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Paycheck Protection Program Forgiveness Handbook

Introduction
The Paycheck Protection Program (PPP) is a national effort to support small businesses through the COVID-19
epidemic. The PPP is a forgivable loan program where you receive a loan equal to 2.5 times your average
monthly payroll in 2019 and then have an 8- to 24-week period to spend the funds on eligible expenses.
Funds can be spent on up to 10.5 weeks’ worth of payroll expenses. Up to 40% of the requested forgiveness
amount can be spent on rent, utilities, mortgage interest, operations costs, property damage, supplier costs,
or worker protection if these are normally deducted as business expenses.
This guide is part of the free business coaching and technical assistance offered in conjunction with the Texas
Child Care Relief Fund. When you are ready to apply for forgiveness, you can use this Handbook to fill out
your forms.
TWC has launched an effort to help center and family care providers recover from the pandemic and build
their businesses. If you are interested in learning more and speaking to a coach, sign up for FREE technical
assistance at childcare.texas.gov and browse available resources on business topics. If you have questions,
don’t hesitate to email coaching@ECEBizCoach.org to request a call with a coach.
The U.S. Small Business Administration has announced a new portal that will streamline and simplify the
forgiveness process for many borrowers with loans under $150,000. This portal will be available starting
August 4, 2021 to those with lenders that have opted into the system.
This guide is designed to walk you step-by-step through the forgiveness application process. While the main
focus of the guide is to assist you with completing the form(s) for PPP forgiveness, it will also prepare you to
do the same through the new direct forgiveness portal.
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Getting Started
You can apply for forgiveness:
• If you have spent as much as or more than your PPP loan amount (even if you are still in the 8-to-24-week
forgiveness period).
— OR —
• Any time up to ten months after your 8-to-24-week forgiveness period ends.
You will apply for forgiveness through the bank which provided your loan. It is likely they will use an online
form of their own, but we recommend first filling out the official SBA form (per the guidance in this document)
ahead of time so you can more easily complete the bank’s application (which will be very similar to the SBA
form).

Gather key information.
Before filling out the SBA form (or using the Direct Forgiveness portal) per the guidance in this Handbook,
gather key information about your PPP loan and spending during the forgiveness period including:
1

Your original PPP application.

2

Your loan closing documents.

3

Your 2019 taxes for your organization or your Schedule C for self-employed or sole proprietors.

4

Checks or bank statements showing your own payroll if you are NOT a W-2 employee.

5

Payroll reports for any employees (including yourself if you are a W-2 employee).

6

If you normally deduct the business use of your home or a center on your taxes:
— Utility payments (verified with the invoice for the utility and canceled checks or other payment records).
— Rent payments made (verified with canceled checks or other payment records) and a copy of your lease.
— Mortgage interest payments made (verified with canceled checks or other payment records) and a copy
of your mortgage amortization schedule.
— Operations costs (verified with canceled checks or other payment records).
— Property damage expenses (verified with canceled checks or other payment records).
— Supplier costs (verified with canceled checks or other payment records).
— Worker protection expenses (verified with canceled checks or other payment records).

7

If you provide retirement or health benefits through your organization: invoices/statements and canceled
checks showing payment.
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Next, determine if you’re eligible for Direct Forgiveness.
Many borrowers with loans less than $150,000 will be eligible to apply for forgiveness using direct forgiveness. The Direct Forgiveness Portal, launched on August 4, 2021, allows borrowers to request forgiveness
directly from the SBA by submitting a simple pre-filled application. Based on the attributes of your loan and
request, the system will automatically assign the correct form to fill out. This will save you the hassle of
completing forms manually and taking them to your lender.
To apply for direct forgiveness, you will visit the SBA Direct Forgiveness Portal. Once there, you will complete
registration by setting up a username and password. After registering and entering the portal, you will enter
your tax ID number and loan number. At that point, you should find that your loan details will auto-populate.
You will then verify the information that you see on your screen before entering some basic contact information. After that, you will supply the same information that you would if you were manually completing
FORM 3508 (see Filling Out Form 3508).
For more details on completing your request in the portal, see the SBA’s step-by-step guide.
Supporting Documents
If you are required to submit documents, the documents required will be shown in the portal. You can upload
documents directly.
Submit Your Request
Review the summary of your forgiveness request for accuracy prior to submitting your request.
Applications will be signed electronically via DocuSign.
Next Steps
Congratulations on submitting your forgiveness request! You can review the progress of your submitted application and the SBA decision on your application through the portal.
If you have any questions, email us at coaching@ECEBizCoach.org
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If you are not eligible for Direct Forgiveness, determine
which forgiveness form you need to use.
If at all possible, you will want to use the FORM 3508 S since it is simpler and less time consuming to fill out. If
you cannot use FORM 3508 S, then FORM 3508 EZ is the next easiest form.
If your loan was less than $150,000 in value, you can use FORM 3508 S. It does not make a difference if you
are an independent contractor, sole proprietor, nonprofit or for-profit corporation, or if you have employees —
as long as your loan was less than $150,000. Go to the section on Filling Out Form 3508 S.
If your loan was more than $150,000 and you answer “yes” to any of the following questions, go to the
section on Filling Out Form 3508 EZ:
1

