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Introduction and Learning Objectives 
 

The year 2020 has been unprecedented in so many ways.  It began with nationwide 

shelter-in-place orders due to the COVID-19 pandemic, followed by tax professionals 

suspending services or modifying face-to-face contact, Congress passing in light speed one of the 

largest economic stimulus packages in history after the President declared a National Economic 

Disaster, and the IRS extended the due date of tax returns after closing service centers all over 

the country.  The light speed legislation, The CARES Act (Coronavirus Aid, Relief, and 

Economic Security Act, Public Law No. 116-136, March 27, 2020), offered much needed 

stimulus money to individuals and small businesses.  The act was effective between March 1, 

2020 and December 31, 2020.  The legislation offered nearly immediate funding to small 

business owners through the Small Business Administration (SBA) in the form of loans or grants 

not only to assist businesses with operating funds but also to relieve the state unemployment 

systems which were already overburdened and underfunded before the pandemic shelter-in-place 

orders.  On December 28, 2020 Congress passed the Consolidated Appropriations Act of 2021 

which extended many provisions of The CARES Act as well as providing further guidance on 

the taxation of economic relief funds.  Contained in the Consolidated Appropriations Act (the 

Omnibus bill) is the COVID-related Tax Relief Act of 2020 (COVID Act) which directly 

addresses changes in handling of certain provisions of The CARES Act. 

 The learning objectives for this course are: 

✓ Review the funding options provided under the CARES Act 

✓ Differentiate between the loans and grants 

✓ Discuss the loan forgiveness process 

✓ Determine the taxation of loans and grants 

✓ Understand the restrictions on expenses of the loans and the impact on 

Partner/Shareholder Basis 

✓ Discuss changes to Employee Retention Credit under the COVID-related Tax 

Relief Act of 2020 

✓ Review changes in Casualty Loss Rules 
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Review CARES Act Funding Options 
 

 The CARES Act provided much needed relief to small businesses during the COVID-19 

pandemic.  Congress charged the Small Business Administration (SBA) with administering, 

processing and ultimately verifying compliance with the programs.  The funding options 

provided consisted of Economic Injury Disaster Loans (EIDL), Economic Injury Disaster Loan 

Advance (EIDLA) and the Paycheck Protection Program (PPP).  Small businesses and private 

nonprofit organizations in the United States, Washington DC and territories were eligible to 

apply for the loan programs.  Originally these programs were set to expire or had already expired 

by tax year ending December 31, 2020.  However, the Omnibus bill extended the provisions and 

offers a second round of funding for certain small business taxpayers. 

Review of COVID-related Tax Relief Act of 2020 
 

 The COVID-related Tax Relief Act of 2020 (the COVID Act) specifically targets small 

business taxpayers in the hardest hit industries by offering a second round of PPP funding.          

Section 311 (37)(A)(iv) defines and eligible entity as follows:  

 

➢ “any busines concern” including nonprofit, housing cooperative, veteran organization, 

tribal business, self-employed individual, sole proprietor, independent contractor, or 

small agricultural cooperative: and 

➢ Has less than 300 employees; and 

➢ Has a 25% reduction in gross receipts in a calendar quarter as compared to the same 

calendar quarter in calendar year 2019. 

 

For first time PPP borrowers the following eligibility criteria must be met: 

➢ “any busines concern” including nonprofit, housing cooperative, veteran organization, 

tribal business, self-employed individual, sole proprietor, independent contractor, or 

small agricultural cooperative: and 

➢ Has less than 500 employees; and 

➢ In operation February 15, 2020; and 
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➢ Eligible under the SBA 7(a) loan program; and 

➢ Does NOT have to meet the 25% gross receipts restriction. 

 

Industry Specific COVID Act PPP Loan  
 

 For the hardest hit industries, those specifically with NAICS code sector 72, 

Accommodation and Food Sector, will use the following multiples for their loan disbursements: 

➢ Average total monthly payroll costs incurred or paid, the lesser of 

➢ 1-year period before the date of the loan; or 

➢ Calendar year 2019; or 

➢ 3.5 times average monthly payroll costs; or 

➢ $ 2,000,000. 

