane’s hours were cut to 24 hours per week during the pandemic, but we still paid her at an effective 
rate of $24.04 per hour. At this pace, Jane would only earn about $30,000 this year. However, we have not 
changed her effective annual salary—if she was working full-time, she would still earn $50,000. So for Jane, 
we would not have to make this calculation. This example shows the importance of understanding that it is 
an effective annual salary that matters for this calculation.  
 
Now we will consider an example with an annual salary that actually decreased so we can follow the math 
through the form. Let’s use employee “Bob.” Bob had an annual salary of $50,000 during the first quarter of 
the year. Bob continues to work full-time for the business during the pandemic, but the business cut Bob’s 
pay to $30,000 annually. For Bob’s calculation, we will enter $30,000 in item “a.” In item “b,” we will enter 
$50,000—Bob’s historic salary. In item “c,” we will divide $30,000 by $50,00, yielding 60%. This is less than 
75%, so we will proceed to Step 2. 
 
In item “a,” we will enter Bob’s annual salary as of February 15, 2020, which we already said was $50,000. In 
item “b,” we will input Bob’s new salary of $30,000. His salary is less than $50,000, so we move to item “c,” 
which is one of our Safe Harbors. If we are able to restore Bob’s salary to $50,000 by the date of our 
application for forgiveness, or December 31, 2020—whichever is earlier—all is forgiven, and we do not have 
our forgiveness amount reduced. However, let’s say we have not been able to restore Bob’s salary and he is 
still making $30,000 per year. We would then enter this amount and move to Step 3. 
 
In item “a” of step 3, we will multiple Bob’s former salary of $50,000 by 75%, yielding $37,500. This is the 
amount that we could have reduced Bob’s salary to without suffering a penalty in our forgiveness 
calculations. In item “b,” we will subtract Bob’s new salary of $30,000 from $37,500, yielding the amount by 
which we have reduced Bob’s salary in excess of 25%, which is $7,500.  
 
These calculations are shown below. 
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The instructions for these calculations are continued on page 5, so we now need to flip the page.  

 
 
Since Bob is a salaried employee, we need to move to item “e” to complete the calculations. Items “c” and “d” 
are for hourly employees. Now, in item “e,” we just need to calculate the amount by which our forgiveness will 
be reduced. It will not be reduced by the entire $7,500 since this is the annual calculation and we will only be 
penalized for the portion of the year in our covered period. We will do this by multiplying the annual reduction 
of $7,500 that we just calculated by the number of weeks in our covered period and then dividing that number 
by 52 weeks. We’ll assume that we are using a 24-week covered period. For Bob, this would yield a reduction 
in forgiveness of $3,462. Note that the amount of forgiveness we lose will be impacted by both the severity 
of Bob’s pay cut and the length in time or duration of our covered period. 
 
Let’s quickly go through an example using an hourly employee. The approach is the same, but the math will 
be a bit different because now we are calculating the reduction on an hourly basis. Let’s say employee “Sam” 
is paid $20 per hour historically but had her hourly rate of pay reduced to $12.50 during the covered period. 
We could probably stop right here because Sam would have quit, filed for unemployment and made more 
money. But let’s say for some reason she didn’t. We would enter $12.50 in item “a”, $20 in item “b.” The division 
problem in item “c” would yield 62.5%.  
 
In Step 2, item “a” would be Sam’s historic hourly wage of $20. We reduced Sam’s hourly wage to $12.50. This 
is not greater than $20, so we move to item “c.” Again, we will assume that we have been unable to restore 
Sam’s wage to pre-COVID levels, so we would enter $12.50.  
In Step 3, item “a,” we would multiple Sam’s historic wage of $20 by .75, yielding $15. We next subtract $12.50 
from $15, yielding $2.50, which is the amount that we reduced Sam’s wage in excess of 75%. 
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These calculations are shown below. 
 

 
 
On page 5, in item “c,” we will enter 40 hours since Sam has always been a full-time employee. In item ,”d, we 
first multiply 40 hours times the $2.50 excess reduction, yielding $100. We then multiple $100 by the 24-
weeks in our covered period, yielding a reduction in forgiveness of $2,400.  
 
Where do these numbers go? We now need to return to Table 1. We enter the cash compensation that we paid 
to Bob and Sam during the 24-week covered period and enter the salary/hourly wage reduction in the last 
column. 
 
