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Important Information

Please note that the information contained in the presentation will continue to evolve in real
time as legislative and administrative responses to the crisis develop.
Applicants should be prepared for some amount of delay and uncertainty, and should be sure they
have reviewed the latest legislative and administrative updates when submitting an application.

This information is current as of July 21, 2020, and should not be considered comprehensive. This is
not a substitute for, and should not be relied upon as, legal or professional advice; we recommend
that you consult professional advisors for guidance on your individual circumstances. Nothing
contained herein creates an attorney-client relationship with Cleary Gottlieb. This information
should not be construed as an endorsement of any specific financial program.
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Agenda
This guide to the Paycheck Protection Program (“PPP”) is for self-employed individuals, sole
proprietors or independent contractors who have no employees and who are not claiming, want
to stop claiming or are no longer eligible for unemployment insurance.

1. PPP Overview

2. PPP Loan Application

3. PPP Loan Forgiveness

Understanding key terms

Terminating unemployment insurance and applying for a PPP loan

Applying for PPP loan forgiveness
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1. PPP Overview
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Background
The Paycheck Protection Program
The CARES Act established the Paycheck Protection Program (“PPP”) to provide federally guaranteed loans to small
businesses to help cover payroll and certain other expenses.
•

PPP Loans: Eligible small businesses may apply for and receive a PPP loan from a participating lender through
August 8, 2020.

•

PPP Loan Forgiveness: A borrower may be eligible for forgiveness of all or a portion of its PPP loan if a number of
conditions are met.

Unemployment Insurance
In response to COVID, unemployment insurance was expanded in New York (and other states) to cover individuals,
including self-employed workers and independent contractors, who are unemployed, partially employed, unable to work
or unavailable for work, including due to:
•
•
•
•
•
•

COVID-19 diagnosis (or symptoms and seeking diagnosis), or a member of household diagnosed
Primary caregivers for children whose school or care facility has been closed due to COVID-19
Cannot get to job due to quarantine (or scheduled to start a new job but cannot reach place of employment)
Becoming primary earner because head of household died of COVID-19
Quit employment as a direct result of COVID-19
Had place of employment closed due to COVID-19

Under the CARES Act, all beneficiaries of unemployment insurance also received an additional $600 per week on top of
their state unemployment insurance, but this benefit is scheduled to end on July 31, 2020.
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PPP – Key Terms
Maximum Loan Amount: 2.5 months’ worth of 2019 net profit PLUS any Economic Injury Disaster Loan (“EIDL”) you received
between 1/31/20 and 4/3/20 MINUS any EIDL advance you received.
Interest Rate: 1% fixed rate and SBA loan fees are typically waived.
Term: 5 years for loans received on or after June 5.
Use of Proceeds: (1) Owner compensation replacement, based on prior net earnings from self-employment, capped at the lesser of
(i) 2.5 months’ worth of 2019 net profit or (ii) $20,833 AND (2) certain non-payroll expenses, including business mortgage interest,
rent, and utilities costs (paid or incurred during Covered Period, defined below), up to certain limits.
Forgiveness:
• To be eligible for full forgiveness, must use 60% of your loan for owner compensation and no more than 40% for other eligible
expenses.
• If you received an EIDL advance, SBA will reduce forgiveness by that amount.
• You need to use your PPP funds during the period starting on the date you receive your loan through the earlier of 24 weeks and
12/31/2020. The SBA calls this the “Covered Period”.
Repayment:
• If all or part of your loan is not forgiven, you must repay the amount that is not forgiven with interest. Those payments will be
deferred until the date the SBA decides how much of your loan will be forgiven.
• If you do not apply for forgiveness within 10 months after the end of your Covered Period, you must start repaying your loan 10
months after the end of your Covered Period.
Other Terms: Loans are uncollateralized. No personal guarantee required and non-recourse to individual members of borrowers.
Additional guidance available on SSTB’s website: https://www.startsmallthinkbig.org/covid19/2020/4/16/guidance-documents-from-cleary-gottlieb
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PPP – Loan Eligibility
To be eligible for a PPP loan, your business must have the following characteristics:
Active: Must have been in operation on February 15, 2020.
Profitable: You must determine your loan amount by looking to line 31 (net profits) of your 2019 IRS Form 1040, Schedule
C. If this amount is zero or less, you are not eligible for a PPP loan.
Certifications:
•

Current economic uncertainty must make the loan necessary to support your ongoing operations.

