Brief Update on Critical
SBA Loan Issues

May 22, 2020




Webinar Instructions

+Please submit questions through the Chat Box in the webinar

control panel




MCM CPAs & Advisors

+ What We Do:

+ MCM is a large regional CPA and adViSQr?/ firm employing more than 350, including more than 160
CPﬁs. \é\./e.éer\l/e both privately and publicly held businesses, non-profit organizations, small businesses
and individuals

+ Mission: We exist to help both our clients and team succeed.




Presenter

Former Managing Partner and Co-Founder of Top 100 firm

First woman in the region to have this leadership position within a major firm,
and one of only a few in the U.S. Top 100.

Recognized Community Leader

: Serves on many industry, corporate, and community boards and committees
Diane Medley Vindustry, corp v

Executive Chairman



COVID-19 SBA Advisory Team

MCM CPAs & Advisors has formed a group of experienced advisors to assist
clients on accounting and business matters in wake of implications from the
coronavirus pandemic. This team of advisors has decades of experience
supporting businesses in response to disastrous situations so they can feel
confident and prepared for their next steps.

Diane Diane Mark Karl Scott Becky
Medley Kilner Schmitt Dostal Herman Phillips
Executive Tax Partner Lexington Cincinnati Indianapolis  Assurance Partner
Chairman Small Business  Tax Partner Tax Partner Tax Not-for-Profit

Services Team Auto Dealer Cincinnati Tax Partner Services Team
Leader Services Team Services Team Leader
Leader Leader



SBA Forgiveness Calculator




+ PPP Forgiveness Calculation Form
+Information related to the loan obtained
+EIDL Loans Obtained
+“Box" to be checked if original loan >$2MM
+ Representations and Certifications

+PPP Schedule A

+ Detailed calculation of Cash Compensation, Non-Cash Compensation,
FTE's and Self-Employed Owner or Partner Compensation

+ Calculations of Reductions for Reduced Pay or FTE Count

+PPP Schedule A Worksheet

+ Table 1 - listing of employees <$100k and FTE counts; pay reductions
+ Table 2 — listing of employees >$100k and FTE counts
+ Determination of Safe Harbors for rehires by June 30, 2020



PPP Loan

Forgiveness
Application
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PPP
Schedule A
Worksheet
Cont’

Step 1.

Step 2.

Step 3.

Step 4.

Step 5.

FTE Reduction Safe Harbor:

Enter the borrower’s total average FTE between February 15, 2020 and April 26, 2020. Follow the same method that
was used to calculate Average FTE in the PPP Schedule A Worksheet Tables. Sum across all employees and enter:

Enter the borrower’s total FTE in the Borrower’s pay period inclusive of February 15, 2020. Follow the same method
that was used in step 1:

If the entry for step 2 is greater than step |, proceed to step 4. Otherwise, the FTE Reduction Safe Harbor is not
applicable and the Borrower must complete line 13 of PPP Schedule A by dividing line 12 by line 11 of that schedule.

Enter the borrower’s total FTE as of June 30, 2020:

If the entry for step 4 is greater than or equal to step 2, enter 1.0 on line 13 of PPP Schedule A; the FTE Reduction Safe
Harbor has been satisfied. Otherwise, the FTE Reduction Safe Harbor does not apply and the Borrower must complete
line 13 of PPP Schedule A by dividing line 12 by line 11 of that schedule.

SBA Form 3508 (05/20)
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Clarifications or even
“Changes” in May 15 Released
Instructions




Areas to be Covered Today

+Payroll Periods +Calculation of FTE's

+Paid or Incurred Language +Necessity of Loan Guidance

+Ordering of Forgiveness +Non-Payroll Expenses Covered
Reductions

+Tax Treatment of Amount
+75% of Expenses Clarification -orgiven

+Mitigation and Rehiring Rules  +Documentation to Submit
+Treatment of Self-Employed +New HB 6886 Potential Changes

+Alternative Seasonal Method




Payroll Periods

+Allows borrowers who use a biweekly or more frequent payrol
schedule to calculate payroll costs using an “alternative payroll
covered” period that aligns with borrowers’ regular payroll cycles.