➢ Not more than 500 employees 

➢ 25% reduction of Gross Receipts 

Loans and Grants 
 

 The EIDL is a loan administered by the SBA.  Taxpayers applied through the SBA 

website, signed a promissory note with the SBA and promised to repay the loan to the SBA.  

There was a minimum loan amount was $ 15,000 for this program.  There are no restrictions 

placed on the use of funds received under this program; like every working capital loan received 

from a regional or local bank.  The EIDL has an amortization term of thirty (30) years, 3.75% 

annual interest rate and payment deferral of one (1) year from the date of funding.  Interest 

begins accruing on the date of funding; payments will be accepted during the deferral period.  

Because the EIDL is a loan the income received is not taxable.  The COVID Act extends this 

program through December 31, 2021. 

 

 Example:  Whoville Manufacturing Inc, taxed as an S Corp, received an EIDL of $ 45,000 

on April 22, 2020.  They until April 22, 2021 to begin making their payments. 

 

Journal Entry:  Cash/Checking   $ 45,000 
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     N/P SBA – EIDL   45,000 

 

 The Economic Injury Disaster Loan Advance (EIDLA) on the other hand is a Grant to 

eligible small businesses or nonprofits.  Eligible recipients could receive up to $ 1,000 per 

employee and per owner, with a maximum of $ 10,000 per entity.  There was a short life for this 

program and funding was exhausted quickly.  Because the EIDLA is a grant it was first 

considered taxable income under I.R.C §61.  The COVID Act precludes this from income 

suggesting when Congress passed the CARES Act its’ intent was to exclude it from income, 

hence “the Sense of Congress” (COVID Act § 333(b)).  Additionally, there is no longer an 

interplay between the EIDLA and the PPP in that the amount of loan forgiven under the PPP 

(discussed later) will not be reduced by the amount of EIDLA received (§ 333 (c) repeal of § 

1110 (e)(6) of the CARES Act).  In fact, the EIDLA will be treated as “tax-exempt” income 

thereby affecting basis calculations for Partners or Shareholders, (§ 278(b)).  Basis will be 

discussed later.  The COVID Act further extended this funding program to December 31, 2021. 

(COVID Act § 332)   

 

 Example: Whoville Manufacturing Inc, taxed as an S Corp, had 5 employees plus 2 

owners, they received an EIDLA of $ 7,000 ($ 1,000 per employee and owners). 

 

 Journal Entry:  Cash/Checking  $ 7,000 

               Tax-Exempt Income          7,000 

 

 Question:  How do I differentiate between the EIDL and the EIDLA, the client says they do 

not know. 

 Answer:  There will be 2 separate deposits into the bank and the EIDL requires the 

borrower to sign loan documents. The deposits will look like this: 

External Deposit SBAD TREAS 310  -   MISC PAY 

NTE*PMT*EIDLADV:______\ EIDLADV: ____________ 

$   7,000 
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The Paycheck Protection Program from the CARES Act was followed by the Paycheck 

Protection Program Flexibility Act of 2020 (Pub. L., No. 116-142).  Both will be referred to as 

PPP hereafter.  The PPP was designed to provide relatively immediate funding to eligible small 

businesses and nonprofits to pay for specific expenses, payroll, state unemployment (SUTA), 

rents, mortgage interest and covered utilities.  Originally the PPP restricted eligible expenses to 

75% for payroll and the remaining 25% for the other eligible expenses, however that changed 

with the PPP Flexibility Act to 60% for payroll and 40% remaining for the other eligible 

expenses (CARES Act §1106(d)(8)). It also allows for funds received to potentially be forgiven.  

While the funds will ultimately be disbursed from the SBA as presented in the CARES Act, it 

will be administered through the banking system; taxpayers apply through local or regional 

lenders to obtain the PPP loan.  As stated earlier the PPP has strict spending requirements, as 

well as strict guidelines to what amounts will be forgiven.  This funding program ended  

August 8, 2020.  The loans were based upon 2.5 times the average monthly payroll for 2019 with 

an optional safe harbor of 2.5 months of 2019 net income for self-employed individuals.      