Were your employees’ salaries or wages not reduced by more than 25% compared to your pay rates from
January 1, 2020 and March 31, 2020 and did you not reduce the total number of employees or average
hours worked between January 1, 2020 and the end of the covered period?
NOTE: If you made an offer and the employee refused to return to work, you can ignore them in
answering this question.
NOTE: This only includes employees who normally made less than $100,000 per year in 2019.

2

Were your employees’ salaries not reduced by more than 25% compared to your pay rates from January 1,
2020 and March 31, 2020 and were you unable to operate at the same level of business activity as before
February 15, 2020 due to compliance with requirements or guidance issued by the US Health and Human
Services, CDC, or Occupational Safety and Health Administration related to the maintenance of standards
of sanitation, social distancing, or any other work or customer safety requirement related to COVID-19?

If you do not meet one of the criteria for applying using the FORM 3508 S nor the FORM 3508 EZ, please go
the section on Filling Out Form 3508.
See Which PPP Forgiveness Form Is Right for You? for a visual flowchart of the information above.
If you have questions, email us at coaching@ECEBizCoach.org.
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Which PPP forgiveness form is right for you?
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Filling Out Form 3508 S
Download the form.
Start by downloading FORM 3508 S.

Now fill out Page 1.
Business Legal Name (“Borrower”): Enter the same name used on your PPP application and your tax returns (if
you are a sole proprietor or self-employed this is your name).
Business Address/Business TIN (EIN, SSN): Use the EIN for your organization or your SSN (this should be the
same as the one on your PPP application).
Business Phone/Primary Contact/E-mail Address: Use the same information as on your PPP application
unless you have moved.
SBA PPP Loan Number (also known as the E-Tran number): This is the official loan number issued by the SBA
(it should be on your loan documents from your bank).
Lender PPP Loan Number: This is the number your bank issued for your loan (it should be on your loan documents from your bank).
PPP Loan Amount: This is the full loan amount you received in your account per the bank records.
PPP Loan Disbursement Date: This is the day the funds were received in your bank account.
Employees at Time of Loan Application/Employees at Time of Forgiveness Application: This is the total
number of employees at the time you received this loan. If you are the owner or only employee, you just enter
“1.” If you have other W-2 employees (not contractors or employees paid in cash), enter a number for each one,
even if they are part-time. For example, if your business consists of you and two part-time employees, you will
enter “3.”
EIDL Advance Amount: If you received an EIDL advance (it will be from $1,000 to $10,000), enter it here. This
is only the amount that was “granted” through the EIDL, not the part that was a loan. If you did not receive it,
put “0.”
EIDL Application Number: If you received an EIDL loan, add the number here.
Forgiveness Amount: Enter the total for your PPP loan (assuming you used all the funds). This number should
never be larger than your loan amount.
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Representations & Certifications
Initial each Representation and Certification. These
are attesting that you used the money in accordance
with the PPP program and that you will provide
any information needed regarding the PPP on your
taxes. Please read each one, and do not hesitate
with questions. Though the only documentation
required to be submitted with your forgiveness
application are attestations, the SBA asks that you
keep all records relating to your PPP loan and loan
forgiveness for 6 years.
Note: In some cases your bank may ask you to print
out, sign, and scan the form to send it back to them.
This is allowable and is used to ensure that you did
sign the form personally (and didn’t have someone
sign online for you).