+The standard period is the eight week period beginning on the
date of the loan disbursement and ending 56 days later.

+This new alternative period was added for administrative
convenience and allows the borrower to start the eight week
payroll period with the first payroll following the date of the loan
disbursement and continue it tor eight consecutive weeks.

+Unfortunately, a borrower with monthly or semi-monthly payroll
periods may not use this alternative method.




Paid “or” Incurred Language

+ Previous “paid and incurred” is now “paid or incurred”

+Seems to allow expenses BOTH paid during the eight week period
and INCURRED BUT NOT YET PAID during the eight week period
to be included in covered expenses

+ For Payroll — include all prior payroll amounts paid during the period plus
the amounts paid during the next payroll period that were incurred
during the covered period.

+For Non—PaKroII Costs — include all costs paid during the covered period
as long as the other definitional criteria are met plus costs incurred
during the period that are paid by the next billing date.

+Be careful as this could change again....




Payroll Costs — Paid and Incurred

+Payroll costs paid and payroll costs incurred are forgiveable
+Paid — check distributed or ACH transaction initiated
+Incurred — employee’s pay is earned

+ Summary of coverage period:
+Beginning — cash basis
+End - accrual basis




Nonpayroll Costs — Paid or Incurred

+Nonpayroll costs
+ Paid during the covered period OR

+Incurred and paid on or before the next reqular billing date (even if billing
date is after covered period)

+Summary of coverage period:
+Beginning — cash basis
+End — accrual basis

+Coverage period (alternative payroll coverage period not allowed)

+ It is possible to have two different 8-week period coverage periods in the overall
forgiveness computation — one for payroll and another for non-payroll.




Ordering of Potential Forgiveness
Reductions

A. Calculate Total Amount Paid for Payroll Related Costs

Then:
1. Reduce Total by pay rate changes >25% for employees paid
<$100k per year

2. Next, reduce by ratio of FTE reduction (using most beneficial of
various time periods provided)

3. Determine Net Amount Eligible for Forgiveness

B. Then, compare 75% of the Total Loan to the amount actually
spent on payroll related costs and take reduction, it applicable

Amount Forgiven will be lesser of #A3 of B Above.




Ordering of the Forgiveness Reduction Provisions - Example

Nothing in this document should be construed as providing tax advice. Please consult with your own professional tax advisor. In addition, this document represents the 22
information that we have up to the date the presentation was made and cannot be relied upon for additional updates beyond that date.



75% of Expenses Related to
Payroll Costs - More Clarification

+The calculation involves taking the total payroll costs (not reduced
by reductions in FTE's or pay rates) and divides that amount by .75
to determine the total eligible forgiveness under this test.

+This amount is compared to the total loan amount and a
reduction is taken if applicable

+1f this amount is lower than the results of the other reduction tests
(total forgiveness reduced by the reduction in FTE ratio or the
reduction in pay rates), this lower amount is used.

+Although complicated, this is not an all or nothing calculation

which was previously a significant concern about the wording of
the previous guidance.




Mitigation and Rehiring
Rules for June 30

+The instructions detail the implementation of the rule allowing for
mitigated FTE or payroll reductions if the situation is mitigated by June
30, 2020.

+No guidance on how long the mitigation has to be continued after the
June 30 date

+Related to the FTE reductions, the instructions further clarify that the
borrower will not be required to reduce the amount forgiven for:

+ FTE's where the employer made a good faith offer to an employee to return to
work that is declined

+ Employees who were fired for cause, voluntarily resigned or voluntarily
requested and received a reduction of their hours.




