() KNIGHT

CPA GROUP

THE SMALL BUSINESS OWNER'S GUIDE TO THE CARES ACT

The programs and initiatives in the Coronavirus Aid, Relief, and Economic Security (CARES) Act that
was just passed by Congress are intended to assist business owners with whatever needs they have

right now. When implemented, there will be many new resources available for small businesses, as
well as certain nonprofits and other employers. This guide provides information about the major
programs and initiatives that will soon be available from the Small Business Administration (SBA) to
address these needs. This information is changing daily and we will do our best to keep it updated
and accurate as more details become available.

To keep up to date on when these programs become available, as well as any other details and
information and any other details are released, please visit our website www.knightcpagroup.com.

Struggling to get started? The following questions might help point you in the
right direction. Do you need:

e Capital to cover the cost of retaining employees? Then the Paycheck Protection Program
might be right for you. (pg?2)

* A quick infusion of a smaller amount of cash to cover you right now? You might want to
look into an Emergency Economic Injury Grant. (pg7)

* To ease your fears about keeping up with payments on your current or potential SBA
loan? The Small Business Debt Relief Program could help. (pgé)

Already know what resources you're TABLE OF CONTENTS
looking for? The table of contents can
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https://www.knightcpagroup.com/
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PAYMENT PROTECTION PROGRAM (PPP) LOANS

The program would provide cash-flow assistance through 100 percent federally guaranteed loans to

employers who maintain their payroll during this emergency. If employers maintain their payroll, the loans
would be forgiven, which would help workers remain employed, as well as help affected small businesses
and our economy to snap-back quicker after the crisis. PPP has a host of attractive features, such as
forgiveness of up to 8 weeks of payroll based on employee retention and salary levels, no SBA fees and at
least six months of deferral with maximum deferrals of up to a year. Small businesses and other eligible
entities will be able to apply if they were harmed by COVID-19 between February 15, 2020 and June 30,
2020. This program would be retroactive to February 15, 2020, in order to help bring workers who may
have already been laid off back onto payrolls. Loans are available through June 30, 2020.

FREQUENTLY ASKED QUESTIONS

QUESTION: What types of businesses and entities are eligible for a PPP loan?

Answer: ¢ Businesses and entities must have been in operation on February 15, 2020.

¢ Small business concerns, as well as any business concern, a 501(c)(3) nonprofit
organization, a 501(c)(19) veterans organization, or Tribal business concern described in
section 31(b)(2)(C) that has fewer than 500 employees or fewer employees than
established by the relevant industry code.

* Individuals who operate a sole proprietorship or as an independent contractor and eligible
self-employed individuals.

* Any business concern that employs not more than 500 employees per physical location of
the business concern and that is assigned a North American Industry Classification System
code beginning with 72, for which the affiliation rules are waived.

* Affiliation rules are also waived for any business concern operating as a franchise that is
assigned a franchise identifier code by the Administration, and company that receives
funding through a Small Business Investment Company.

QUESTION: What are affiliation rules?

Answer: They become important when SBA is deciding whether a business’s affiliations preclude them
from being considered “small.” Generally, affiliation exists when one business controls or has
the power to control another or when a third party (or parties) controls or has the power to
control both businesses. Please see this resource for more on these rules and how they can
impact your business'’s eligibility.

QUESTION: What types of non-profits are eligible?

Answer: All 501(c)(3) non-profits with 500 employees or fewer, or more if SBA’s size standards for the
non-profit allows. Please visit https://www.sba.gov/size-standards/ to find out your non-

profit's SBA size standards by number of employees. For example, churches and museums with
fewer than 500 employees are eligible. You will need the 6-digit North American Industry
Classification Code for your business.


https://www.sba.gov/sites/default/files/affiliation_discussion_0.pdf
https://www.sba.gov/size-standards/
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FREQUENTLY ASKED QUESTIONS

QUESTION: How is the loan size determined?

Answer: Depending on your business's situation, the loan size will be calculated in different ways
(see below). The maximum loan size is always $10 million.