Now, let’s say we had an additional employee so that we can look at how an FTE reduction exception would 
be handled on Table 1. Our additional employee’s name is “Ralph.” Let’s say that Ralph’s hours were reduced 
from 40 hours per week to 20 hours per week and that Ralph makes $20 per hour. By either method of 
calculating an FTE, Ralph went from being 1 FTE to .5 FTE. We would enter Ralph into the table as shown 
below. Notice that the wage reduction amount for Ralph is zero. This is because we did not reduce his hourly 
wage, just his hours. We may incur a loss in forgiveness for Ralph since we reduced his hours, but that will 
come in the form of an FTE reduction, not a wage reduction. Our new totals can now be as shown.  
 
We have one final consideration to make for Ralph and it is in the box called FTE Reduction Exceptions. On 
page 5 of the instructions, we will find the rules as to how we can use these exceptions to possibly mitigate 
reductions in our loan forgiveness. As shown, there are a number of actions that we could have taken that 
would allow us to continue to count Ralph as a full FTE. Let’s say that we offered to restore Ralph to full-time, 
at the same rate of pay and he refused to take the offer. This would allow us to use the FTE Reduction 
Exception, shown below. 
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We would be able to use this exception to count Ralph as if he had been a full FTE. However, if Ralph refused 
to come back full-time, we would have had to hire someone else to work the 20 hours. We would add him or 
her to our table and now cannot use the exception for Ralph because that would essentially be counting the 
position twice: once because we filled it with someone new and twice because we counted the exception for 
Ralph. This is not allowed. We can only count it once. For this example, we will assume that we did not hire a 
new employee but counted Ralph’s refusal of full-time employment as an exception. 
 
Table 1 is now complete and is shown below. 
 

 
 
We are now ready to move on to Table 2. This is where we will list employees who had an annualized salary in 
excess of $100,000. This table does not have a column for Salary/Hourly Wage reductions because we do not 
have to make this calculation for these employees. Effectively, this means that we could reduce 
compensation to these employees in excess of 25% and not suffer a direct penalty for this reduction.  
 
Also note that although we can certainly pay our employees more than $100,000 per year, we can only include 
the portion of their pay up to $100,000 for forgiveness. This amount is roughly $1,923 per week ($100,000 
divided by 52 weeks). So, if our covered period was eight weeks, the most we can claim per employee is 
$15,384. For a 24-week covered period, that amount will increase to $46,152.  
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The FTE information in these two tables will be used on Schedule A to determine if we had a reduction in our 
overall FTE count. However, before we turn to Schedule A, we should consider the Safe Harbor 2 at the bottom 
of this worksheet. 
 

 
Essentially, these questions ask us to compare our FTE count on the day of the declared disaster (February 
15, 2020) to our FTE count in the ten weeks following the day of the disaster. If our FTE count declined during 
this period, the assumption seems to be that the pandemic was the proximate cause of this decline. We will 
then be given an opportunity to certify that we were able to restore our FTE count by the day we submit our 
application (or December 31, 2020) and if we have restored it to February 15th levels, we will not suffer a 
reduction in forgiveness. 
 
Let’s go through the questions one at a time. 
 

• Step 1: We are asked to calculate our FTEs for the ten-week period from February 15 through April 26, 
2020. We must use the same FTE calculation method that we chose for completing Tables 1 and 2. 
Yes, this is a new time frame for which we must calculate FTEs. 

• Step 2: We will calculate our FTE Count for the pay period that includes February 15, 2020. This will 
come up in a moment, but when SBA says to calculate FTEs for a date, they mean calculate it for the 
pay period that includes that date. This could be a different time frame for different businesses and 
is based on your payroll schedule, be it weekly, bi-weekly, bi-monthly or something else. 

• Step 3: If our FTE count was greater on February 15th than it was in the following ten weeks, we have 
had a decline in employee count and move to Step 4 to see if we can take advantage of the Safe 
Harbor. If our FTE count increased, then we do not get to use this Safe Harbor. 
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• Step 4: We will enter our FTE count as of the earlier of December 31, 2020 or the date upon which the 
application is submitted. This is an example of where SBA means for the pay period that includes this 
date. 

• Step 5: If we restored our FTE count to pre-pandemic levels, then we get to enter a “1” on line 13 of 
PPP Schedule A. That’s good, because it means that we will not suffer a loss in forgiveness for the 
decline in FTEs. 