Mitigation and Rehiring
Rules for a New Set of Dates

The same set of rules apply to mitigating the FTE reduction if the
situation is mitigated by another set of dates:

+1f the borrower has not reduced the number of FTE's between

January 1, 2020 and the end of the eight week period, there is no
reduction

+Previously provided June 30 date continues to apply as well




Treatment of Self-Employed
Proprietors or Partners

+The instructions provide that amounts included in the calculations for

the income of these individuals would include up to a maximum of
$15,384 or the lesser of;

+ the eight weeks prorated amount of their 2019 income, or
+ the actual amounts paid during the eight week period in 2020

+Somewhat unclear as to whether non-cash benefits are includable for
active general partners; instructions seem to allow inclusion.

+Previous guidance stated that non-cash benefits for Schedule C owners
would not be included

+Seems to indicate that actual eight week expenses are used for non-
owner payroll and other covered expenses — differs from prior
guidance

+Partners or other self-employed owners are not included in FTE counts.




Use of Alternative Seasonal Period

+Use of Alternative Seasonal Period of any twelve week period
during the period of May 1, 2019 through September 15, 2019.

+In prior guidance the SBA offered this alternative calculation for
purposes of determining the maximum amounts to be borrowed.

+The new instructions include this same time period for use in
determining FTE's for the forgiveness calculation.




Calculation of FTE's

+The instructions indicate that an 1.0 FTE is assumed to work 40
hours per week with the maximum per employee of 1.0 FTE.

+But they also added the provision that a simplified method can be
used to assign 1.0 FTE to any employee who works over 40 hours

per week and .5 to any employee who works less than 40 hours
per week.

+ Calculate each employee and each period separately
+Does not include self employed owners or partners




40 Hours Method Example

Hours Divide by 40 Capped at 1.0
Ricky Bobby 40 1.00 1.00
Cal Naughton Jr. 52 1.30 1.00
Jean Giard 42 1.05 1.00
Cole Trickle 35 .88 .88
Rowdy Burns 24 .60 .60
Russ Wheeler 16 40 40
Total rounded to the nearest tenth 4.9 FTEs

Alternative Method Example

Hours Capped at 1.0
Ricky Bobby 40 1.00
Cal Naughton Jr. 52 1.00
Jean Giard 42 :28; (1)2 1.00
Cole Trickle 35 .50
Rowdy Burns 24 .50
Russ Wheeler 16 .50
Total rounded to the nearest tenth 4.5 FTEs




Necessity of Loan Guidance

+Loans over $2MM - the updated application contains a box to be
checked if the original loan exceeds $2MM.

+Specifically, before submitting a PPP application, all borrowers
should review carefully the required certification that “[c]urrent
economic uncertainty makes this loan request necessary to
support the ongoing operations of the Applicant.” Borrowers must
make this certification in good faith, taking into account 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.




Necessity of Loan Guidance — Cont'’

Loans Greater than $2MM —

+Subject to review by SBA for compliance with program
requirements

+Be prepared to furnish additional documentation and support for
the necessity of the loan

+If determination is made by SBA that borrower lacked an
adequate basis regarding necessity, the SBA will seek repayment
and will deem the loan ineligible for forgiveness.

+If borrower repays the loan, the SBA will not pursue administrative
enforcement




Definition of other Non-payroll
Expenses

+The SBA did not provide any additional definition around these
covered expenses.

+They include:

+ covered mortgage interest on real or personal property where
obligations were incurred before February 15, 2020;

+ covered rent obligations on real or personal property in effect on
February 15, 2020;

+ covered utility payments for the distribution of electricity, gas, water,
transportation, telephone or internet services in effect as of February 15,
2020.




Tax Treatment of Amount Forgiven

+ CARES Act stated that any amounts forgiven would be treated as
non-taxable

+Subsequent IRS Notice 2020-32 stated that any expenses paid
with the loan proceeds that were ultimately forgiven would not be
deductible

+Congress continues to discuss the original intent of the law and
this may be revised on a limited basis




What if you didn’t receive the correct
amount on your original PPP Loan?

+ If you did not include the compensation of active partners in
your original loan application, you can reapply and have the
additional amount disbursed to you.