•

You must use the funds for owner compensation, based on 2019 net earnings from self-employment and/or make
business mortgage interest payments, lease payments and utility payments.

•

You must certify that you understand that not more than 40% of proceeds of the forgiven amount can be used for
nonpayroll costs.

Other Loans: You can receive only one PPP loan, but you may also apply for other SBA financial assistance (including
EIDLs) as long as you do not use your PPP loan for the same purpose as your other SBA financial assistance (i.e., you can’t
use them both to pay the owner of the business at the same time).
U.S. green card holder or citizen: The SBA’s model application for a PPP loan no longer requires that applicants be U.S.
legal permanent residents or citizens, but there is no written guidance addressing eligibility of other U.S. legal residents.
Certain lenders have apparently denied PPP loans to U.S. legal residents if they are not LPRs or citizens.
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PPP and Unemployment Insurance
PPP loans and unemployment insurance may both be available, but you cannot “double dip”.
Small business owners may be able to apply for both unemployment insurance and the PPP, but they cannot use
the PPP to pay their own salary while they are receiving unemployment insurance.
Owners of businesses without employees may have determined that receiving unemployment insurance would be
better than applying for and receiving a PPP. These individuals will need to end their unemployment insurance in
order to use PPP loan proceeds to cover their compensation as business owners. The process of ending
unemployment insurance can be difficult to implement in practice and will depend on the procedures in the state
where you receive those benefits.
Other business owners may have wanted to use a PPP loan to continue payroll for themselves, have that loan
forgiven, and then access unemployment insurance.
Businesses can combine these programs to cover different time periods or different expenses. For example, a
business owner could use unemployment insurance as owner compensation and use a PPP loan to pay for eligible
nonpayroll expenses (business mortgage interest, rent, or utility payments); however, spending more than 40% of
PPP loan proceeds on nonpayroll expenses will reduce loan forgiveness and a business owner that spends its
entire PPP loan on nonpayroll expenses will not be eligible for loan forgiveness. The analysis will depend on
your individual situation.
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2. PPP Loan Application
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Applying for a PPP Loan
With the additional $600 in unemployment insurance set to expire on July 31, some small business owners may be
reassessing their financial situations and considering whether to apply for a PPP loan.
Step One: Ensure that your unemployment insurance has terminated.
• In some states (including New York), you will need to stop certifying eligibility to receive unemployment insurance with the
relevant state department. Check with your state’s unemployment insurance authority to determine how to terminate benefits.
• Note that this step may be difficult to implement in practice.

Step Two: Find a PPP lender.
• Use a participating bank or certain online financing companies (e.g., PayPal and BlueVine).
• Consider applying to a bank with which you have an existing relationship since the bank may already have certain information
about your business on file. Ask your bank if it is an eligible PPP lender.
• Find a PPP lender near you using the SBA’s website at: https://www.sba.gov/paycheckprotection/find.

Step Three: Complete your bank’s application and submit by August 8.
• Please note that each lender may have its own form.
• This model SBA form is available at: https://home.treasury.gov/system/files/136/PPP-Borrower-Application-Form.pdf.
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SBA Model PPP Application Form
Page One: Requires information about your business.
• PPP Loan Amount:
o Average Monthly Payroll: Find your 2019 IRS Form 1040 Schedule C
line 31 net profit amount. If this amount is over $100,000, reduce it to
$100,000. If this amount is zero or less, you are not eligible for a
PPP loan. Divide the amount on line 31 by 12 to calculate your
average monthly net profit amount.
o Multiply the amount in the previous step by 2.5.
o Add outstanding amount of any EIDL made between January 31 and
April 3, 2020 that you seek to refinance, less the amount of any EIDL
advance.