 The COVID Act expanded the program to include a “second draw” for those who already 

received a loan and opens it up to businesses that had not taken a loan before.  The new 

qualifications are primarily found in Title III § 302 - § 304.  Eligible taxpayers will need to apply 

through their local or regional lender and the SBA will administer the program like the first 

round of PPP.  The SBA has ten (10) days from the date of enactment (December 28, 2020) to 

provide guidance.  The covered period ends March 31, 2021.  All criteria from the CARES Act 

PPP are relevant, the COVID Act expands the 40% non-payroll expense items to include the 

following (§ 304(2)(3-9): 

 

➢ Covered Operations – “…business software or cloud computing service that facilitates 

business operations, product or service deliver, the processing, payment, or tracking of 

payroll expenses, human resources, sales and billing functions, or accounting or tracking 

of supplies, inventory, records and expenses;” 

External Deposit SBAD TREAS 310  -   MISC PAY  

RMT*CT*_____________ 

$ 45,000 
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➢ Covered Property Damage – “…cost related to property damage and vandalism or 

looting due to public disturbances that occurred during 2020 that was not covered by 

insurance or other compensation;” 

➢ Covered Supplier Costs – “…an expenditure made by an entity to a supplier for goods 

for the supply of goods that (A) are essential to the operations of the entity at the time of 

which the expenditure is made; and (B) made pursuant to a contract order, or purchase 

order…” 

➢ Covered Worker Protection – “…operating or a capital expenditure to facilitate the 

adaptation of the business activities or an entity to comply with requirements established 

or guidance issued by the Department of Health and Human Services, the Centers for 

Disease Control, or the Occupational Safety and Health Administration, or any 

equivalent…”  Expenses may include renovations to property, plant, and equipment to 

comply with guidance.  For example, “…assets that create or expand drive-through 

window facility; indoor, outdoor, or combined air or air pressure ventilation or filtration 

systems; or physical barrier such as a sneeze guard…” 

PPP Loan Forgiveness 
 

 For the PPP loan to be forgiven, the taxpayer must apply for forgiveness “within 10 

months after the last day of the borrower’s loan forgiveness covered period…” (CARES Act 

1106(a)).  The covered period is determined by when a taxpayer received their loan.  If the 

taxpayer received the funds prior to June 5, 2020 they may choose either an 8-week covered 

period or a 24-week covered period otherwise the covered period is 24-weeks.  Regardless of 

which covered period is chosen it must begin on February 15, 2020 and end on March 31, 2021 

(The COVID Act § 343).  The following additional criteria must also be met for loan 

forgiveness: 

 

1. Annual salaries or hourly wages may not decrease by more than 25% compared to 

January 1, 2020 through March 31, 2020; 

2. Salary limitations for employees receiving more than $ 100,000 annually ($ 15,384.62 

prorated for 8-week covered period or $ 46,154 for 24-week covered period);  
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3. Owner compensation is limited to the SMALLER of $ 15,384.62 for 8-week covered 

period or $ 20,833 for 24-week covered period or the prorate of 2.5x their monthly 

compensation/equivalent from 2019; 

4. Full-time equivalent (FTE) employee headcount could not have decreased between 

January 1, 2020 and the end of the covered period.  FTE is defined as 40 hours on 

average with aggregation for part-time employees.  (Act §1106(d)(2)); 

5. FTE safe harbor allows the taxpayer to elect a reference period between February 15, 

2019 through June 30, 2019 OR January 1, 2020 through February 29, 2020; AND 

6. Seasonal employers may elect the 12-week period from May 1, 2019 through September 

15, 2019. 

Early in the pandemic many employees expressed concern in returning to the workplace, some 

due to the enhanced state unemployment benefits provided under the CARES Act, others 

genuinely out of fear of contracting the virus.  To not penalize employers who received PPP 

funding but fell short of their FTE headcount requirements, the Treasury and the SBA provided 

guidance that indicated new hires may fill the FTE headcount requirements. 

 Once the taxpayer has decided to request forgiveness of qualified amounts, their first step 

is to contact their lender.  Many lenders are providing online portals to handle the forgiveness 

process, others are requiring borrowers to complete SBA Form 3508EZ, SBA form 3508S or 

SBA Form 3508.   Copies of all forms may be found in the Apendix.  The COVID Act provides 

streamlined forgiveness for loans less than $ 150,000.  The SBA has 24 days from the date of 

enactment (December 28, 2020) to provide a one (1) page loan forgiveness application, with 

minimal verification required by the borrower.  (SBA form is unavailable at the time of writing) 

  

The loan terms of any unforgiven amount are as follows: 

➢ Annual interest rate of 1%; 

➢ Amortized over 2 years for loans received prior to June 5, 2020 or 5 years if the lender 

agrees; 

➢ Amortized over 5 years for loans received after June 5, 2020. 

