
PAYCHECK PROTECTION LOAN PROGRAM

• Loan covering payroll costs incurred during a “covered 
period.”  A covered period means the period beginning on 
February 15, 2020 and ending on June 30, 2020.

• Eligible recipients include small businesses with less 
than 500 employees. It also includes certain nonprofit 
organizations, veterans organizations, or Tribal business 
concerns described in section 31(b)(2)(C) with less than 
500 employees. The number of employees can exceed 
500 employees; or if applicable, the size standard in 
number of employees established by the Administration 
for the industry in which the business concern, nonprofit 
organization, veterans organization, or Tribal business 
concern operates.

• Businesses operating as a sole proprietorship also qualify.  

• Loans can be obtained through banks or the SBA.

• Payroll costs include the following:
 - The sum of payments of any compensation with   

   respect to employees that is:
• Salary, wage, commission, or similar compensation;
• Payment of cash tip 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;
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As the COVID-19 virus continues to disrupt life across the U.S. and impact the American economy, Congress has passed 
and the President has signed into law the Coronavirus Aid, Relief, and Economic Security (CARES) Act in an attempt to help 
stabilize the economy. The $2.2 trillion package is the most expensive single piece of legislation ever enacted. The CARES Act 
provides loan forgiveness, financial support for small businesses, enhanced unemployment insurance, individual payments, 
tax incentives, and federal loans to industries severely impacted by the effects of the pandemic. This report provides a 
summary of the CARES Act and how it may affect your personal finances and business operations.

Additional guidance is available by contacting Gray, Gray & Gray at (781) 407-0300, or visiting www.gggcpas.com. 
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This report was prepared by members of Gray, Gray & 
Gray’s Tax and Client Services Departments. Information is 
current and accurate as of the date of publication. Updated 
information concerning issues surrounding the current crisis - 
including webinars - are available by visiting www.gggcpas.
com. Or feel free to contact us by calling (781) 407-0300. 
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• Payment of any retirement benefit; or
• Payment of State or local tax assessed on the 

compensation of employees; and
• The sum of the payments to an independent 

contractor that would be subject to self-employment 
tax that do not exceed $100,000 (the amounts need 
to be prorated if less than a year).

• Payroll costs shall not include:
• Payroll of an employee that exceeds $100,000.  (Need 

to prorate over the covered period if less than a year.)
• Compensation to an individual whose principal place 

of residence is outside of the U.S.
• Payroll tax withholding.
• Wages for which a credit was taken under Families 

First Coronavirus Response Act. 
• Qualified family leave wages for which a credit 

is allowed under section 7003 of the Families First 
Coronavirus Response Act.

• Maximum Loan Amount
 - During the covered period, with respect to a covered 
     loan, the maxium loan amount shall be the lesser of:

• 2.5 times the average total monthly payments by 
the applicant for payroll costs incurred during the 
1-year period before the date on which the loan is 
made or $10,000,000. 

• In the case of an applicant that is a seasonal 
employer, the average total monthly payments for 
payroll shall be for the 12-week period beginning 
February 15, 2019, or at the election of the eligible 
recipient, March 1, 2019, and ending June 30, 2019.

• There are also rules around calculating the 
average for new businesses that have not been in 
existence for a full year.

• Allowable uses of the Loan Proceeds:
• Payroll costs;
• 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 
(which shall not include any prepayment of or 
payment of principal on a mortgage obligation);

• Rent (including rent under a lease agreement);
• Utilities; and
• Interest on any other debt obligations that were 

incurred before the covered period.

• Loans carry a 10-year maturity with interest not to exceed 4 
percent

• 6-month deferral of principal and interest

• Loan Forgiveness:
• Recipients shall be eligible for forgiveness of 

indebtedness on a covered loan in an amount 
equal to the sum of the following costs incurred 
and payments made during the 8-week period 
beginning on the date of the origination of the 
loan:

- Payroll costs;
- Any payment of interest on any covered  
  mortgage obligation (which shall not 
  include any prepayment of or payment 
  of principal on a covered mortgage 
  obligation);
- Any payment on any covered rent 
  obligation;
- Any covered utility payment.

• The loan forgiveness cannot exceed the 
principal;

• The loan forgiveness will be reduced to the 
extent there is a reduction in payroll during the 
8-week covered period.  There is an exception for 
rehired employees;  

• The amount of forgiveness is excluded from gross 
income;

• Forgiveness cannot be combined with the Payroll 
Tax Deferment discussed below.  