* If you were in business for the past 12 months: Your max loan is equal to 250 percent of
your average monthly payroll costs during 12 months prior to the loan origination date. If
your business employs seasonal workers, you can opt to use 02/15/19-06/30/19, or
03/01/19-06/30/19 or the rule below for new businesses.

* If you were not in business for the past 12 months: Your max loan is equal to 250
percent of your average monthly payroll costs between January 1, 2020 and February 29,
2020.

* If you took out an Economic Injury Disaster Loan (EIDL) between February 15, 2020
and June 30, 2020 and you want to refinance that loan into a PPP loan, you would add the
outstanding loan amount to the payroll sum.

QUESTION: What costs are eligible for payroll?

Answer: * Compensation (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

¢ Payment of any retirement benefit

e Payment of State or local tax assessed on the compensation of employees

QUESTION: What costs are not eligible for payroll?

Answer: * Employee/owner compensation over $100,000
¢ Taxes imposed or withheld under chapters 21, 22, and 24 of the IRS code
e Compensation of employees whose principal place of residence is outside of the U.S
* Qualified sick and family leave for which a credit is allowed under sections 7001 and
* 7003 of the Families First Coronavirus Response Act

QUESTION: What are allowable uses of loan proceeds?

Answer: ¢ Payroll costs (as noted above)

e 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 (see exclusions above)

* Payments of inferest 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 (electric, gas, water, transportation, telephone, internet - began prior to 2/15/2020)

* Interest on any other debt obligations that were incurred before the covered period


https://www.congress.gov/bill/116th-congress/house-bill/6201
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FREQUENTLY ASKED QUESTIONS

QUESTION: What are the loan term, interest rate, and fees?

Answer:  The maximum term is 10 years, the maximum interest rate is 4 percent, zero loan fees, zero
prepayment fee (SBA will establish application fees caps for lenders that charge).

QUESTION: How is the forgiveness amount calculated?

Answer: In order to receive 100% forgiveness, funds must be spent on eligible expenses during the 8
week period following loan origination and the employer must maintain the same level of FTE
as the employer had during the period of 2/15/19-6/30-19 or 1/1/20-2/29/20 (election of
borrower)
¢ Eligible Expenses

o Payroll costs as defined above
© Rent and/or mortgage interest (no mortgage principal or prepayment)
o Utilities: electric, gas, water, transportation, telephone, internet

QUESTION: How do | get forgiveness on my PPP loan?

Answer:  you must apply through your lender for forgiveness on your loan. In this application, you

must include:

¢ Documentation verifying the number of employees on payroll and pay rates, including IRS
payroll tax filings and State income, payroll and unemployment insurance filings

* Documentation verifying payments on covered mortgage obligations, lease obligations, and
utilities.

¢ Certification from a representative of your business or organization that is authorized to
certify that the documentation provided is true and that the amount that is being forgiven
was used in accordance with the program’s guidelines for use

QUESTION: What happens after the forgiveness period?

Answer: Any loan amounts not forgiven at the end of one year is carried forward as an ongoing loan
with max terms of 10 years, at 4% max interest. Principal and interest will continue to be
deferred, for a total of 6 months to a year after disbursement of the loan. The clock does not
start again.

QUESTION: Can | get more than one PPP loan?

Answer: No, an entity is limited to one PPP loan. Each loan will be registered under a Taxpayer
Identification Number at SBA to prevent multiple loans to the same entity.

QUESTION: What kind of lender can | get a PPP loan from?

Answer: All current SBA 7(a) lenders (see more about 7(a) on page 6) are eligible lenders for PPP. The
Department of Treasury will also be in charge of authorizing new lenders, including nonbank
lenders, to help meet the needs of small business owners.
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FREQUENTLY ASKED QUESTIONS

QUESTION: How does the PPP loan coordinate with SBA’s existing loans?

Answer:  Borrowers may apply for PPP loans and other SBA financial assistance, including Economic
Injury Disaster Loans (EIDLs), 7(a) loans, 504 loans, and microloans, and also receive
investment capital from Small Business Investment Corporations (SBICs)

QUESTION: How does the PPP loan work with the temporary Emergency Economic Injury
Grants and the Small Business Debt Relief program?

