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Overview of the Paycheck Protection Program (PPP) and the Economic 
Injury Disaster Loan (EIDL) Program under the “CARES Act”

(i)   A franchise and hospitality businesses (NAICS code 72 “accommodation and food 
services”) with multiple locations, whereby the 500-person limitation is tested on a per 
location business and; 
(ii)   Any business receiving financial assistance from a Small Business Investment 
Company (SBIC).

Overview

The Coronavirus Aid, Relief, and Economic Security Act (CARES Act) brought changes to certain 
U.S. Small Business Administration (SBA) loan programs such as the Economic Injury Disaster 
Loan (EIDL) Program and created a new program called the Paycheck Protection Program (PPP). 
These programs, which are both designed to prevent job loss and small businesses failure due to 
the COVID-19 pandemic, are summarized below. 

I.   Paycheck Protection Program (PPP)

The SBA’s 7(a) loan program, which existed before the passage of the CARES Act, generally 
provides guarantees for small business loans originated by approved lenders. The CARES Act 
expanded this program with the addition of the PPP. 

Eligibility 

To be eligible for the PPP, a business generally must either:
(i) Have fewer than 500 employees
(ii) Is a small business that otherwise meets the SBA’s size standard
(iii) Is a 501(c)(3) with fewer than 500 employees
(iv) Is an individual who operates as a sole proprietor
(v) Is an individual who is self-employed who regularly carries on a trade or business
(vi) Is a tribal business concern that meets the SBA size standard 
(vii) Is a 501(c)(19) Veterans Organization that meets the SBA size standard 

Exceptions:

Considerations

PPP applicants must certify, in good faith, that the loans are required to continue 
operations due to the current economic circumstances and acknowledge that 
the funds will be used to retain workers and maintain payroll or make mortgage 
payments, lease payments and utility payments, and that the applicant 
does not have other “covered loan” applications pending for similar or 
duplicative purposes. 
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Proceeds must be used to fund either:

•   Payroll Costs - This is a key term for PPP loans and it includes virtually all compensation  
    paid to service providers (employees and independent contractors) as salaries, commis-
    sions or similar compensations, including tips, vacation pay, family/parental leave and sick 
    leave but ignoring amounts to the extent they exceed $100,000 per year for any particular 
    person and not taking into account payroll taxes imposed on the employer or withheld from 
    the employee, plus:

•   Any state or local taxes assessed on the compensation of employees

•   Severance pay (allowance for dismissal or separation)

•   Costs related to the continuation of group health benefits and any retirement benefits 
    (presumably including all COBRA benefits)

•   Payments of interest on any pre-existing debt or mortgage obligation (but not payment or   
    prepayment of principal on such obligations)

•   Rent (including rent under an equipment or other lease), and

•   Utilities

* The definition of Payroll Costs also includes compensation or income of a sole proprietor or 
   independent contractor that is a wage, commission, income, or net earnings from self-employment,   
   again capped at $100,000 pro-rated for the covered period.

Loan Amount and Payment Terms

Under the PPP, the maximum loan amount is equivalent to the lesser of:

(1)   250% of the business’ average monthly payroll costs (see chart below) or

(2)   $10 Million 

Interest Rates (Actual rates may vary) 

Interest rates may not exceed 4% with a term up to 10 years. 
 

Collateral 

No personal guaranty or collateral are required for the covered loans. 
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 (*See note on next page.)
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 Payroll costs generally includable or excludable under the 250% test:

Category Includable Not Includable
Eligible Employees and 
Compensation

Compensation for full-time and 
part-time employees, including 
salaries, wages, commissions, and 
similar compensation (including 
tips or cash equivalents)

•   Compensation for independent 
    contractors
•   Compensation of an employee 
    who does not reside in the U.S.
•   Compensation of an employee 
    in excess of an annual salary of 
    $100,000 (i.e. limited to $8,333 
    per month)

Other Benefits •   Allowance for dismissal or 
    separation
•   Payment required for providing 
    group health care benefits (in
    cluding insurance premiums)

Taxes Employer-portion of the payment 
of state or local tax assessed on 
employee compensation

Employment taxes imposed for 
federal insurance contributions, 
railroad retirement, and income 
taxes on wages (i.e. federal with-
holdings)

Family or Sick Leave Wages Payment of vacation, parental, 
family, medical, or sick leave

•   Qualified paid sick leave wages 
    for which a tax credit is already 
    allowed under the Families First 
    Coronavirus Response Act    
    (FFCRA)
•   Qualified paid family leave 
    wages for which a tax credit is   
    already allowed under the 
    FFCRA

Time Period Payments less than 1 year from 
the date of the loan application*

Payments older than 1 year from 
the date of the loan application

Other Expenses Payroll expenses only (as outlined 
above)

•   Payments on mortgage
•   Rent
•   Utilities
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* Time period may also be further adjusted if (a) the business qualifies as a “seasonal business” under   
   the program (average payroll costs determined either beginning on February 15, 2019 or March 1, 
   2019 and running to June 30, 2019) or (b) the business did not exist during the period of February   
   15, 2019 to June 30, 2019 (average payroll costs computed beginning on January 1, 2020 and 
   running to February 29, 2020).