EMERGENCY EIDL GRANTS

• Grant is equal to $10,000.

• The amount of the grant would reduce the loan forgiveness 
amount to the extent a Paycheck Protection Loan was 
obtained and forgiveness was sought.

• Grant is given within 3 days of the Administration receiving 
the application.

• Proceeds can be used to fund payroll costs as well as other 
business-related expenses.

FEDERAL PANDEMIC UNEMPLOYMENT COMPENSATION

• The federal government to fund to the state an additional 
unemployment benefit equal to $600 per week.

• The $600 payments end July 31, 2020.
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RECOVERY REBATES

• An eligible individual shall receive a credit against the tax 
for the first taxable year beginning in 2020 in an amount 
equal to the sum of: $1,200 ($2,400 in the case of eligible 
individuals filing a joint return), plus $500 per dependent 
child.

• The amount of the credit is decreased by 5 percent or so 
much of the taxpayer’s adjusted gross income that exceeds 
$150,000 in the case of a joint return, $112,500 in the case of 
a head of household, and $75,000 in the case of a taxpayer 
filing as single.  

• The term “eligible individual” means any individual other 
than any nonresident alien individual, an individual that is 
claimed as a dependent on someone else’s return, or an 
estate or trust.

• The government may certify and disburse refunds 
electronically to any account to which the payee 
authorized, on or after January 1, 2018.

• If a tax return has not been filed for 2019, the 2018 year will 
be utilized to determine adjusted gross income.

• Not later than 15 days after the date on which the Secretary 
distributes any payment to an eligible taxpayer, a notice will 
be sent by mail to such taxpayer’s last known address.  The 
notice will indicate the method by which such payment was 
made, the amount of such payment, and a phone number 
for the appropriate point of contact at the Internal Revenue 
Service to report any failure to receive such payment.

TAX FAVORED WITHDRAWALS FROM RETIREMENT PLANS

• Individuals can withdraw (in aggregate from all plans) up to 
$100,000 for coronavirus-related purposes. The distribution 
will not be subject to the 10% early withdrawal penalty. It 
will be subject to income tax. The income inclusion can be 
spread over a three year period.

• A coronavirus-related distribution means any distribution from 
an eligible retirement plan made on or after January 1, 2020, 
and before December 31, 2020 paid to an individual who 
is diagnosed with coronavirus by a test approved by the 
Centers for Disease Control and Prevention, whose spouse or 
dependent is diagnosed with such virus, or who experiences 
adverse financial consequences as a result of being 
quarantined, being furloughed or laid off or having work 
hours reduced due to such virus or disease, being unable to 
work due to lack of child care due to such virus or disease, 
closing or reducing hours of a business owned or operated 
by the individual due to such virus or disease, or other factors 
as determined by the Secretary of the Treasury.

• Any repayments to the retirement plan of the coronavirus-
related distribution (other than an IRA) will be treated as 
rollover contributions. In other words, recipients are treated 
as having received the coronavirus-related distribution as 
an eligible rollover distribution and as having transferred the 
amount to the eligible retirement plan in a direct trustee to 
trustee transfer within 60 days of the distribution.

• With respect to a coronavirus-related distribution from 
an IRA, to the extent of the amount of the contribution, 
the coronavirus-related distribution shall be treated as 
a distribution that has been transferred to an eligible 
retirement plan in a direct trustee to trustee transfer within 60 
days of the distribution.

• Loans can also be taken from a qualified retirement plan 
equal to the lesser of the vested balance or $100,000. 
Repayment can be deferred up to a year.

• There is also a temporary waiver for 2020 required minimum 
distributions (RMD).

CHARITABLE CONTRIBUTIONS DEDUCTION MODIFICATIONS

• For corporations, there is a temporary increase of the 10 
percent limit on charitable contribution deductions to 25 
percent of taxable income. Excess contributions may be 
carried forward to future years, subject to the general 
charitable contribution carryforward rules.

• To incentivize charitable contributions, the CARES Act 
provides an above-the-line deduction for “qualified 
charitable contributions” up to $300 for individuals who do 
not itemize deductions. The CARES Act also increases the 
income limitations on charitable deductions by suspending 
the 50 percent adjusted gross income (AGI) limitation for 
2020.