 

Taxation of Loans and Grants 
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 Funds received from Economic Injury Disaster Loans (EIDL) are not taxable as they are 

working capital loans without use restrictions.  The Economic Injury Disaster Loan Advance 

(EIDLA) is also tax-exempt income.  The Paycheck Protection Program Loans (PPP) are tax-

exempt income and amounts of the PPP that are not forgiven will become a loan payable.  

(CARES Act §1106(i))   

Any amount of the PPP loan that is forgiven under Act §1106(i) is excluded from gross 

income and is not considered cancellation of debt under I.R.C. §108.  This is particularly 

important because normally cancellation of debt includes debt forgiveness.  However, the 

CARES Act specifically excludes it from income.  Therefore, excluding it from cancellation of 

debt under I.R.C. §108.  Equally as important is I.R.C. §265, indicating when income is excluded 

so too are any deductions/expense paid out of those funds.  Further guidance regarding the 

restrictions on deductions/expenses may be found in IRS Notice 2020-32 issued May 1, 2020 as 

well as Rev. Proc. 2020-27 issued April 15, 2020 and Rev. Proc 2020-51 issued November 19, 

2020.  Rev. Rul. 2021-2, issued on January 6, 2021, makes IRS Notice 2020-32 and Rev. Rul. 

2020-27 obselete.  

However, because of the “Sense of Congress” in the COVID-related Tax Relief Act of 

2020 all-expenses paid out of PPP funds are now deductible.  (COVID Act §276) The amount of 

PPP forgiven will be treated as Tax Exempt Income thereby only affecting the 

Partner/Shareholders basis and all expenses are deductible. 

 The CARES Act provided many funding options to small business taxpayers during an 

unprecedented pandemic.  The Economic Injury Disaster Loan, the Economic Injury Disaster 

Loan Advance as well as the Paycheck Protection Program Loan provided viable funding options 

to help taxpayers maintain their businesses and are not included in income.  The CARES Act 

also provided payment relief for businesses with existing SBA 504 or 7(a) loans where the SBA 

would pay up to six (6) months of payments on those existing loans.  The COVID Act repealed 

the taxation of these payments and treats the payments made by the SBA treated as tax-exempt 

again affecting on basis.  The COVID Act increased the “payment deferral” to one year             

(§ 334(B)(i)). 

Basis Impact of Loan Forgiveness 
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 The COVID Act indicates in multiple sections that the EIDL Advance and any amounts 

forgiven under either of the Paycheck Protection Loan Programs shall not be included in income 

but rather will be treated as tax-exempt income.  Additionally, amounts paid on behalf of a 

taxpayer, by the SBA for example, are also treated at tax-exempt income.  Tax-exempt income 

for pass through entities are separately stated items that affect a Partner or Shareholders Basis.  

The COVID Act goes on to stipulate that this income “…shall be treated as tax exempt income 

for purposes of (I.R.C. 1986) § 705 and § 1366…the Secretary of Treasury (or the Secretary’s 

delegate) shall prescribe rules for determining a partner’s distributive share of any amount 

described in subparagraph (A) for purposes of section 705 of the Internal Revenue Code of 

1986.”  Tax-exempt income by nature increases basis, so the impact of amounts excluded from 

income under either the CARES Act or the COVID Act will increase basis as well.  There will 

be book-to-tax adjustments at the entity level, with inside and outside basis implications.   

 

 Example: Whoville Manufacturing Inc, taxed as an S Corp, received an EIDLA of           

$ 7,000 as well as a PPP of $ 25,000.  Whoville Manufacturing meets all the criteria for PPP loan 

forgiveness.  Whoville will have $ 25,000 forgiven.  There are two shareholders of the S Corp. 
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Basis Limitations 
  

While the COVID Act, under the “Sense of Congress”, made taxpayers whole by 

allowing expenses paid out of PPP funds to be deductible and/or by excluding EIDLA and other 

grant funds from taxable income, these provisions may still have a profound impact on Partners 

or Shareholders.  The service has been extremely focused over the years on pass-through entities, 

specifically targeting basis calculations of its Partners or Shareholders, in fact beginning in 2020 

the LB & I division of the IRS began sending out Letter 5969 to Partners or Shareholders 

requesting basis clarification.     