 
Where are we in the process? Well, we are now done with the worksheet and can move on to Schedule A.
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Let’s tackle this one section at a time. In the first section, we will enter amounts from Table 1. 
 
Simply put, we will enter the totals we calculated in the table into this schedule on Lines 1 and 2. On Line 3, 
we will enter the total for any salary/hourly wage reductions that we calculated. For some reason, Line 3 also 
asks us to check a box and enter zero if we did not reduce anyone’s compensation by more than 25%. If this 
was true, then our totals in the table should be zero in any case, but they also want us to check the box. 
 
The second section asks us to enter some totals from Table 2. 
  
So far, so good. Now things will get a bit more complicated.  

Lines 6-8 deal with non-cash compensation. The rules for what to include in these line items are set forth on 
Page 3 of the instructions. You may want to look at this page as we go through them. 
 
Line 6 asks us to enter the number for paid and incurred employer contributions for employee health 
insurance. The most significant points are that this is just the employer’s contributions towards health 
insurance, and you cannot include contributions made on behalf of a self-employed individual, general 
partner or owner-employee of an S-corporation. This is because these payments should have already been 
reflected in the 2019 income that was reported for these individuals, and as such, will be included in their 
income reimbursement below. 
 
Line 7 asks for employer contributions towards retirement plans. Self-employed individuals and general 
partners cannot be included in these amounts—however, owner-employees of S-corporations can. Again, this 
relates to how income is reported for these classes of individuals. 
 
Line 8 is where you will report state and local income taxes paid. The rules specifically state that these taxes 
have to have been paid to be counted here, so do not include incurred taxes. Also, this is just state and local 
taxes; do not include federal taxes. 
 
We now move to Line 9, “Compensation to Owners.”  
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The rules on this are quite clear, and they place a cap on the amount of income that an owner can use towards 
forgiveness. Essentially, owners are limited to the lesser of 2.5 months of their average 2019 reported income 
from the business or 2.5 months at a rate of $100,000 per year, whichever is lower. Why? See the footnote.5  
In Line 10, we just add together some of the numbers from above to come up with our total payroll costs 
eligible for forgiveness.  
 
The bottom section of Schedule A deals with the FTE count for the business.  

First, the form asks us to consider if we are eligible for one of the Safe Harbors. If we are, we do not have to 
worry about FTE reductions, can check one of the boxes and write “1” in line 13. Let’s go through them again. 
 

1. We had no reductions in employees or average hours paid. 
2. Safe Harbor 1. We were not able to operate at the same level of business activity due to compliance 

with government requirements or guidance. This is an important one and many businesses will be 
able to qualify for this Safe Harbor. Let us emphasize that this is a “yes” or “no” question. The business 
does not have to link a 50% FTE reduction to a 50% business reduction. If they were not able to operate 
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at the same level, they are exempt from making the calculation. Please also know that you do not have 
to have a direct order from HHS, CDC or OSHA to use this clause. Additional guidance from the SBA 
says that an order from state or local governments is sufficient since it is based in part from guidance 
from one of the federal agencies. 

3. The third is Safe Harbor 2, which we dealt with in the worksheet. 
 

If you did not qualify for any of the Safe Harbors and you had a reduction in FTE count, how much is it going 
to cost you? We have to quantify how large your reduction was.  
 
The first step is to determine what your base FTE count was. Each business has a choice of two time frames 
in which to make this calculation. Seasonal businesses have a third choice. You can and should pick the time 
frame that gives you the lowest FTE count since this will lower the amount of forgiveness reduction you will 
receive. Remember, you must be consistent with the FTE methodology that you select. 
 

The time frames for most businesses are either February 15, 2019 through June 30, 2019, or January and 
February of 2020. Run the numbers and pick the best one for you. Seasonal businesses have a third choice, 
which is any consecutive twelve-week period between May 1, 2019 and September 15, 2019. 
 
On Line 12, you will enter your FTE count during the covered period, which we have already calculated in the 
worksheet. 
 
On Line 13, we will divide our FTE count during the covered period by our historic FTE count. This amount 
should be less than 1. If it isn’t, we probably could have used the EZ form, unless we had a salary/hourly wage 
reduction. This is the amount that our PPP forgiveness will be reduced by for reductions in FTE count. 
 