That’s it! You have completed the form and are
ready for your bank’s forgiveness process!

Example of Form 3508 S
View and hear a video recording of Jane’s FORM
3508 S.
Jane Smith is a home based child care provider in
Houston, TX. On her 2019 Schedule C, Line 7 on
her taxes she made $36,400. Her PPP loan was for
10 weeks of that pay — $7,000.
She is a sole proprietor; she is the only employee.
Her PPP loan landed in her bank account on May 15,
2020.
Jane put in the amount of the loan ($7,000) and
matched that number for the forgiveness amount.
She initialed the Representations and Certifications
and is ready to go to her bank’s online site to submit
her information.
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Filling Out Form 3508 EZ
Download the form.
Start by downloading FORM 3508 EZ.

Page 1
Business Legal Name (“Borrower”): Enter the same name used on your PPP application and your tax returns
(if you are a sole proprietor or self-employed this is your name).
Business Address/Business TIN (EIN, SSN): Use the EIN for your organization or your SSN (this should be the
same as the one on your PPP application).
Business Phone/Primary Contact/E-mail Address: Use the same information as on your PPP application
unless you have moved.
SBA PPP Loan Number (also known as the E-Tran number): This is the official loan number issued by the SBA
(it should be on your loan documents from your bank).
Lender PPP Loan Number: This is the number your bank issued for your loan (it should be on your loan documents from your bank).
PPP Loan Amount: This is the full loan amount you received in your account per the bank records.
PPP Loan Disbursement Date: This is the day the funds were received in your bank account.
Employees at Time of Loan Application/Employees at Time of Forgiveness Application: This is the total
number of employees at the time you received this loan. If you are the owner or only employee, you just enter
“1.” If you have other W-2 employees (not contractors or employees paid in cash) enter a number for each one,
even if they are part-time. For example, if your business has you and two part-time employees, you will enter
“3.”
EIDL Advance Amount: If you received an EIDL advance (it will be from $1,000 to $10,000), enter it here. This
is only the amount that was “granted” through the EIDL, not the part that was a loan. If you did not receive it,
put “0.”
EIDL Application Number: If you received an EIDL loan, add the number here.
Payroll Schedule: Check the box for how often you pay yourself and your employees. If it is just you, indicate
how often you paid yourself in the forgiveness period.
Covered Period: Enter the date you entered that you received the loan and then the date 8 or 24 weeks after
(depending on which forgiveness period you want to use). If you are unsure, use 24 weeks. For example, if you
received your loan on June 1, 2020, the field would read “June 1, 2020 to November 15, 2020.”
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Alternative Payroll Covered Period: If you run weekly or bi-weekly payroll, you can start your forgiveness
period on the following pay period. For example, if you received your loan on June 1, 2020 but your next
biweekly payroll period started on June 15, 2020, field would read “June 15, 2020 to November 29, 2020.”
NOTE: You will use either the Covered period or Alternative period, not both.
If Borrower (together with affiliates, if applicable) received PPP loans in excess of $2 million: If you received
more than a $2 million PPP, check the box. Otherwise do not check it.
Line 1: Payroll Costs
Payroll costs are probably the most difficult calculation in the EZ form. Payroll is calculated in two different
ways.
1

If you are not an owner/operator who is not a W-2 employee (this is typical for self-employed and soleproprietors), you will enter your pay here using the Owner Compensation Calculation. This calculation uses
your 2019 net profit on your Schedule C from your taxes (Line 31 on the Schedule C). Take that number
and multiply it by 0.1538 for an 8-week forgiveness period or 0.4615 for a 24-week forgiveness period.
Your compensation is capped at a maximum of $15,385 for 8-weeks of forgiveness and $20,833 for a
24-week period.

2

For W-2 employees (including yourself if you are a W-2 employee): Add up all of the gross salary and
wages paid (including tips and commissions, but likely you won’t have these) and paid leave (such as
vacation and sick leave, but not time off paid by the Families First Coronavirus Response Act).

