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Payroll Costs and Paycheck Protection Program Loan 
Forgiveness  
 

By Chris Purnell, Tax Counsel   
 
 
 
Organizations that received Paycheck Protection 

Program (PPP) loans are now left with questions about 

loan forgiveness. This includes questions about what 

costs can be included in allowable payroll costs in order 

to maximize loan forgiveness. 

 

The U.S. Treasury Department and the Small Business 

Administration (SBA) have been providing some 

clarification and guidance, but the answers to many PPP 

questions, including those about payroll costs, remain 

unanswered and coming up with an answer is 

complicated. Below, we outline some general principles 

and then discuss examples of proposed expenditures our 

nonprofit clients have been asking about.  

 

General Principles  

First, it’s worth noting that in the absence of further 

guidance, it’s unlikely that expenses created solely for the 

purpose of loan forgiveness will meet the criteria for 

forgiveness. Any expenses your organization includes 

should have an objective and rational basis for inclusion 

in the final payroll costs calculation.  

 

There are two items of written guidance we can reference 

to aid us in developing an answer: 

1. In the Paycheck Protection Program section of the 

CARES Act, “payroll costs” are defined as “salary, 

wage, commission, or similar compensation” 

(emphasis added). When calculating this amount to 

reach the average monthly payroll costs and 

determine the maximum loan amount, the Act makes 

no mention of eliminating bonuses, hazard pay, 

vacation buyouts, or other sorts of ancillary payments 

to employees. All of those elements (if applicable) are 

included when arriving at the average number to 

calculate the maximum loan amount.  

2. The SBA has been updating its Paycheck Protection 

Program Loans Frequently Asked Questions (FAQs) 

document, and FAQ 32 notes that “payroll costs 

includes all cash compensation paid to employees, 

subject to the $100,000 annual compensation per 

employee limitation.” This answer was in response to 

a question regarding the inclusion of a housing 

allowance, but it serves as a helpful guide for the 

specific instances of employee costs we look at 

below.  

 

Therefore, we have two elements of written guidance — 

calculation of maximum loan amount and the FAQ 

definition of payroll costs — that would seem to weigh in 

favor of the inclusion of various types of employee 

compensation.  

 

Specific Payroll Costs  

Now we’ll take a look at the specific payroll costs our 

nonprofit clients have been asking about and whether 

they can be included in allowable payroll costs in order to 

maximize loan forgiveness. 

 

Scheduled Raises, Position Changes, and Merit-based 

Raises 

A normal cost-of-living-adjustment (COLA), scheduled 

raise, or position shift that was scheduled prior to the 

covered period and paid during it should be includable in 

forgivable payroll costs. If the employee’s position needs 

to change and there is a corresponding compensation  

adjustment, that amount should be included in the payroll 

costs calculation as long as the position change is a real 

change in job responsibilities and not merely a change in 

name only.  

 

The answers to many PPP 
questions, including those about 
payroll costs, remain unanswered. 

https://home.treasury.gov/system/files/136/Paycheck-Protection-Program-Frequently-Asked-Questions.pdf
https://home.treasury.gov/system/files/136/Paycheck-Protection-Program-Frequently-Asked-Questions.pdf
https://home.treasury.gov/system/files/136/Paycheck-Protection-Program-Frequently-Asked-Questions.pdf
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Bonuses  

We think some types of bonuses will be more likely to 

pass muster for inclusion in payroll costs than others: 

 Bonuses that were earned prior to the covered period 

and contractually required to be paid during it should 

be included.  

 Bonuses that are earned because of extra effort or on 

the basis of performance during the covered period 

should also pass muster. The employer should be 

able to point to some real measurement of 

performance, and maybe even a policy that describes 

how bonuses are granted.  

 Retention bonuses that are based on a desire to have 

the employee continue working and not on merit-

based grounds should only be included with great 

caution. Since these are not tied to an objective 

measurement of performance, it may appear that they 

are included merely to raise the amount of the loan 

that could be forgiven.  

 

Hazard Pay  

We think that increased compensation for an employee 

who is facing a verifiable increased amount of risk could 

be included in the payroll costs calculation. However, the 

risk should be objective. An employee receiving hazard 

pay because of generalized worries about infection will 

probably not be considered includable.  

 

Note that for raises, bonuses, and hazard pay, the extra 

compensation will count toward the $100,000 annualized 

compensation limitation. So if during a given pay period a 

raise, bonus, or hazard pay will result in the employee 

making more than $100,000 on an annualized basis, the 

excess amount will need to be excluded from the payroll 

costs amount.  

 

Extraordinary Retirement Plan Contribution  

If the employer can articulate a reason why these funds 

are being distributed now, then we think that they may be 

included with caution. If the employer says that the funds 

are being included now due to stock market fluctuations 

or some other objective and rational basis for the 

contribution, that would weigh in favor of including them 

since it is not merely an attempt to increase the amount 

that could be forgiven. We hesitate to be more definitive 

with this example for two reasons: first, it is an element of 

compensation that may be exploited by employers 

wishing to maximize their payroll costs because it is 

excluded from the $100,000 annualized limitation on 

compensation; and second, we simply do not know what 

may be an acceptable rationale.  

 

Conclusion  

It’s important to keep the overarching purpose of the PPP 

in mind. The PPP was created to preserve jobs and help 

employers maintain normal operations as much as 

possible during the COVID-19 crisis.  

 

Given the personal, financial, and health pressures many 

employees are facing, there may be instances where 

compensation adjustments are necessary in order to 

achieve the overarching purpose of the PPP. However, 

the program was not designed to encourage employers to 

shoehorn expenses into the covered period or to create 

significant windfalls for employees. Employers should 

keep these overarching principles, as well as the general 

principles outlined at the start of this article, in mind as 

they navigate the PPP loan forgiveness process in the 

absence of more direct guidance. 
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The PPP was created to preserve jobs and help employers maintain normal 
operations as much as possible during the COVID-19 crisis.  
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About CapinCrouse 
As a national full-service CPA and consulting firm devoted 
to serving nonprofit organizations, CapinCrouse provides 
professional solutions to organizations whose outcomes 
are measured in lives changed. Since 1972, the firm has 
served domestic and international outreach 
organizations, universities and seminaries, foundations, 
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