 The tax-exempt income reported under the COVID Act provisions will directly affect 

basis.  In addition to computing basis is the application of I.R.C § 465, Deductions Limited to 

At-Risk as well as I.R.C. § 469, Passive Activity Losses and Credits Limited.   

Worksheet for Figuring a Shareholder's Stock and Debt Basis

Part 1 -- Shareholder Stock Basis

1 Stock basis at the beginning of the corporations tax year 1 8,000.00

2 Basis from any capital contributions made or additional stock acquired during the tax year 2

3a Ordinary business income a

b Net rental real estate income b 22,000.00

c Other net rental income c

d Interest income d 53.00

e Ordinary dividends e

f Royalties f

g Net capital gains g

h Net section 1231 gain h

i Other income i

j Excess depletion adjustment j

k Tax-exempt income k 32,000.00

l Recapture of business credits l

m Other items that increase stock basis m

4 Add lines 3a through 3m 54,053.00

5 Stock basis before distributions. Add lines 1, 2, and 4 5 62,053.00

6 Distributions (excluding dividend distributions) 6

Note:  If line 6 is larger than line 5, subtract line 5 from line 6 and report the result as a capital 

gain on Form 8949 and Schedule D

7

Stock basis after distribtuins.  Subtract line 6 from lin 5.  If the result is < zero, enter -0-, skip 

lines 8 through 14 and enter -0- on line 15 7 62,053.00

8a Nondeductible expenses a 1,100.00

b Depletion for oil and gas b

9 Add lines 8a and 8b 1,100.00

10

Stock basis before loss and deduction items.  Subtract line 9 from line 7.  If the result is < zero, 

enter -0-, skip lines 11 through 14, and enter -0- on line 15 10 60,953.00

11 Allowable loss and deduction items.  11 43,050.00

12 Debt basis restoration 12

13 Other items that decrease stock basis 13

14 Add lines 11, 12, and 13 43,050.00

15

Stock basis at the end of the corporations tax year.  Subtract line 14 from line 10.  If the result is 

< zero, enter -0- 15 17,903.00
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I.R.C. § 465 – “…engaged in an activity to which this section applies, any loss from such 

activity for the taxable year shall be allowed only to the extent of the aggregate amount 

with respect to which the taxpayer is at risk (within the meaning of subsection (b)) for 

such activity at the close of the taxable year.” 

➢ 465(b)(1)In general.— For purposes of this section, a taxpayer shall be 

considered at risk for an activity with respect to amounts including— 

➢ 465(b)(1)(A) – the amount of money and the adjusted basis of other property 

contributed by the taxpayer to the activity, and 

➢ 465(b)(1)(B) – amounts borrowed with respect to such activity (as determined 

under paragraph (2)). 

 

I.R.C. § 469 

➢ 469©(1)In general.—The term “passive activity” means any activity 

➢ 469©(1)(A) – which involves the conduct of any trade or business, and 

➢ 469©(1)(B) – in which the taxpayer does not materially participate. 

 

Due to time constraints of this course, we are unable to discuss the At-Risk and Passive Loss 

Limitations in more detail as they are complicated issues beyond the scope of this course. 

Employee Retention Credit 
Taxpayer Certainty & Disaster Relief Act of 2020 (Division EE, Title II, § 206 & 207) 

 The CARES Act provided several credits to employers, Sick Leave, Family Leave, and 

the Employee Retention Credit.  Originally if a taxpayer/entity received a PPP Loan they were 

not eligible to receive the Employee Retention Credit (ERC).  The COVID Act amended that 

indicating an eligible employer may take the ERC so long as the same wage dollar is not used for 

both.  It expands the ERC the 1st and 2nd Quarter of 2021 to 70% of qualified wages, capped at   

$ 10,000 per employee, per quarter, repealing the 50% qualified wages and $ 10,000 per year 

criteria stated in the CARES Act. There is also a carryforward provision should qualify wages 

exceed the threshold. Gross receipts must have decreased by 20% rather than the 50% origin 

provision under the CARES Act.  Qualified wages have also been expanded to include the 

employer portion of health insurance costs, (insurance premiums, FSA or HSA contributions). 
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The COVID Act provision also makes the ERC retroactive back to January 1, 2020 with 

the new provisions expiring on June 30, 2021. (COVID Act § 207 and (Alistair M Nevius, 

2020))  If an employer is going to take advantage of the retroactive credit, the 2020 criteria 

remain unchanged under the CARES Act.   

