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CARES Act and Implications on Nonprofits Q&A 
Updated 4/24/2020 
The following information is provided in response to common nonprofit-specific questions that 
were asked during our April 22 webinar. Additional frequently asked questions and answers 
relevant to all industries can be found here. You can also visit our COVID-19 resource center. 

 
What types and sizes of nonprofits are eligible for the Payroll Protection Program 
(PPP) and Economic Injury Disaster Loans (EIDL)? 

• PPP: 501(c)(3), 501(c)(19), and tribal business concerns with fewer than 500 employees. 
• EIDL: 

o Tribal business concern with not more than 500 employees. 
o Nonprofit organization that is a nongovernmental agency or entity that currently has an 

effective ruling letter from the IRS granting tax exemption under sections 501(c), (d), or 
(e) of the Internal Revenue Code of 1954, or has satisfactory evidence from the state 
that the non-revenue-producing organization or entity is a nonprofit one organized or 
doing business under state law or is a faith-based organization. Based on the guidance, 
the 500-employee count does not apply to nonprofit organizations. 

How do affiliate rules apply to nonprofits in making a determination on the 500-
employee count and qualification for PPP loans, since direct ownership is not 
applicable? 
When addressing affiliation with nonprofits, the Small Business Administration (SBA) guidance provides 
that organizations are affiliates of each other when one controls or has the power to control the other, 
or a third party or parties controls or has the power to control both. It does not matter whether control 
is exercised, as long as the power to control exists. SBA affiliation rules applicable to PPP can be found 
here. 

The relationship of a faith-based organization to another organization is not considered an affiliation if 
the relationship is based on a religious teaching or belief or otherwise constitutes a part of the exercise 
of religion. 

Nonprofits often utilize professional employer organizations (PEO) or related 
organizations for payroll processing. Does that limit their eligibility for PPP loans? 
Employers may use the amounts paid through a PEO in their payroll costs. Documentation on their 
respective payroll data should be obtained from the PEO and submitted as part of the loan application. 

There is no definitive guidance on related-organization employer situations, such as when a 501(c)(4) or 
(c)(6) acts as the employer of record with compensation costs being allocated to a 501(c)(3) or (c)(19). 
Organizations have been successful in securing PPP funding for the related 501(c)(3) organization by 
allocating reasonable payroll costs, often for employees dedicated full-time to the 501(c)(3). While it 
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would appear logical that a 501(c)(3) or (c)(19) could use their respective share of compensation for the 
purpose of sizing and forgiveness, there is not clear guidance on the issue. 

Many nonprofits use independent contractors and/or outsourced functions. May 
these costs be used for the purpose of sizing and loan forgiveness?  
Payments to independent contractors and other outsourced functions are excluded from the payroll 
cost calculation of businesses. However, independent contractors and others may be eligible to submit 
their own PPP applications. Read about how the PPP extends to the self-employed here. 

If an organization has a federal award covering a portion of their payroll costs, may 
these expenses be used for the purpose of a PPP loan and forgiveness computation? 
What about nongovernmental funding restricted for personnel costs? 
While specific guidance on this common question is forthcoming from the Department of the Treasury, 
we do not believe an organization will be able to “double dip” with the same expenses being covered by 
both a federal grant and PPP financing. At a minimum, it should be possible to include costs not covered 
under the federal grant for the purpose of sizing and forgiveness under PPP.  

In a situation where an organization has other restricted funding covering payroll costs or other PPP 
allowed expenses, nonprofits might consider reaching out to grantors to determine whether they are 
willing to release restrictions on the use of the funds. If an organization is able to obtain a release and 
funds may be used for any purpose, this would eliminate the risk of being accused of double-dipping.    

Many nonprofit staff are having to work in less than ideal conditions to continue 
serving clients. If an organization pays “hazard” or “appreciation” pay during the 
eight-week PPP forgiveness period, can it be included in the computation of eligible 
payroll costs? 
For the purpose of loan forgiveness, payroll costs include salary and wages during the period, capped at 
$100,000 for an annualized basis for each employee. As long as the additional payments do not cause an 
individual to exceed the limitation, we understand that the payments would be allowable.  

How does my nonprofit get our loan forgiven? 
Apply for loan forgiveness through your lender. Although we are waiting on official guidance to be 
issued, we recommend that organizations maintain documentation to justify each covered expense, 
including invoices, pay statements, general ledger records, and cancelled checks. See other suggested 
tips for tracking information to help maximize PPP loan forgiveness here. 

Will an organization receiving PPP funding be subject to single audit requirements? 
Unfortunately, we do not yet know the answer to this common question. CLA and others have posed it 
to the American Institute of CPAs and the Office of Management and Budget; we are awaiting further 
guidance.  
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Many nonprofits have fiscal year-ends during the summer. If we have a PPP loan 
outstanding at our year-end before forgiveness has been granted by the SBA, how do 
we show it on our financial statements?  
If forgiveness has not yet been granted, the loan will remain as a liability. Learn more about 
accounting for the PPP loan here.  

What relief is available for nonprofits that self-insure unemployment and how do we 
access it? 
Under the CARES Act, the federal government will reimburse 50% of unemployment compensation paid 
by self-insured nonprofits between March 13, 2020, and December 31, 2020. Reimbursement is 
available for all unemployment claims made during this time, not just COVID-19 related claims. 
However, the remaining 50% of claims must be paid by the nonprofit. Each state will manage the 
payment distribution. Currently, little information is available about the mechanics of how a nonprofit 
will go about securing this reimbursement. 

Are all nonprofits eligible for the Employee Retention Tax Credit of up to $5,000 per 
employee? 
Yes, any nonprofit organization may be eligible for the tax credit — it is not subject to the 500 full-time 
equivalent (FTE) limitation used for PPP loans. There are three important considerations: 

• Organizations must have fully or partially suspended operations due to a governmental order 
related to COVID-19. 

• Any organization receiving a PPP loan is not eligible for the employee retention tax credit. 
• Organizations that have more than 100 FTEs have slightly different qualified wage 

definitions than those that have fewer than 100 FTEs. Learn more about these rules and 
other tax credits here. 
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