PPP Loan Forgiveness and
Tax Planning




Like most PPP loan recipients, you are likely now outside the covered period for
your loan and are shifting your focus toward loan forgiveness. Recent guidance
from the IRS concerning PPP loan expense deductions may have a significant
effect on when you apply for forgiveness and how to maximize your loan
forgiveness amount.

In late November, the IRS issued Revenue Ruling 2020-27 which says that you
cannot deduct expenses paid with funds from a PPP loan if your loan is forgiven
or if you expect it to be forgiven. The ruling applies regardless of when you apply
for forgiveness or expect forgiveness to be granted. For example, if you apply

for forgiveness in 2020 and expect your application to be granted in 2021, the
expenses are not deductible in 2020. Likewise, if you wait to apply until 2021 and
expect your PPP loan to be forgiven, the PPP loan expenses are not deductible
according to this Ruling.

What if your loan forgiveness application is
denied?

What happens if you apply for loan forgiveness with a reasonable expectation for forgiveness and later
learn that your application is denied? The IRS also issued Revenue Procedure 2020-51 which provides
a Safe Harbor for PPP loan recipients in two scenarios. First, the Safe Harbor allows you to recover the
expense deductions if you apply for loan forgiveness in good faith and later learn that your application
is denied, in whole or in part. In this case, the deductions would be recovered either in an amended
return or applied to an extended return. In the second scenario, the Procedure allows for the expense
deductions if you choose not to seek PPP loan forgiveness.

What about tax planning?

What does this mean for your end of year tax planning? It is important to note that some members
of Congress disagree with both the initial guidance on PPP deductibility as well as with the recent
guidance. There is proposed legislation that seeks to make PPP expenses fully deductible, but it’s
unknown whether or not such legislation will ever be passed.



Year-end approaches to consider

In light of this uncertainty, there are several approaches that you may want to consider if you are a
calendar year end.

First, you can follow the current guidance, pay estimated taxes based on not deducting expenses
paid with your PPP loan, and file your tax return by the due date. Depending on the outcome of
current or new legislation, you may need to file an amended return to recover any deductions.

Second, you can extend your tax return, pay estimated taxes based on not deducting expenses paid
with your PPP loan, and wait for legislation to play out in Congress. With this approach you may be
able to avoid having to file an amended return if new legislation is passed.

Third, you can extend your tax return, pay estimated taxes based on being able to deduct expenses
paid with your PPP loan, and hope that Congress enacts legislation to deduct expenses paid with
PPP loan funds prior to your having to file your extended return. Of course with this approach, you
risk having to pay underpayment penalties if Congress fails to pass legislation that deems expenses
paid with your PPP loan to be tax deductible.

Finally, you can decide to forego loan forgiveness and take the deductions on expenses paid with
PPP loan funds. If your PPP loan was made on or after June 5, 2020, you might choose to pay off the
1% loan over the 5-year loan period. Note that you would have to make this decision prior to taking
the deductions. Also note that if you make that choice in a year that is different from the year you
applied for the loan, you have to include a statement with your tax return that includes the specific

date on which you decided not to seek loan forgiveness.
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Applying for PPP Loan Forgiveness

PPP Loan recipients have until the loan maturity date to apply for forgiveness. However, loan recipients
must begin making payments 10 months after the end of the PPP loan forgiveness covered period,

so it may be beneficial to apply prior to that date. Also, if you expect a significant drop in full time
equivalent employees prior to year-end, then it may be beneficial to file for forgiveness sooner than
later. We suggest discussing your particular situation with our office to help determine when to apply
for forgiveness.

If you have decided to seek loan forgiveness and are ready to apply, you will want to use the
appropriate application form. There are three forms to consider: Simplified Application, EZ Application,
and the Standard Application.

The Simplified Application, Form 3508S should only be used for PPP loans of $50,000 or less.

The EZ Application, Form 3508EZ can be used if you meet one of the following three criteria:

«  You are self-employed, an independent contractor or a sole proprietor with no employees.

+  You did not reduce salary or wages for any employee by more than 25%, AND you also did not
reduce the number of hours for your employees, you should use the EZ Application. It is important
to know that you don’t have to count reduced hours if your employees were laid-off and refused an
offer to return to work.

+  You did not reduce salary or wages for any employee by more than 25% during the covered period
and experienced reductions in business activity because of health directives related to COVID-19.

The Standard Application, Form 3508 should be used by all other borrowers.



Final Thoughts

Given the current guidance and the uncertainty surrounding
new legislation, you will want to consult with one of our
financial services professionals as to the best path and timing
for your PPP loan forgiveness. As always, we are here to help

you as you navigate the PPP loan forgiveness process.
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About Heard, McElroy & Vestal

In 1946, S. Berton Heard, Charles McElroy and Charles Vestal founded Heard, McElroy & Vestal, LLC

in Shreveport, Louisiana. Together, this trio of professionals established the firm as a pillar of trust,
integrity and competence, with the mission to create solutions and provide opportunities for our
clients, our people, and our communities. HMV is one of the largest public accounting and consulting
firms in Northwest Louisiana, servicing our clients throughout the states of Louisiana, Arkansas, Texas,
Mississippi, Oklahoma and Tennessee from offices in Shreveport and Monroe. Our firm is comprised
of over one hundred (100) employees: Partners, Of Counsel Partners, Senior Managers, Managers,
additional Professional Staff and Administrative Staff. Our Professional Staff includes more than fifty
(50) certified public accountants who obtain additional certifications which are Accredited in Business
Valuation (ABV), Certified Fraud Examiners (CFE), Not-for-Profit Certificate holders, Certified Valuation
Analysts (CVA), Personal Financial Specialists (PFS), and Certified Mineral Managers (CMM). Our team
of professionals brings together many years and diversification of experience, providing a network of
knowledge and resources and allowing for industry and niche specialization. Not one CPA can offer
the range and quality of services a firm of our size is able to provide, while remaining small enough
to deliver personalized service and attention to our clients with consistency on engagements. HMV'’s
strategic associations include Aliign Mineral Management, LLC, Business Valuation Consultants, LLC
and HMV Wealth Advisors, LLC.

Heard, McElroy & Vestal Shreveport - (318) 429-1525
Shreveport Location: Monroe - (318) 338-3108
333 Texas Street, Suite 1525

Shreveport, Louisiana 71101 @ hmv@hmvcpa.com

Monroe Location: www.hmvcpa.com

2808 Kilpatrick Boulevard
Monroe, Louisiana 71201