Also add in any employer contributions to health insurance or employee retirement plans for up to 2.5 months
as well as state or local employment taxes (typically found on your state quarterly tax filing).
Line 2: Business Mortgage Interest
Enter the amount of business mortgage interest payments paid or incurred during the Covered Period for any
business mortgage obligation on real or personal property incurred before February 15, 2020. Remember, this
is mortgage interest, not principal. Use the same method of calculation you use in your taxes each year.
Line 3: Business Rent or Lease Payments
Enter the amount of business rent or lease payments paid or incurred for real or personal property during the
Covered Period, pursuant to lease agreements in force before February 15, 2020. Remember, use the same
method of calculation you use in your taxes each year.
Line 4: Business Utility Payments
Enter the amount of business utility payments paid or incurred during the Covered Period, for business utilities for which service began before February 15, 2020. Remember, use the same method of calculation you
use in your taxes each year.
Line 5
Add Lines 1 through 4. Enter the total.
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Line 6
Enter the PPP Loan Amount that you entered earlier
above.
Line 7
Divide the amount on Line 1 by 0.60 (60%) and
enter the amount. This determines whether at least
60% of the potential forgiveness amount was used
for payroll costs. If you have used less than 60% of
the forgiveness funds on payroll, you may want to
reassess the amount of forgiveness for rent, utilities,
and mortgage interest.

Example of Form 3508 EZ
View and hear a video recording of Sonny’s FORM
3508 EZ.
Sonny Shine is a home-based care provider in
Somewhere, TX. She is the only employee, but she
also uses a contractor, Bea Rice. Her net profit was
$34,000 in 2019 per her Schedule C, Line 31.

Line 8

Her PPP loan was for 2.5 times her monthly average
pay in 2019. Her pay of $34,000 meant a monthly
average of $2,833 which when multiplied by 2.5
was $7,291. She could not include Bea, since she is a
contractor and not a W-2 employee.

Enter the smallest of Lines 5, 6, or 7. This is the
amount forgiven. It will likely be the full amount
of your PPP loan if you used the 24-week forgiveness period and used 60% or more of the funds on
wages.

Sonny chose the 24-week forgiveness period when
she received her loan on June 2, 2020. She spent all
the funds within 10 weeks, so on August 11, 2020
she applied for forgiveness.

Page 2: Attestations
These are your attestations that you used the funds
appropriately. Each needs to be initialed and you
need to sign and date at the bottom.

Page 3: Demographic Information
This is optional and is intended to help the government better understand who received loans.

That’s it! You have completed the form and are
ready for your bank’s forgiveness process!

For her payroll costs, she has to use owner compensation calculation, which was 2.5 times her monthly
average net profit in 2020. That is the same number
as her loan above (since it is the same calculation) —
$7,291, which she entered on Line 1 of the form.
She also reports a portion of her rent and utilities
using the time/space method and found she had
paid $250 in eligible rent and $180 in utilities, which
she put in Lines 3 and 4.
Her total PPP spending was $7,741 (Line 5 of the
form) but her total loan was only $7,291 (Line 6) so
her total forgiveness was the entire loan, $7,291
(Line 8).
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Filling Out Form 3508
Download the form.
Start by downloading FORM 3508.

Page 1
Business Legal Name (“Borrower”): Enter the same name used on your PPP application and your tax returns
(if you are a sole proprietor or self-employed, this is your name).
Business Address/Business TIN (EIN, SSN): Use the EIN for your organization or your SSN (this should be the
same as the one on your PPP application).
Business Phone/Primary Contact/E-mail Address: Use the same information as on your PPP application
unless you have moved.
SBA PPP Loan Number (also known as the E-Tran number): This is the official loan number issued by the SBA
(it should be on your loan documents from your bank).
Lender PPP Loan Number: This is the number your bank issued for your loan (it should be on your loan documents from your bank).
PPP Loan Amount: This is the full loan amount you received in your account per the bank records.
PPP Loan Disbursement Date: This is the day the funds were received in your bank account.
Employees at Time of Loan Application/Employees at Time of Forgiveness Application: This is the total
number of employees at the time you received this loan. If you are the owner or only employee, you just enter
“1.” If you have other W-2 employees (not contractors or employees paid in cash) enter a number for each one,
even if they are part-time. For example, if your business has you and two part-time employees, you will enter
“3.”
EIDL Advance Amount: If you received an EIDL advance (it will be from $1,000 to $10,000), enter it here. This
is only the amount that was “granted” through the EIDL, not the part that was a loan. If you did not receive it,
put “0.”
EIDL Application Number: If you received an EIDL loan, add the number here.
Payroll Schedule: Check the box for how often you pay yourself and your employees. If it is just you, indicate
how often you paid yourself in the forgiveness period.
Covered Period: Enter the date you entered that you received the loan and then the date 8 or 24 weeks after
(depending on which forgiveness period you want to use). If you are unsure, use 24 weeks. For example, if you
received your loan on June 1, 2020 the field would read “June 1, 2020 to November 15, 2020.”
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Alternative Payroll Covered Period: If you run weekly or bi-weekly payroll, you can start your forgiveness
period on the following pay period. For example, if you received your loan on June 1, 2020 but your next
biweekly payroll period started on June 15, 2020, field would read “June 15, 2020 to November 29, 2020.”
NOTE: You will use either the Covered period or Alternative period, not both.
If Borrower (together with affiliates, if applicable) received PPP loans in excess of $2 million: If you received
more than a $2 million PPP, check the box. Otherwise do not check it.