How far have we gone? We have finished the worksheet. We have finished Schedule A. We are now ready to 
work on page one of the application. 
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Everything we have done so far is essentially the difference between the EZ form and the full form, so the 
rest will be easy! 
 
The first sections of Page 1 are straight forward and will come from your loan documentation. 
 
Let’s look at Employees at Time of Loan Application and at Time of Forgiveness Application. 
 
Here they are—two more dates upon which to calculate FTEs. We have done it for our covered period and for 
perhaps multiple reference periods. Now we are asked to calculate it at the time of the loan application and 
additionally at the time of the forgiveness application (although we may actually have this latter one since it 
could be the same as our restore date). You must be an expert at making these calculations by now, so have 
at it! 
 
EIDL Advance Amount (if you received one): If your business received an EIDL Advance, the SBA will deduct 
the amount of this advance from the forgiveness calculation. The amount of the EIDL Advance will be treated 
as an open balance and the business will need to repay this amount under the terms of its PPP loan. Interest 
on this amount, or any unforgiven amount, will be accrued from the date of disbursement. 
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Covered Period and/or Alternative Covered Period: This is old hat for us by now! 
 
Did you get more than $2 million? Check the box and make sure you have a good accountant, because it is 
highly likely that you will be audited. See the footnote.6 Any business that is not sure if the PPP loan was a 
necessity should probably read this footnote—even if the business received less than $2 million. 
 
We are now up to the Forgiveness Amount Calculations. 
  

 
 

• Line 1. Payroll Costs  
We have already made this calculation, just put in the number! 

• Line 2. Business Mortgage Interest Payments 
This seems straightforward. One point of note is that a business can include interest payments paid 
and incurred during the covered period but cannot include prepaid interest payments. These are not 
allowed to count towards forgiveness. Notice that the mortgage has to have been in place on or 
before February 15, 2020. Also note that this is for secured debt only. Unsecured debt, such as 
credit cards, cannot be used here. 

• Line 3. Business Rent or Lease Payments 
Again, you can include paid and incurred expenses. Unlike mortgage interest, there is no limitation 
on prepayments as long as they were paid during the covered period.7  
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• Line 4. Business Utility Payments 
You can include both paid and incurred. In theory you could prepay, but probably most of us won’t 
do that for this expense. Also note that when they say “transportation,” this means transportation 
utility fees charged by a state or local government only. If your company has vehicles that 
transports goods and you thought you could include those expenses, you cannot. 

• Line 5. Total Salary/Hourly Wage Reduction  
This will come from the worksheets. 

• Line 6.  
This is where we will add up all of our qualified expenses and deduct the wage reduction number if 
we had one. 

• Line 7.  
If we reduced our FTE count, we will enter the quotient here. 

• Line 8. 
Our modified total shows us the impact of any wage reductions and any decrease in our FTE count. 

• Line 9.  
We enter our PPP amount. 

• Line 10. 
We divide our payroll costs on Line 1 by .60. This is the threshold—we must spent at least 60% of the 
amount forgiven on payroll. Remember, it used to be 75%, but is now 60%. 

• Line 11: Forgiveness Amount 
We enter the smallest of lines 8, 9 or 10. This is the amount we will be forgiven. However, as stated 
above, please note that the SBA will not forgive the amount of any EIDL Advance that your business 
may have received. This calculation is not shown here, but the SBA will make it later on when they 
finalize your level of forgiveness.  
 

The math is done. We have finished the worksheet, Schedule A, and the Calculation Form. All we need to do 
now is read and sign the certifications, provide the optional Demographic Data and prepare our 
documentation. 
 
The documentation that will be required is spelled out pretty clearly on Page 6 of the instructions. Assemble 
them carefully and provide them along with your application to your bank. The more carefully you prepare 
and present these documents, the easier your forgiveness application will be processed. 
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Footnotes 

 
 

1. Start of the Covered Period 
The covered period can either start on the day the business receives the loan proceeds, or, if the business pays more 
frequently than bi-weekly, the business can choose to have it start on the beginning of the pay period following receipt of the 
loan proceeds. This is known as the Alternative Covered Period. The major advantage to using an alternative covered period is 
that because it lines up with your payroll periods, it will make some of your calculations for incurred payroll easier. 
 
