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IFR
Implementing Revisions to Loan Amount Calculation  
and Eligibility

OVERVIEW

In an attempt to meet their intent of providing relief to small businesses and keep individuals employed, 
the Small Business Administration (SBA) has released a new Interim Final Rule (IFR) which will potentially 
impact Paycheck Protection Program (PPP) borrowers who used or plan to use an IRS Form 1040, Schedule 
C (Schedule C Borrower) to calculate their PPP loan. If you are not a Schedule C borrower, or you are a 
Schedule C borrower but have already been approved for a PPP loan, the changes brought on by this IFR 
will not impact you. If you are a Schedule C borrower and plan to apply for a PPP loan or your application is 
currently pending, it is in your best interest to familiarize yourself with these changes to determine if it would 
be prudent to alter your PPP loan. 

Although the changes are minor, to help you understand them, Washington Trust Bank has summarized the 
important highlights for your convenience. To accompany these new rules, the SBA has also generated new 
application documents for your use. We have provided new links on our website so you can readily access 
these.

If you have any questions, or if you determine this does apply to you and you would like to alter your PPP 
loan, please contact your Washington Trust banker for next steps. Finally, we also have a video message 
summarizing the IFR that we encourage you to watch. 

RULE CHANGES

The IFR dictates that Schedule C borrowers may elect to calculate the owner compensation share of its 
payroll costs – that is, the share of its payroll costs that represents compensation to the owner – based on 
either: (i) net profit; or (ii) gross income (for a Schedule C borrower without employees, owner compensation 
is the only component of the borrower’s payroll costs. For a Schedule C borrower with employees, owner 
compensation is added to employee payroll costs to determine the borrower’s total payroll costs). Gross 
income, for purposes of this IFR, is the amount the borrower reports on line 7 of Schedule C. 

If a Schedule C borrower has no employees, the borrower may elect simply to calculate its loan amount based 
on either net profit or gross income. 

If a Schedule C borrower has employees, the borrower may elect to calculate the owner compensation share 
of its payroll costs based on either: (i) net profit; or (ii) gross income minus expenses reported on lines 14 
(employee benefit programs), 19 (pension and profit sharing plans) and 26 (wages (less employment credits)) 
of IRS Form 1040, Schedule C). Expenses reported on lines 14, 19 and 26 of the IRS Form 1040, Schedule C 
represent employee payroll costs and are subtracted from the owner compensation share of payroll costs if 
the owner uses gross income to calculate its loan amount in order to avoid double counting those costs. 
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IMPACT OF RULE CHANGES

Although these calculation changes are relatively minor, they could potentially have a significant impact on 
your loan amount. We have included 3 scenarios to demonstrate the potential impact:

Scenario (1) I have income from self-employment and file an IRS Form 1040, Schedule 
C. How do I calculate the maximum amount I can borrow, and what documentation is 
required? 

How you calculate your maximum loan amount depends upon whether you employ other individuals. 

If you have no employees, use the following methodology to calculate your maximum loan amount:

1. Step 1: From your 2019 or 2020 IRS Form 1040, Schedule C, you may elect to use either your line 31 net 
profit amount or your line 7 gross income amount. (If you are using 2020 to calculate payroll costs and 
have not yet filed a 2020 return, fill it out and compute the value.) If this amount is over $100,000, reduce 
it to $100,000. If both your net profit and gross income are zero or less, you are not eligible for a PPP loan.

2. Step 2: Calculate the average monthly net profit or gross income amount (divide the amount from Step 1 
by 12).

3. Step 3: Multiply the average monthly net profit or gross income amount from Step 2 by 2.5. This amount 
cannot exceed $20,833.

4. Step 4: Add the outstanding amount of any Economic Injury Disaster Loan (EIDL) made between January 
31, 2020 and April 3, 2020 that you seek to refinance. Do not include the amount of any advance under an 
EIDL COVID-19 loan (because it does not have to be repaid).

You must provide 2019 or 2020 (whichever was used to calculate your loan amount) IRS Form 1040, Schedule 
C with your PPP application to substantiate the applied-for PPP loan amount and a 2019 or 2020 (whichever 
was used to calculate your loan amount) IRS Form 1099-MISC detailing nonemployee compensation (box 7), 
invoice, bank statement or book of record that establishes you are self-employed. If using 2020 to calculate 
your loan amount, this is required regardless of whether you have filed a 2020 tax return with the IRS. You 
must provide a 2020 invoice, bank statement or book of record to establish you were in operation on or 
around February 15, 2020. 

If you have employees, use the following methodology to calculate your loan amount: 

1. Step 1: Compute 2019 or 2020 payroll (using the same year for al items) by adding the following:

a. At your election, either (1) the net profit amount from line 31 of your 2019 or 2020 IRS Form 1040, 
Schedule C, or (2) your 2019 or 2020 gross income minus employee payroll costs, calculated as your 
gross income reported on IRS Form 1040, Schedule C, line 7, minus your employee payroll costs 
reported on lines 14, 19 and 26 of IRS Form 1040, Schedule C (for either option, if you are using 
2020 amounts and have not yet filed a 2020 return, fill it out and compute the value), up to $100,000 
on an annualized basis, as prorated for the period during which the payments are made or the 
obligation to make the payments is incurred (if this amount is over $100,000, reduce it to $100,000, 
or if this amount is less than zero, set this amount at zero);

b. 2019 or 2020 gross wages and tips paid to your employees whose principal place of residence is in 
the United States, computed using 2019 or 2020 IRS Form 941 Taxable Medicare wages & tips (line 
5c, Column 1) from each quarter plus any pre-tax employee contributions for health insurance or 
other fringe benefits excluded from Taxable Medicare wages & tips; subtract any amounts paid to 
any individual employee in excess of $100,000 on an annualized basis, as prorated for the period 
during which the payments are made or the obligation to make the payments is incurred, and any 
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amounts paid to any employee whose principal place of residence is outside the United States; and

c. 2019 or 2020 employer contributions to employee group health, life, disability, vision and dental 
insurance (portion of IRS Form 1040, Schedule C line 14 attributable to those contributions); 
retirement contributions (IRS Form 1040, Schedule C, line 19); and state and local taxes assessed on 
employee compensation.