• Thus, individuals may deduct qualified contributions in 
2020 up to 100 percent of their AGI. Any excess qualified 
contributions are carried forward to future years in the same 
manner as other charitable contribution carryovers.

EXCLUSIONS FOR EMPLOYER PAYMENTS ON STUDENT LOANS

• Employees can exclude up to $5,250 from income to the 
extent an employer pays a portion of student loans for 
payments made before January 1, 2021.
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EMPLOYEE RETENTION CREDITS

• Businesses and non-profits that do not receive SBA loans 
eligible for forgiveness may be entitled to claim refundable 
credits against their quarterly payroll tax liabilities. 

• The maximum credit is 50 percent of qualified employee 
wages up to $10,000 of wages (a credit of $5,000 per 
employee) that have been paid between March 12th and 
December 31, 2020. 

• For employers with more than 100 employees, only wages 
paid to employees who are not working due to COVID-19 
are eligible for the credit. 

• There is no work requirement for employers with 100 or fewer 
employees. 

• The credit is reported on the employer’s quarterly 
employment tax return and is a refundable credit to 
the extent that it exceeds the combined employer and 
employee payroll and withholding taxes.

PAYROLL TAX DEFERMENT

• All employers and self-employed individuals may defer the 
payment of the 6.2% employer payroll tax on wages paid 
during 2020.

• Half of the amount otherwise payable is due December 31, 
2021 and the remainder is due December 31, 2022.

• However, this deferral is not available to an employer who 
has any SBA loan forgiven under the program discussed 
above.

TECHNICAL AMENDMENTS REGARDING QUALIFIED 
IMPROVEMENT PROPERTY 
 

• The CARES Act includes a technical correction to the Tax 
Cuts and Jobs Act (TCJA) that would allow taxpayers 
to apply the accelerated bonus depreciation rules to 
qualified improvement property. The effective date of this 
amendment would be retroactive to the TCJA’s enactment, 
thus creating refund opportunities for taxpayers. 

• Refunds can be obtained by filing either an amended 2018 
return or possibly an accounting method change with 
the taxpayer’s 2019 return, depending on whether the IRS 
considers this an automatic change.

MODIFICATIONS OF LIMITATION ON 

BUSINESS INTEREST EXPENSE

• The TCJA created a new limitation on business interest 
expense deductions for tax years beginning after December 
31, 2017. 

• The CARES Act temporarily modifies the 30 percent of 
adjusted taxable income (ATI) limitation (as originally 
provided in the TCJA) to 50 percent of ATI.  

• While taxpayers may elect to use the 30 percent limitation 
instead, this provision would affect taxable years beginning 
in 2019 or 2020 and allow businesses to increase liquidity 
with a reduced cost of capital. In addition, businesses may 
elect to use their 2019 ATI to calculate their 50 percent of ATI 
limitation for 2020.

• Unless they elect not to, partners of partnerships subject to 
the business interest expense limitation rules would be able 
to treat 50 percent of any allocated excess business interest 
expense from the partnership during 2019 as fully deductible 
in tax year 2020. The remaining 50 percent is subject to the 
normal rules under IRC §163(j) and is only deductible by 
the partner in a future year if that same partnership passes 
through excess taxable income or excess business interest 
income.

MODIFICATIONS FOR NET OPERATING LOSSES

• The current net operating loss (NOL) rules put in place by 
the Tax Cuts and Jobs Act (TCJA) are temporarily revised 
to allow losses arising in tax years 2018, 2019 or 2020 to be 
carried back five years. In addition, the provision limiting 
NOLs to only 80 percent of a taxpayer’s taxable income is 
suspended for taxable years beginning before January 1, 
2021, allowing companies to fully offset taxable income by 
such carrybacks or carryforwards.

• The CARES Act also provides a technical correction to the 
TCJA to retroactively align the effective date of the NOL 
limitation and NOL carryback/carryforward provisions. 

• In addition, for noncorporate taxpayers, the limitation on 
excess business losses imposed by the TCJA would be 
retroactively postponed and applied only to taxable years 
beginning after December 31, 2020. 

• Therefore, if a taxpayer had an excess business limitation on 
their 2018 return, there may be an opportunity to amend to 
claim the additional loss and receive a refund.
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