Answer: Emergency Economic Injury Grant recipients and those who receive loan payment relief
through the Small Business Debt Relief Program may apply for and take out a PPP loan.
Refer to those sections for more information.


https://www.sba.gov/funding-programs/investment-capital
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SMALL BUSINESS DEBT RELIEF PROGRAM

This program will provide immediate relief to small businesses with non-disaster SBA loans, in particular
7(a), 504, and microloans. Under it, SBA will cover all loan payments on these SBA loans, including
principal, interest, and fees, for six months. This relief will also be available to new borrowers who take out
loans within six months of the President signing the bill into law.

FREQUENTLY ASKED QUESTIONS

QUESTION: Which SBA loans are eligible for debt relief under this program?

Answer:  7(a) loans not made under the Paycheck Protection Program (PPP), 504 loans, and microloans.
Disaster loans are not eligible (see p. 7 for more information on these).

QUESTION: How does debt relief under this program work with a PPP loan?

Answer: Borrowers may separately apply for and take out a PPP loan, but debt relief under this program will
not apply to a PPP loan.

QUESTION: How do | know if I'm eligible for a 7(a), 504, or microloan?

Answer: In general, businesses must meet size standards, be based in the U.S., be able to repay, and have a
sound business purpose. Each program has different requirements, see
https://www.sba.gov/funding-programs/loans for more details.

QUESTION: What is a 7(a) loan and how do | apply?

Answer: 7(a) loans are an affordable loan product of up to $5 million for borrowers who lack credit
elsewhere and need access to versatile financing, providing short-term or long-term working capital
and to purchase an existing business, refinance current business debt, or purchase furniture, fixtures
and supplies. In the program, banks share a portion of the risk of the loan with SBA. There are many
different types of 7(a) loans, you can visit this site to find the one that's best for you. You apply for a
7(a) loan with a bank or a mission-based lender. SBA has a free referral service tool called Lender
Match to help find a lender near you.

QUESTION: What is a microloan and how do | apply?

Answer: The Microloan Program provides loans up to $50,000 to help small businesses and certain not-for
profit childcare centers to start up and expand. The average microloan is about $13,000. These
loans are delivered through mission-based lenders who are also able to provide business counseling.
SBA has a free referral service tool called Lender Match to help find a microlender near you.

QUESTION: | am unfamiliar with SBA loans, can anyone help me apply?

Answer:  Yes, SBA resource partners are available to help guide you through the loan application process. You
can find your nearest Small Business Development Center (SBDC) or Women's Business Center here.



https://www.sba.gov/size-standards/
https://www.sba.gov/funding-programs/loans
https://www.sba.gov/partners/lenders/7a-loan-program/types-7a-loans
https://www.sba.gov/funding-programs/loans/lender-match
https://www.sba.gov/funding-programs/loans
https://www.sba.gov/funding-programs/loans/lender-match
https://www.sba.gov/local-assistance/find/?type=Small+Business+Development+Center&pageNumber=1
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ECONOMIC INJURY DISASTER LOANS & EMERGENCY ECONOMIC INJURY GRANTS

These grants provide an emergency advance of up to $10,000 to small businesses and private non-profits
harmed by COVID-19 within three days of applying for an SBA Economic Injury Disaster Loan (EIDL). To
access the advance, you must first apply for an EIDL and then request the advance. The advance does not
need to be repaid under any circumstance, and may be used to keep employees on payroll, to pay for sick

leave, meet increased production costs due to supply chain disruptions, or pay business obligations,
including debts, rent and mortgage payments.

FREQUENTLY ASKED QUESTIONS

QUESTION: Are businesses and private non-profits in my state eligible for an EIDL related to
COVID19?

Answer: Yes, those suffering substantial economic injury in all 50 states, DC, and the territories may apply for an
EIDL.

QUESTION: What is an EIDL and what is it used for?

Answer: EIDLs are lower interest loans of up to $2 million, with principal and interest deferment

available for up to 4 years, that are available to pay for expenses that could have been met
had the disaster not occurred, including payroll and other operating expenses.