Skip the rest of Page 1 for now. We’ll come back to it after completing the worksheets on Pages 3 and 4.

Page 2: Attestations
These are your attestations that you used the funds appropriately. Each needs to be initialed and you need to
sign and date at the bottom.

Pages 3 & 4: Schedule A
This is the most difficult part of FORM 3508. Take your time and ensure the numbers are correct throughout.
To start, go to Page 4 and fill out the Worksheet table. We will then use the information on the table to fill out
Page 3.
Fill out Table 1 on Page 4
List every employee you paid during the forgiveness period. Only include W-2 employees — do not include
1099 contractors, employees paid in cash only, or yourself (if you are not a W-2 employee). Also, don’t list
anyone with a pay rate of over $100,000 a year (they will be put in Table 2).
Employee’s Name: Their full legal name
Employee Identifier: Last 4 digits of the employee’s Social Security Number.
Cash Compensation: Total compensation for the employee during the 8- or 24-week forgiveness period
including: gross salary and wages paid (including tips and commissions, but likely you won’t have these) and
paid leave (such as vacation and sick leave, but not time off paid by the Families First Coronavirus Response
Act). Each individual’s compensation cannot exceed an annualized salary of $100,000.
Average FTE: This is the average Full Time Equivalent. That is different than how many employees you had
(where full and part time employees both count as an employee) Here, the question is their average number of
hours per week divided by 40 hours (the “typical” full time weekly hours worked). Anyone who works at least
40 hours, that is works full time, should get the value “1” in this box. If you have someone who works only 20
hours, they would get 0.5 (that is, 20 hours typically worked/40 hours a week).
Salary/Hourly Wage Reduction: This is another tough calculation.
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• Start by comparing the employee’s pay during the forgiveness period to the pay between January 1 to
March 31. If the hourly rate or annualized salary during the forgiveness period was the same or more as
their pay between January 1 to March 31 or decreased by less than 25%, enter “0.” If the decrease was
more than 25% you need to determine if the Salary/Hourly Wage Reduction Safe Harbor is met.
• The employee meets the Safe Harbor requirements if either:
The average annual salary or hourly wage on June 30 is equal to or greater than the average annual salary
or hourly wage on February 15.
— OR —
The average annual salary or hourly wage between February 15 and April 26 was lower than it was on
February 15.
If either are true, enter “0.” If both are not true, you need to determine the salary/hourly wage reduction.
If the person is hourly: Multiply the average hourly wage paid between January 1 and March 31 by 0.75
(75%). Subtract this amount from the average hourly wage during the forgiveness period.
Then determine the average weekly hours worked between January 1 and March 31 and enter the number
in the table. Multiply this number by the hourly wage amount you just calculated. Then multiply that number
by 8 or 24, depending on the forgiveness period you are using, and enter the number in the box for that
employee.

Example — Hourly Worker
Let’s say you have an hourly worker you paid $25 per hour and worked an average of 20 hours a week
between January 1 and March 31. During the forgiveness period, they were only paid $15 per hour. You
would:
1

Multiply the previous hourly rate, $25, by 0.75 for a total of $18.75.