End of the Covered Period 
The covered period is defined in these instructions as the 8-week or 24-week period after receipt of the loan proceeds (or the 
alternative start date mentioned above). Only businesses that received their PPP Loan prior to June 5, 2020 can choose to 
use an 8-week covered period. There is very little advantage for doing so and we think the few business who do choose an 8-
week period will have a sophisticated CPA on board. 
 
One further point. Previously, we believed that the covered period could be any length of weeks between 8-weeks and 24-
weeks. We had reasons to believe this, but we now know that it is not true. The covered period must be either an 8-week or 
24-week period. 
 

2. Families First Coronavirus Response Act Leaves (FFCRA) 
The FFCRA requires most employers to allow their employees to take a paid leave. We won’t go into the details here (that 
would be for another session). As it relates to PPP, the FFCRA allows businesses to take the cost of the leave as a tax credit 
at the end of the year, so you cannot use it here for forgiveness. That would be double dipping. 
 

3. Paid or Incurred 
This was pretty important when we all thought we had to use an 8-week covered period and is less important now that we 
can spread the use of the PPP out over to 24-weeks. However, it may still be important for some businesses. When you 
calculate payroll costs, you can include items that were paid and incurred during the covered period. Let’s say your covered 
period started on a Thursday and you paid your employees the next day, Friday, for work they had performed during the 
preceding two weeks. You get to count this payment toward forgiveness. Even though it was incurred before your covered 
period, it was paid during your covered period. Similarly, when we get to the end of the covered period, we will have hours 
that employees worked (we owe them, i.e. incurred) but we have not paid them. The payment will happen after the covered 
period ends. We get to include those amounts towards forgiveness as well. This also works with benefits as well as with the 
other allowed expenses of rent and utilities. It does not work with mortgage interest payments. 
 

4. $100,000 Employees 
Which employees have an annualized rate of pay in excess of $100,000? Well, it can be employees who made less than 
$100,000 for the year. To calculate the annualized rate of pay, the business can select any pay period in 2019 and annualize it 
for the whole year. For an employee who makes a large commission or bonus, the business can choose to annualize the pay 
period in which the employee was paid the bonus, and on this basis, the employee could make more than $100,000 on an 
annualized basis.  
 
Example: An employee makes $50,000 per year and receives a year-end bonus of $10,000 in December. Use the week of the 
bonus and—viola!—the employee is a $100,000 employee ($50,000/52 = $961.55; $961.55 + $10,000 = $10,961; $10,961 * 52 = 
$569,972). 
 

5. Why are owners capped at 2.5 months of their historic pay? 
The theory is that in the calculations for determining the PPP amount, owners could only include this amount. The fear is that 
some owners could now fire all their employees, pay themselves all of the PPP proceeds over 24-weeks and be unfairly 
enriched. We know that we never do that, but someplace there is someone who would if they could. Now they can’t. 
 

6. We are not naming names, but most of us will recall that there were some very large and well-capitalized businesses that 
received PPP loans early on. Remember, when you applied for the loan you certified that: 
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Current economic uncertainty makes this loan request necessary to support the ongoing operations of the Applicant. 
 
The key word being necessary. For some businesses, the PPP loan was NOT necessary. They had sufficient cash or balance 
sheet strength to fund their own way through the COVID downturn. Admittedly, the word “necessary” had not been well-
defined, but when the press got word of some of the major players who received large sums of PPP money, the government 
took notice. They essentially gave businesses an opportunity to give the money back—no harm, no foul—and they also said 
that if a business received more than $2 million they should expect to be audited and that a focus of that audit would be on 
whether the PPP loan was necessary. 
 
If you received less than $2 million, this does not mean that you will not be audited. It is just less likely. Later in the 
forgiveness application you will be certifying: 
 
I understand, acknowledge, and agree that SBA may request additional information for the purposes of evaluating the 
Borrower’s eligibility for the PPP loan and for loan forgiveness, and that the Borrower’s failure to provide information 
requested by SBA may result in a determination that the Borrower was ineligible for the PPP loan or a denial of the 
Borrower’s loan forgiveness application. 
 
If you are not certain that the PPP loan was necessary for your business, you should talk to your CPA and/or attorney. 
 

7. Why can I prepay rent and utility expenses? 
There is language in the guidance that talks about this. The SBA has determined that since you have to spend at least 60% of 
the PPP on payroll, you will be limited in the amount you can use for prepayment of rent and utilities. 
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