Documentation to Submit - Payroll

+Documentation to be submitted with the Loan Forgiveness

Application:
1. Bank account statements or third-party service provider reports
2. Tax forms for the periods that overlap with the Covered Period
3. Payroll tax filings reported, or that will be reported to the IRS
4. State quarterly business and individual employee wage reporting and

unemployment insurance tax filings reported or that will be reported

5. Payment receipts, cancelled checks, or account statements on the
amount of any employer contributions to employee health insurance
and retirement plans that the Borrower included in the forgiveness
amount




Documentation to Submit — FTE's

+FTE Documentation showing:

1. The average number of FTE employees between Feb. 15, 2019
and June 30, 2019

2. The average number of FTE employees on payroll per month
petween January 1, 2020 and February 29, 2020

3. In the case of a seasonal employer, the average number of FTE's
oetween February 15, 2019 and June 30, 2019; between January
1, 2020 and February 29, 2020; or any consecutive 12-week
period between May 1, 2019 and September 15, 2019.




Documentation to Submit - Nonpayroll

+Non-payroll documentation verifying existence of the
obligations/services prior to February 15, 2020 and eligible
payments from the Covered Period

1. Business mortgage interest payments: loan documents and
cancelled checks showing amounts paid during covered period

2. Business rent or lease payments; lease agreements and
cancelled checks showing amounts paid during covered period

3. Business utility payments; invoices from Feb 2020 and cancelled
checks showing amount paid during covered period




Documentation to Maintain

Documentation that each borrower must maintain for 6 years from
later of date loan is forgiven or paid in full :

1. Documentation supporting each individual employee in Schedule A
Worksheet Table 1.

2. Documentation supporting each individual employee in Schedule A
Worksheet Table 2.

3. Any employee job offers/refusals, firings for cause, voluntary
resignations, and written requests for work schedule reductions.

4. Documentation supporting the PPP Schedule A Worksheet “FTE
Reductions Safe Harbor”

5. Supporting documentation on the Borrower’s necessity of the loan
request and eligibility.




The following provisions are either clarifications or additional
changes to the previously provided guidance. According to the
AICPA, they are continuing to pursue several more needed changes
but are not confident that the additional changes will be made.
They include:

+Changes to the start and or end of the eight week period of
covered expenses.

+Self rentals
+ETC




HB 6886 - Paycheck Protection Program
Flexibility Act

Potential House vote next week
Supported by Administration
Not sure of Senate support for broad changes

A Member of PrimeGlobal — An Association of Independent Accounting Firms
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HB 6886 changes to PPP Program

+The bill would make a number of changes to the CARES Act’s
small business loan program that could not be made
administratively by the SBA.

+The proposed PPP bill would implement the following changes:
+ Allow forgiveness for expenses beyond the 8-week covered period,;

+ Eliminate restrictions limiting non-payroll expenses to 25 percent of loan
proceeds;

+ Eliminate restrictions that limit loan terms to two years,;

+ Ensure full access to payroll tax deferment for businesses that take PPP
loans; and

+ Extend the rehiring deadline to offset the effect of enhanced
Unemployment Insurance.

+Senate has not weighed in but Trump administration is supportive.




Questions?

Please submit questions in Chat Box




COVID-19 SBA Advisory Team

MCM CPAs & Advisors has formed a group of experienced advisors to assist
clients on accounting and business matters in wake of implications from the
coronavirus pandemic. This team of advisors has decades of experience
supporting businesses in response to disastrous situations so they can feel
confident and prepared for their next steps.

Diane
Medley

Executive
Chairman

Diane Mark Karl
Kilner Schmitt Dostal
Tax Partner Lexington Cincinnati
Small Business Tax Partner Tax Partner
Services Team Auto Dealer Cincinnati Tax
Leader Services Team Services Team

Leader Leader

Scott Becky
Herman Phillips
Indianapolis  Assurance Partner
Tax Not-for-Profit
Partner Services Team
Leader

43




Thank You

for your time!
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