2

Now subtract it from the current rate of $15, for an hourly total of $3.75.

3

Multiply the rate of $3.75 times the average number of hours worked between January 1 and March 31 (in
this example 20 hours a week) for a total of $30.75 per week.

4

Then multiply $30.75 by 8 for the 8-week forgiveness period (for a total of $246.00) or 24 for the 24-week
forgiveness period ($738.00)

5

Enter $246.00 in the box if you are using an 8-week forgiveness period or $738 if you are using a 24-week
forgiveness period.

If the person is salaried: Multiply the average weekly salary based on the pay between January 1 and
March 31 by 0.75. Subtract this amount from the average weekly salary for the forgiveness period. Multiply
this number by 8 or 24 depending on the forgiveness period you are using and enter the number in the box for
that employee.
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Example — Salaried Worker
Your salaried worker made on average $769.20 a week between January 1 and March 31 and then was
reduced to an average of $550.00 a week during the forgiveness period. You would:
1

Multiply the previous average weekly salary, $769.20, by 0.75 for a total of $576.90.

2

Now subtract it from the current average pay of $550.00 a week from the $576.90 for a weekly total of
$26.90.

3

Multiply $26.90 by 8 for the 8-week forgiveness period (for a total of $215.20) or 24 for the 24-week
forgiveness period ($645.60).

FTE Reduction Exceptions: You can include the FTE count for any employee if:
• You tried to re-hire an employee and they rejected your good-faith, written offer to rehire them at the
same pay rate/hours as before.
• They were fired with cause, voluntarily resigned, or requested and received a reduction of their hours.

Next, let’s fill out Schedule A on Page 3
Line 1: Enter Cash Compensation (Box 1) from PPP Schedule A Worksheet, Table 1
Enter the amount in Table 1, Box 1.
Line 2: Enter Average FTE (Box 2) from PPP Schedule A Worksheet, Table 1
Enter the amount in Table 1, Box 2.
Line 3: Enter Salary/Hourly Wage Reduction (Box 3) from PPP Schedule A Worksheet, Table 1
Enter the number in Table 1, Box 3 (it may be 0, if you had a 25% or less change in salary and wages).
Line 4: Enter Cash Compensation (Box 4) from PPP Schedule A Worksheet, Table 2
Enter the amount in Table 2, Box 4.
Line 5: Enter Average FTE (Box 5) from PPP Schedule A Worksheet, Table 2
Enter the amount in Table 2, Box 5.
Line 6: Total Amount Paid or Incurred by Borrower for Employer
Contributions for Employee Health Insurance
Enter your total amount paid for the employer costs associated with a company health insurance program
within the 8- or 24-week forgiveness period.
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Line 7: Total Amount Paid or Incurred by Borrower for Employer
Contributions to Employee Retirement Plans
Enter your total amount paid for the employer costs associated with a company retirement plan within the 8or 24-week forgiveness period.
Line 8: Total amount paid or incurred by Borrower for employer state
and local taxes assessed on employee compensation
Enter your total amount paid for state and local employment taxes (typically found on your quarterly state
payroll returns) within the 8- or 24-week forgiveness period.
Line 9: Total Amount Paid to Owner-Employees/Self‑Employed Individual/General Partners
If you are not a W-2 employee (this is typical for self-employed and sole proprietors), you will enter your pay
here using the Owner Compensation Calculation. This calculation uses your 2019 net profit on your Schedule
C from your taxes (Line 31 on the Schedule C). Take that number and multiply it by 0.1538 for an 8-week
forgiveness period or 0.4615 for a 24-week forgiveness period. Your compensation is capped at a maximum of
$15,385 for 8 weeks of forgiveness and $20,833 for a 24-week period.
Line 10: Payroll Costs
Add Lines 1, 4, 6, 7, 8, and 9. Now you have your total payroll.

