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The CARES Act: Relief for Small Businesses
March 27, 2020

On March 27, 2020, the Coronavirus Aid, Relief, and Economic Security Act, or CARES Act
(the “Act”) was passed. The bill is expected to provide relief for eligible small business
through a loan guarantee program, the postponement of certain tax payments, and a tax
credit. The Act states that the Administrator at the Small Business Administration (SBA)
should issue guidance to lenders and agents to ensure that processing and disbursement of
covered loans prioritizes:
•

Small business concerns;

•

Entities in underserved and rural markets (including veteran communities and members
of the military community);

•

Small business concerns owned by socially and economically disadvantaged
individuals;

•

Women; and

•

Businesses in operation for less than two years.

I. Small Business Loans
a. Eligible Employers
Under the Act’s loan program, a business concern (including self-employed individuals),
non-profit organization described in Code Section 501(c)(3), veterans organization or Tribal
business concern can obtain loans from local SBA lenders through the SBA’s 7(a) loan
guarantee program between February 15, 2020 and June 30, 2020 if they have fewer than
500 employees, or if greater, the size standard of employees established for that industry.
To determine the 500-employee threshold, the term “employee” includes those employed
on a full-time, part-time or other basis, such as seasonal or temporary.
A business concern receiving this loan may not also receive an emergency disaster loan.
The Internal Revenue Service (IRS) has the authority to establish a loan program for
employers with between 500 and 10,000 employees, but if such a program were
established, employers receiving such loans would be subject to conditions related to union
activity and collective bargaining agreements.
A business concern that has several locations is an eligible employer if there are 500 or
fewer employees at each location and the business classification is accommodation and

food services.
b. Maximum Loan Amount
The maximum amount of the loan for businesses will be the average total monthly
payments for Payroll Costs (defined below) incurred during the one-year period before the
date on which the loan is made, multiplied by 2.5. For a seasonal employer, the maximum
amount is the average total monthly payments for Payroll Costs for the period from
February 15, 2019 (or March 1) to June 30, 2019 multiplied by 2.5. If a business was not in
operation between February 15, 2019 and June 30, 2019, the maximum loan amount will be
the average total monthly Payroll Costs incurred between January 1, 2020 and February 29,
2020 multiplied by 2.5.
A loan made on or after January 31, 2020 under the SBA’s Disaster Loan Program may be
refinanced as part of a covered loan.
In no event may the maximum loan amount exceed $10 million.
c. Payroll Costs
Loans can be used to cover Payroll Costs, mortgage payments, rent, and utilities incurred
between February 15, 2020 and June 30, 2020. It also includes interest on any other debt
obligations incurred before February 15, 2020.
Payroll Costs include:
•

Wages, salaries, and commissions;

•

Paid vacation, parental, family, medical or sick leave;

•

Severance pay;

•

Cost of group healthcare benefits (including premiums);

•

Payments for retirement benefits; and

•

Payments for state or local taxes on employees’ compensation.

If an employee makes more than $100,000 annually, the loan can only cover wages up to
$100,000 (which would be a prorated over the period from February 15, 2020 to June 30,
2020).
Eligible expenses do not include amounts for qualified sick leave or qualified family leave for
which a tax credit is allowed under the Families First Coronavirus Response Act, and
compensation for employees whose principal residence is outside of the United States.
d. Loan Forgiveness

A portion of the loan described above may be forgiven. To the extent that a loan is used to
cover the following costs incurred between February 15, 2020 and June 30, 2020, it may be
forgiven:
•

Payroll Costs;

•

Payment of interest on any covered mortgage loan obligation (does not include
prepayment of or payment of principal of a mortgage); and

•

ayment on any covered rent obligation.

The amount of the loan that may be forgiven will be reduced by any losses in employees or
reductions in wages.
If the reduction is due to fewer employees, the reduction is, generally, calculated as follows:
•

The maximum available forgiveness amount for the business multiplied by:

•

he average number of “full-time equivalent employees” per month during the covered
period divided by either:
o

The average number of full-time equivalent employees per month employed from
February 15, 2019 to June 30, 2019; or

o

he average number of full-time equivalent employees per month employed from
January 1, 2020 until February 29, 2020.

Special rules apply for seasonal employers and tipped employees.
For reductions in wages, the forgiveness amount is reduced by the amount of any reduction
in total salary or wages of any employee during the covered period that is in excess of 25%
of the employee’s salary or wages during the most recent full quarter of employment before
the covered period. For purposes of any reduction in forgiveness due to wages, the term
“Employee” is limited to any employee who did not receive, during any single pay period
during 2019, a salary or wages at an annualized rate of pay greater than $100,000.
However, the amount of the forgiveness reduction will be calculated without taking into
consideration any reduction in the number of full-time equivalent employees or a reduction
in the salary of one or more employees during the period beginning on February 15, 2020
and 30 days following enactment of the CARES Act if:
•

The employer eliminates the reduction in full-time equivalent employees by June 30,
2020; or

•

In the event of a salary reduction, the reduction is eliminated by June 30, 2020.

Amounts forgiven are not subject to taxation as cancelation of indebtedness income.
The amount of the loan that is not forgiven shall have a maximum maturity of ten years.
Lenders must provide deferment relief for the payment of principal, interest and fees on the
loan for at least six months, and not more than one year. Interest on the loan cannot exceed
4%.
e. Requesting a Loan
To be eligible for the loan, the borrower must:
•

Certify that, due to the uncertain economic conditions that currently exist, the loan is
necessary to support the ongoing operations;

•

Acknowledge that the funds will be used to retain employees and maintain payroll or
make mortgage payments, lease payments, and utility payments;

•

Certify that the borrower has not received any other loan for the same purpose and
duplicative amounts; and

•

Certify that the borrower does not have a loan application pending for the same purpose
and duplicative amounts.

A self-employed individual must also submit documentation necessary to establish the
individual as eligible (e.g., payroll tax filings filed with the IRS, Forms 1099-MISC, and
income and expenses from the sole proprietorship as determined by the Administration).