QUESTION: Who is eligible for an EIDL?
Answer: Those eligible are the following with 500 or fewer employees:

Small business concerns (including sole proprietorship's, with or without employees)
* Independent contractors

* Cooperatives and employee owned businesses
* Private non-profits
* Tribal small businesses

QUESTION: My private non-profit is not a 501(c)(3). Is it still eligible for an EIDL and a grant

Answer: Yes, if you are a private non-profit with an effective ruling letter from the IRS, granting tax
exemption under sections 501(c), (d), or (e) of the Internal Revenue Code of 1954, or if you
can provide satisfactory evidence from the State that the non-revenue producing

organization or entity is a non-profit one organized or doing business under State law

QUESTION: Who is eligible for an Emergency Economic Injury Grant?

Answer:  Those eligible for an EIDL and who have been in operation since January 31, 2020.
QUESTION: How long are Emergency Economic Injury Grants available? January 31, 2020 -
December 31, 2020.

Answer: The grants are backdated to January 31, 2020 to allow those who have already applied for EIDLs to
be eligible to also receive a grant.
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FREQUENTLY ASKED QUESTIONS

QUESTION: If | get an EIDL and/or an Emergency Economic Injury Grant, can | get a PPP loan?

Answer: Whether you've already received an EIDL unrelated to COVID-19 or you receive a COVIDI? related
EIDL and/or Emergency Grant between January 31, 2020 and June 30, 2020, you may also apply for a
PPP loan. If you ultimately receive a PPP loan or refinance an EIDL into a PPP loan, any advance

amount received under the Emergency Economic Injury Grant Program would be subtracted from the
amount forgiven in the PPP.

QUESTION: How do | know if my business is a small business?

Answer: Please visit https://www.sba.gov/size-standards/ to find out if your business meets SBA’s small
business size standards. You will need the 6-digit North American Industry Classification Code for your
business and your business’ 3-year average annual revenue.

QUESTION: | am unfamiliar with the EIDL process, can anyone help me apply?

Answer: Yes, we are available and ready to assist with applying for any SBA assistance. Please visit our
website, www.knightcpagroup.com, for more information and to get in touch with us directly.



https://www.sba.gov/size-standards/
https://www.knightcpagroup.com/
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SMALL BUSINESS TAX PROVISIONS

Employee Retention Credit for Employers Subject to Closure or Experiencing Economic Hardship

This provision would provide a refundable payroll tax credit for 50 percent of wages paid by eligible
employers to certain employees during the COVID-19 crisis. The credit is available to employers, including
non-profits, whose operations have been fully or partially suspended as a result of a government order
limiting commerce, travel or group meetings. The credit is also provided to employers who have experienced
a greater than 50 percent reduction in quarterly receipts, measured on a year-over-year basis.

Wages of employees who are furloughed or face reduced hours as a result of their employer’s closure or
economic hardship are eligible for the credit. For employers with 100 or fewer full-time employees, all
employee wages are eligible, regardless of whether an employee is furloughed. The credit is provided for
wages and compensation, including health benefits, and is provided for the first $10,000 in wages and
compensation paid by the employer to an eligible employee. Wages do not include those taken into
account for purposes of the payroll credits for required paid sick leave or required paid family leave, nor for
wages taken into account for the employer credit for paid family and medical leave (IRC sec. 45S).

* The credit is not available to employers receiving assistance through the Paycheck Protection
Program. The credit is provided through December 31, 2020.

Delay of Payment of Employer Payroll Taxes

This provision would allow taxpayers to defer paying the employer portion of certain payroll taxes through
the end of 2020, with all 2020 deferred amounts due in two equal installments, one at the end of 2021, the
other at the end of 2022. Payroll taxes that can be deferred include the employer portion of FICA taxes,
the employer and employee representative portion of Railroad Retirement taxes (that are attributable to the
employer FICA rate), and half of SECA tax liability.

* Deferral is not provided to employers receiving assistance through the Paycheck Protection
Program.
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Healthcare Accounting for Home Health, Hospice and
Nursing Homes
The Knight CPA Group specializes in back office healthcare

accounting, cost reporting, and tax preparation for assisted living,
hospice, nursing homes.
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