Determining your FTE Safe Harbor
You may have a reduction in your PPP forgiveness if you didn’t employ the same number of FTEs as you did
before the pandemic.
There are two ways to get out of this penalty.
1

FTE Reduction Safe Harbor 1:
If between February 15, 2020 and the end of the Covered Period you were unable to operate at the same
level of business activity as before February 15, 2020 due to compliance with requirements established or
guidance issued between March 1, 2020 and December 31, 2020, by the Secretary of Health and Human
Services, the Director of the Centers for Disease Control and Prevention, or the Occupational Safety and
Health Administration related to the maintenance of standards for sanitation, social distancing, or any
other worker or customer safety requirement related to COVID-19, you can check the box and now go
back to Page 1 without penalty.
Likely, many of you, if not everyone, will qualify for this Safe Harbor since your operations were likely
closed fully or in part or you have experienced a reduced level of services allowed (such as a decrease in
the number of children you can serve).

2

FTE Reduction Safe Harbor 2:
If you don’t meet Safe Harbor 1 (and again, most, if not all of you will) you will need to complete the Safe
Harbor 2 worksheet. See Filling Out the Safe Harbor 2 Worksheet below.
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Filling Out the Safe Harbor 2 Worksheet
Step 1
Enter the borrower’s total average FTE between February 15, 2020 and April 26, 2020. Follow the same
method that was used to calculate Average FTE in the PPP Schedule A Worksheet Tables. Calculate the
sum across all employees and enter:
Add Table 1, Box 2 and Table 2, Box 5 and enter the amount here.
Step 2
Enter the borrower’s total FTE in the Borrower’s pay period inclusive of February 15, 2020. Follow the
same method that was used in Step 1:
Add together the average FTE as of the pay period that included February 15, 2020. You can do this
by taking the hours everyone worked in the pay period that included February 15 and dividing by the
appropriate number of total hours (i.e., for weekly pay 40 hours, biweekly 80 hours, etc.).
Step 3
If the entry for Step 2 is greater than Step 1, proceed to Step 4. Otherwise, FTE Reduction Safe Harbor 2 is
not applicable, and the Borrower must complete Line 13 of PPP Schedule A by dividing Line 12 by Line 11
of that schedule.
Step 4
Enter the borrower’s total FTE as of the earlier of December 31, 2020, and the date this application is
submitted. Again, use the total hours divided by the appropriate number of total hours (i.e., for weekly pay
40 hours, biweekly 80 hours, etc.).
Step 5
If the entry for Step 4 is greater than or equal to Step 2, enter 1.0 on Line 13 of PPP Schedule A. The FTE
Reduction Safe Harbor 2 has been satisfied.
Otherwise, FTE Reduction Safe Harbor 2 does not apply, and the Borrower must complete Line 13 of PPP
Schedule A by dividing Line 12 by Line 11 of that schedule.
Now fill out the rest of Page 1.
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Let’s Finish Page 1
With all the calculations done, we can now return to and finish Page 1.
Line 1: Payroll Costs
You will enter the amount from PPP Schedule A, Line 10.
Line 2: Business Mortgage Interest
Enter the amount of business mortgage interest payments paid or incurred during the Covered Period for any
business mortgage obligation on real or personal property incurred before February 15, 2020. Remember, this
is mortgage interest, not principle. Use the same method of calculation you use in your taxes each year.
Line 3: Business Rent or Lease Payments
Enter the amount of business rent or lease payments paid or incurred for real or personal property during the
Covered Period, pursuant to lease agreements in force before February 15, 2020. Remember, use the same
method of calculation you use in your taxes each year.
Line 4: Business Utility Payments
Enter the amount of business utility payments paid or incurred during the Covered Period, for business utilities for which service began before February 15, 2020. Remember, use the same method of calculation you
use in your taxes each year.
Line 5: Total Salary/Hourly Wage Reduction
Enter the number from PPP Schedule A, Line 3. This amount reflects the loan forgiveness reduction required
for salary/hourly wage reductions in excess of 25% for certain employees as described in PPP Schedule A.
Line 6
Add the amounts on Lines 1, 2, 3, and 4, then subtract the amount entered in Line 5. Add Lines 1 through 4,
subtract Line 5, enter the total. If this amount is less than zero, enter a zero.
Line 7: FTE Reduction Quotient
Enter the number from PPP Schedule A, Line 13.
Line 8: Modified Total
Enter the amount on Line 6 multiplied by the amount on Line 7. This calculation incorporates the loan
forgiveness reduction required for any full-time equivalency (FTE) employee reductions as described in PPP
Schedule A.
Line 9: PPP Loan Amount
Enter the PPP Loan Amount that you entered earlier on Page 1.
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Line 10: Payroll Cost 60% Requirement
Divide the amount on Line 1 by 0.60 and enter the amount. This determines whether at least 60% of the
potential forgiveness amount was used for payroll costs. If you have used less than 60% of the forgiveness
funds on payroll you may want to reassess the amount of forgiveness for rent, utilities, and mortgage interest.
Line 11: Forgiveness Amount
Enter the smallest of Lines 8, 9, or 10. Note: If applicable, SBA will deduct EIDL Advance Amounts from the
forgiveness amount remitted to the Lender. This is the amount forgiven. It will likely be the full amount of
your PPP loan if you used the 24-week forgiveness period and used 60% or more of the funds on wages.