Loan Forgiveness

Most significantly, PPP loans are eligible for forgiveness. Most eligible businesses negatively 
impacted by the pandemic should qualify for forgiveness of loan principal up to the amount paid 
by the business, during the eight-week period after the loan is made, for the following operational 
expenditures:

• Qualifying Payroll Costs

• Interest payments on any mortgage (including mortgages on personal property)

• Covered rent, and

• Covered utilities (gas, water, transportation, telephone and internet)

In each case to the extent those obligations existed as of February 15, 2020, as demonstrated 
by verified documentation borrowers must submit to their lender as part of obtaining forgiveness, 
the SBA will pay the lender for amounts forgiven. The amount of the loan subject to forgiveness 
may be reduced if employees are terminated during the covered period or compensation is 
reduced by more than 25%. 

How to Apply

Applications can be made through any lender that is approved for the SBA’s 7(a) loan 
program. Now that the CARES Act is law, the SBA will give their loan guidelines to 
the banks. The banks will then prepare their loan application process. This is 
expected to take at least two weeks. It also appears that applications will be 
able to be made through June 30, 2020. 
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II. Economic Injury Disaster Loan (EIDL) Program

Another option for small businesses is the SBA’s existing EIDL Program, which was expanded by 
the CARES Act and provides for longer-term loans with favorable borrowing terms. Companies in 
all 50 states, District of Columbia, and some U.S. territories are eligible for EDIL loans relating to 
economic injury caused by the COVID-19 pandemic. 

While there are no loan forgiveness provisions applicable to EIDL loans, companies that have 
already applied for or received EIDLs due to economic injury attributable to the COVID-19 
pandemic can seek to refinance their EIDL loans under the PPP to take advantage of the PPP’s 
loan forgiveness provisions. Additionally, while companies may be eligible for loans under both 
programs, they are unable to seek recovery under the EIDL loan for the same costs that are 
covered by a PPP loan.

Eligibility

A small business with fewer than 500 employees or a small business that otherwise meets the 
SBA’s size standards for a small business.

The requirements for getting a loan include submitting the following documents:

•   The application (SBA Form 5 or 5C);
•   Tax information authorization (IRS Form 4506 T), completed and signed by each applicant, 
     each principal owning 20% or more of the applicant business, each general partner or manag
     ing member; and, for any owner who has greater than 50% ownership in an affiliate business;
•   Complete copies of federal income tax returns for the applicant business;
•   Personal financial statements (SBA Form 413D) completed by the applicant, each principal 
    owning 20% or more of the applicant’s business, and each general partner or managing 
    member; a schedule of liabilities listing all fixed debts (SBA Form 2202 may be used); and
•   A fee disclosure (SBA Form 159D), if applicable.

Loan Terms

Loans will be provided up to $2 million and terms can be up to 30 years with 3.75% interest 
(for-profit businesses) and 2.75% interest (non-profit) businesses.
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Collateral 

EIDL’s under the CARES Act do not require personal guarantees for loans up to $200,000 but 
do require personal guarantees by owners of more the 20% of the borrower for loans in excess 
of that amount. The CARES Act waives the requirement for the borrower to demonstrate that it 
is unable to obtain credit elsewhere. However, unless changed by the SBA, it appears that the 
requirement for collateral on EIDL loans over $25,000 would still apply, and, in processing a 
borrower’s application, the SBA must make a determination that the applicant has the ability 
to repay the loan. 

Further, the SBA can approve a loan based solely on the credit score of the applicant or other 
means of determining the applicant’s ability to repay the loan, without requiring the submission 
of tax returns, which should expedite approval of EIDLs during the covered period.

Loan Forgiveness

Unlike the PPP, a loan from the EIDL program is generally not forgiven but may be eligible to be 
refinanced into a PPP loan.  

Emergency Grant
 
The CARES Act created an EIDL Emergency Grant. For those that apply for an EIDL loan, you 
can request an advance emergency grant not to exceed $10,000 within 3 days after the SBA 
receives the application. If the grant is used for eligible expenses (including but not limited to paid 
sick leave, maintaining payroll, mortgage/rent, supply chain costs), no pay back is necessary. 
This is eligible for those who have been in operation since January 31, 2020 when the public 
health crisis was announced. 

The grants are available between January 31, 2020 and December 31, 2020

How to Apply:

Economic Injury Disaster Loans (EIDL) are administered directly by the SBA and those eligible 
can currently apply on their website at: https://covid19relief.sba.gov/#

We will continue to provide updates on the CARES Act as they become available. 
If you have any questions or concerns, please contact us.
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