2. Step 2: Calculate the average monthly amount (divide the amount from Step 1 by 12).

3. Step 3: Multiply the average monthly amount from Step 2 by 2.5.

4. Step 4: Add the outstanding amount of any EIDL made between January 31, 2020 and April 3, 2020 that 
you seek to refinance. Do not include the amount of any advance under an EIDL COVID-19 loan (because 
it does not have to be repaid).

You must supply your 2019 or 2020 (whichever you used to calculate your loan amount) IRS Form 1040, 
Schedule C; Form 941 (or other tax forms or equivalent payroll processor records containing similar 
information); and state quarterly wage unemployment insurance tax reporting forms from each quarter in 
2019 or 2020 (whichever you used to calculate your loan amount) or equivalent payroll processor records, 
along with evidence of any retirement and health insurance contributions, if applicable. A payroll statement or 
similar documentation from the pay period that covered February 15, 2020 must be provided to establish you 
were in operation on February 15, 2020.

Scenario (2) How can PPP loans be used by individuals with income from self-
employment who file an IRS Form 1040, Schedule C?

The proceeds of a PPP loan are to be used for the following: 

i. For borrowers that use net profit to calculate loan amount, owner compensation replacement, 
calculated based on 2019 or 2020 (using the same year that was used to calculate the loan 
amount) net profit. For borrowers that use gross income to calculate loan amount, proprietor 
expenses (business expenses plus owner compensation), calculated based on 2019 or 2020 (using 
the same year that was used to calculate the loan amount) gross income (this amount cannot 
exceed $20,833). For borrowers who used gross income to calculate the loan amount and have 
no employees, proprietor expenses equal gross income. For borrowers who used gross income 
to calculate the loan amount and have employees, proprietor expenses equal the difference 
between gross income and employee payroll costs.

ii. Employee payroll costs for employees whose principal place of residence is in the United States, if 
you have employees.

iii. Mortgage interest payments (but not mortgage prepayments or principal payments) on any 
business mortgage obligation on real or personal property (e.g., the interest on your mortgage 
for the warehouse you purchased to store business equipment or the interest on an auto loan for 
a vehicle you use to perform your business), business rent payments (e.g., the warehouse where 
you store business equipment or the vehicle you use to perform your business), and business 
utility payments (e.g., the cost of electricity in the warehouse you rent or gas you use driving your 
business vehicle). You must have claimed or be entitled to claim a deduction for such expenses on 
your 2019 or 2020 (whichever you used to calculate loan amount) IRS Form 1040, Schedule C for 
them to be a permissible use. For example, if you did not claim or are not entitled to claim utilities 
expenses on your 2019 or 2020 IRS Form 1040, Schedule C, you cannot use the proceeds for 
utilities.

iv. Interest payments on any other debt obligations that were incurred before February 15, 2020 
(such amounts are not eligible for PPP loan forgiveness).

v. Refinancing an SBA EIDL loan made between January 31, 2020 and April 3, 2020 (maturity will be 
reset to PPP's maturity of two years for PPP loans made before June 5, 2020 unless the borrower 
and lender mutually agree to extend the maturity of such loans to five years, or PPP's maturity of 
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five years for PPP loans made on or after June 5). 

vi. Covered operations expenditures to the extent they are deductible on IRS Form 1040, Schedule 
C.

vii. Covered property damage costs to the extent they are deductible on IRS Form 1040, Schedule C.

viii.  Covered supplier costs to the extent they are deductible on IRS Form 1040, Schedule C.

ix.  Covered worker protection expenditures to the extent they are deductible on Form IRS 1040, 
Schedule C.

Scenario (3) Are there caps on the amount of loan forgiveness available for owner-
employees and self-employed individuals' own payroll compensation?

Yes. Forgiveness is capped at 2.5 months' worth (2.5/12) of an owner-employee or self-employed individual's 
2019 or 2020 compensation (up to a maximum $20,833 per individual in total across all businesses). The 
individual's total compensation may not exceed $100,000 on an annualized basis, as prorated for the period 
during which the payments are made or the obligation to make the payments is incurred. For example, for 
borrowers that elect to use an 8 week covered period, the amount of loan forgiveness requested for owner-
employees and self-employed individuals' payroll compensation is capped at 8 weeks' worth (8/52) of 2019 
or 2020 compensation (i.e., approximately 15.38 percent of 2019 or 2020 compensation) or $15,385 per 
individual, whichever is less, in total across all businesses. For borrowers that elect to use a 10 week covered 
period, the cap is 10 weeks' worth (10/52) of 2019 or 2020 compensation (approximately 19.23 percent) or 
$19,231 per individual, whichever is less, in total across all businesses. For a covered period longer than 2.5 
months, the amount of loan forgiveness requested for owner-employees and self-employed individuals' 
payroll compensation is capped at 2.5 months' worth (2.5/12) of 2019 or 2020 compensation (up to $20,833) 
in total across all businesses.