That’s it! You have completed the form and are ready for your bank’s forgiveness process!

Example of Form 3508
View and hear a video recording of Julieta’s FORM 3508.
All-Day Day Care, Inc. is a center care provider in Somewhere, TX. Julieta Perez owns the center and before
the pandemic had three full-time W-2 employees. Based on her payroll in 2019, she received a loan of
$28,250 on June 2, 2020. Since she had just started a bi-weekly pay period, she opted to start her PPP on the
next period which began on June 15, 2020.
Julieta was able to have two of her three employees come back due to the additional costs of smaller class
sizes, cleaning, and PPE. As shown in Table 1, both Tan and Chris were returned to full-time. Due to the
reduced number of children they could have on site, they had to reduce Chris’ payroll by 30% from $10 to $7.
Tan’s payroll remained at $10 an hour. Tan made $9,600 in the forgiveness period and Chris made $6,720 and
had $2,880 less in wages (which we need to record since it was more than a 25% reduction).
When filling out Schedule A, Julieta put Tan and Chris’ wages in Line 1 and recorded that there were 2 FTE in
Line 2. The total reduction was $2,880 (in Box 3 from the Table on page 4). She had no employees with annual
salaries over $100,000 so Lines 4 and 5 were “0.” She paid $681 in state compensation taxes so she entered it
on Line 8.
For her own pay, she used her net profit from Line 31 of her 2019 Schedule C, which was $55,000. When
she divided $55,000 by 12, she had an average monthly pay of $4,583. When multiplied by 2.5 she had total
owner compensation of $11,458 which was entered in Line 9.
She totaled her Schedule A in Line 10 and had $27,778 in payroll costs.
Julieta now goes back to Page 1. She enters the total on Schedule A in Line 10, Page 1, Line 1 for her total
payroll ($27,778).
Her rent and utilities for the forgiveness period were $5,866 and $854 which she entered on Lines 3 and 4.
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Julieta now goes to her adjustments. She reduced Chris’ pay so she takes the amount from Box 3 of the table
on Page 4 ($2,880) and enters it into Line 5.
On Line 6 she adds together Lines 1 to 4 and subtracts Line 5.
Here’s what she did:
Line 1: $27,778
Line 2: $0
Line 3: $5,866
Line 4: $854
Total Lines 1 to 4: $34,498
Now she takes the total $34,498 and subtracts Line 5 $2,880 to have $31,618, which she enters in Line 6.
For her FTE Reduction Quotient on Line 7, she looked at the Safe Harbor questions. She couldn’t return her
third employee because of the costs of complying with federal and state guidance on class size, cleaning, and
PPE, so she checked Safe Harbor 1 and put a “1” on Line 13 on Page 3. She put that “1” on Page 1, Line 7 as
well.
For Line 8 she then had $31,618 (Line 6 multiplied by Line 7). Her total loan of $28,250 was entered in Line 9.
For Line 10 she divided Line 8 ($28,858) by 0.6 for a total of $38,896.
Julieta’s total forgiveness, Line 11, was the lowest number — her total loan, $28,250.

Disclaimer: The information contained in this presentation has been prepared by Civitas Strategies Early Start
and is not intended to constitute legal advice. The parties have used reasonable efforts in collecting, preparing,
and providing this information, but do not guarantee its accuracy, completeness, adequacy, or currency. The
publication and distribution of this presentation are not intended to create, and receipt does not constitute, an
attorney-client relationship. Reproduction of this presentation is expressly prohibited.
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