• EIDL: If the applicant received an EIDL between January 31 and April 3,
2020, they will need to provide details about that loan.
• Prior SBA loans: PPP loan applications may not be approved for borrowers
that are delinquent on an existing SBA loan or defaulted on an SBA loan in
the last seven years.
• Criminal history: The application indicates that an applicant will not be
eligible for a PPP loan if the applicant is presently incarcerated or subject to
a pending criminal charge for a felony or has been convicted of a felony
involving fraud, bribery, embezzlement or a false statement on an
application for a loan or for federal financial assistance within the last five
years or of any other felony within the last year.
Remember: Each lender may have its own form and require businesses to
provide different information or documents to apply for a loan.
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SBA Model PPP Application Form
Page Two: Requires you to make certifications and authorizations,
including:
• Need: That current economic uncertainty makes the PPP loan request
necessary to support the applicant’s ongoing operations.
• Use of proceeds: That you will use the proceeds consistently with PPP
rules, and you understand that not more than 40% of the loan amount that
is forgiven can be used for nonpayroll costs. Knowingly using the loan
for unauthorized purposes could result in fraud charges.
• Documentation: That you agree to provide documentation to the lender to
verify your use of the PPP loan proceeds.
• Criminal background check: That you are authorizing SBA to request a
criminal background check on you.
• For borrowers without employees: The model application requires
applicants to certify that they had employees for whom they paid salaries
and payroll taxes as reported on Form 1099-MISC. However, the SBA
explicitly has made PPP loans available to self-employed individuals, sole
proprietors and independent contractors without employees. If your
lender requires you to make this certification, you can consider (i)
contacting your lender to explain your circumstances or (ii) certifying that
you employ yourself and pay yourself compensation as a business owner.
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Apply for a PPP Loan
Lenders may require small business applicants to submit additional documents with their PPP loan application. Small business es may
want to have the following documents ready to submit with their application upon request:
•

Organizing documents (articles of organization or other governance documents)

•

2019 IRS Form 1040 Schedule C (to verify loan amount)

•

2019 IRS Form 1099-MISC (detailing compensation received as an independent contractor)

•

Invoices, bank statements or accounting records for 2019 and 2020 (to establish you were self-employed in 2019 and in operation
on February 15, 2020)
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3. PPP Loan Forgiveness
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Apply for PPP Loan Forgiveness
Borrowers can apply for PPP loan forgiveness anytime before maturity, including before the end of the borrower’s
Covered Period, as long as the borrower has spent all of the proceeds for which it plans to seek forgiveness.
If you are a self-employed individual, sole proprietor or independent contractor without employees, you can apply for
forgiveness of your PPP loan using the SBA’s “EZ” application form.
 EZ Application:
o Form: https://home.treasury.gov/system/files/136/PPP-Forgiveness-Application-3508EZ.pdf
o Instructions: https://home.treasury.gov/system/files/136/PPP-Loan-Forgiveness-Application-Form-EZ-Instructions.pdf

If you have employees, you may need to apply for forgiveness using the SBA’s long-form “standard” application.
 Standard Application
o Form: https://home.treasury.gov/system/files/136/3245-0407-SBA-Form-3508-PPP-Forgiveness-Application.pdf
o Instructions: https://home.treasury.gov/system/files/136/PPP-Loan-Forgiveness-Application-Instructions_1_0.pdf

Borrowers may also apply for forgiveness using equivalent application forms from their lenders. Check with your
lender to confirm their application requirements.
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Form 3508EZ

Page 1: Provide information about the business and
your PPP loan.
• EIDL advance: If you applied for and received an
EIDL advance (a grant), SBA will deduct the EIDL
advance from the forgiveness amount.
• Nonpayroll costs: You do not need to include
nonpayroll costs (lines 2-4) if you are not seeking
forgiveness for them; in order to get forgiveness for
these costs, you must have claimed or been entitled to
claim a deduction for these expenses on your 2019
Form 1040 Schedule C.
• Regulations and guidance: Your loan forgiveness
application will be reviewed in accordance with PPP
regulations and guidance issued by SBA through the
date of the application – you must carefully monitor for
new regulations and guidance.
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Form 3508EZ
Page 2: Certifications and representations, including:
• Use of proceeds:
• You used the amount for which forgiveness is
requested to pay eligible expenses, and at least
60% was used for payroll expenses (i.e., owner
compensation).
• Payments to owner-employee or self-employed
individual did not exceed 2.5 months’ worth of
2019 compensation (or $20,833, if lower).
• Eligibility: You are eligible to apply for forgiveness
using an EZ application.
• Accuracy: You have verified the payments for which
you are requesting forgiveness and the information
submitted is true and correct.

Page 3: Optional demographic information form.
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EZ Application Additional Documents
You will also need to submit documents to your lender to verify your expenses in order to apply for forgiveness on the
EZ form. These additional documents may include:
• 2019 IRS Form 1040 and related supporting documents (e.g., bank account statements or third-party payroll service

provider reports).
• Applicable nonpayroll documents (e.g., relating to business mortgage interest, rent, lease or utilities), such as:

o

Copies of lender amortization schedule, invoices, and/or lease agreement.

o

Receipts, cancelled checks and/or account statements verifying eligible payments.

The applications also require that you keep everything related to the loan and loan forgiveness application for 6 years
after your loan is forgiven or repaid in full.
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