The ERC is reported on quarterly or annual payroll returns, Form 941, Employer’s 

Quarterly Federal Tax Return, Form 944, Employer’s Annual Federal Tax Return, or Form 943, 

Employer’s Annual Federal Tax Return for Agricultural Employees.  Advance payment of the 

ERC may be filed on Form 7200, Advance Payment of Employer Credits Due to COVID-19.  

Form 7200 must be filed prior to filing either Form 941 or 943 and will reconcile back to Form 

941 or 943.    

 

 Example:  Whoville Manufacturing Inc, taxed as an S Corp, received a PPP of $ 25,000 

and payroll cost of $ 30,000.  Whoville used the PPP funds over two months in the same quarter 

as well as paying the remaining $ 5,000 of payroll costs. Whoville is eligible for the ERC on      

$ 5,000 of the payroll cost. 



  © 2021 Mary Jane Hourani, MM, EA, NTPI Fellow                                                    15 | P a g e  

 

 



  © 2021 Mary Jane Hourani, MM, EA, NTPI Fellow                                                    16 | P a g e  

 

 



  © 2021 Mary Jane Hourani, MM, EA, NTPI Fellow                                                    17 | P a g e  

 

 



  © 2021 Mary Jane Hourani, MM, EA, NTPI Fellow                                                    18 | P a g e  

 

Casualty Loss Update 
 

 The Tax Cuts and Jobs Act of 2017 (TCJA), Pub. L. No. 115-97 restricted the types of 

individual casualty losses to those in federally declared disaster areas.  The TCJA does include a 

provision requiring gain recognition on a casualty outside of a federally declared disaster area.  

For an event to qualify as a casualty, aside from being in a federally declared disaster area, it 

must be sudden, unexpected, and unusual.  The event may not be due to normal wear and tear, 

gradual or progressive deterioration.   

 Casualty Examples: hurricanes, tornadoes, earthquakes, fire, flood, automobile accident, 

terrorist, vandalism, or economic etc. 

 Non-Casualty Examples: termite damage, rotten timber, infestation of plants not used in 

trade or business, etc. 

There are several steps to calculating the individual casualty loss: 

1. Deduction limitation – the lesser of the adjusted tax basis or decrease in fair market value 

(FMV) of the property. 

2. Reductions –   

a. Insurance proceeds 

b. $ 100 per casualty event; AND 

c. 10% of taxpayers adjusted gross income (AGI) for all casualty events for the tax 

year. 

d. For federally declared disasters declared before February 19, 2020 and occurred 

in 2018 but before December 21, 2019 through January 19, 2020 the $ 100 per 

casualty increased to $ 500 and the 10% AGI reduction was eliminated. 

3. Report Casualty on Schedule A of Form 1040 – if a taxpayer does not use the Schedule A 

for the casualty loss, they will receive no tax benefit. 

Congress has provided relief from penalties in federally declared disaster areas when 

taxpayers withdraw funds from the retirement plans to rebuild following a casualty.  The CARES 

Act provides for that 10% penalty relief, I.R.C. §72(t)(2), again.  The Act allows an individual to 

withdraw up to $ 100,000 penalty free; it further adds a three-year repayment or tax-free rollover 

provision.   
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To qualify for the penalty, repayment or tax-free rollover the individual must meet the 

following criteria: 

1. Diagnosed with COVID-19, verified with testing; 

2. Spouse or dependent is diagnosed, verified with testing; 

3. Experiences adverse financial consequences due to quarantine, furlough, lay off, work 

reduction due to COVID-19; 

4. Experiences adverse financial consequences due to childcare, school, business closures 

due to COVID-19. 
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Appendix A – SBA PPP Forgiveness Procedures
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Appendix B – SBA Form 3508EZ 
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Appendix C – SBA Form 3508S  
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