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OVERSIGHT OF SBA’S COVID ECONOMIC
INJURY DISASTER LOAN PROGRAM

TUESDAY, AUGUST 2, 2022

UNITED STATES SENATE,
COMMITTEE ON SMALL BUSINESS
AND ENTREPRENEURSHIP,
Washington, DC.

The Committee met, pursuant to notice, at 10:00 a.m., in Room
428A, Russell Senate Office Building, Hon. Ben Cardin, Chairman
of the Committee, presiding.

Present: Senators Cardin, Shaheen, Hirono, Rosen, Hickenlooper,
Scott, Ernst, Young, and Marshall.

OPENING STATEMENT OF CHAIRMAN CARDIN

ghairman CARDIN. The Small Business Committee will come to
order.

Before I give my opening statement in regard to today’s subject
I do want to express all of our concerns about the devastation that
is taking place in Kentucky. The flooding has been just horrible to
see. We know these natural disasters are very, very hard on a com-
munity, and our prayers are with those that have been victimized
by the flooding. And we recognize there are many needs to how we
respond as a nation to deal with this natural disaster, and I know
our country will do everything we can. We see the resiliency of the
people of Kentucky.

I say that particularly knowing that our Ranking Member, Sen-
ator Paul, represents the great state of Kentucky, and our thoughts
are with them.

I also recognize that small business relief is only one part of that
recovery, but I commend the SBA’s announcement yesterday to
provide relief to small businesses, nonprofits, homeowners, and
renters in the region. The Small Business Committee will work
with the SBA to get this information out to the affected areas to
help the people of southeastern Kentucky get back on their feet.

I want to thank Senator Paul for his cooperation in arranging for
today’s hearing. It has been a challenge on scheduling. Thank you,
Senator Ernst, for stepping up and being willing to take on the re-
sponsibilities. I know Senator Paul had a conflict, and we certainly
understand that, but he cooperated with us and Senator Ernst is
av(:{lilable, and I thank her for being able to take on this position
today.

And let me thank Patrick Kelley, the Associate Administrator,
Office of Capital Access, at the Small Business Administration, for
being here today and being willing to help us understand where we
are in regard to the EIDL program.
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One of the most important functions of this Committee is over-
sight. Yes, we want to pass the right policies and make sure that
they are adequately drafted and funded, that you have the re-
sources and the direction you need. But then it is our responsibility
to make sure these programs are being carried out as effectively as
possible. So we look at today’s hearing, which is to oversight the
Economic Injury Disaster Loan Program during COVID, and recog-
nize that this was an incredible undertaking.

On April 24, 2020, $50 billion of subsidy was provided for the
Economic Injury Disaster Loan Program under COVID. On May
7th, 2020, the Small Business Administration announced the pro-
gram and imposed $150,000 cap. Even though this program, under
law, allows for loans up to $2 million, the Trump administration
decided to limit that to $150,000 cap.

We were not happy about that, and members of this Committee,
as well as many members of the Senate, expressed our concern
that that $150,000 cap was arbitrary, and we wanted to see that
imﬁlemented at the full amount that Congress authorized, at $2
million.

But by July 20th, the SBA had entered into 3.1 million loans, for
$169 billion. Now I will repeat that again—3.1 million loans by
July 20th. On April 21st of this year, the Biden administration in-
creased the cap from $150,000 to $500,000, and then, in Sep-
tember, increased it to the full $2 million. We were all very pleased
about that announcement, and we were very pleased that we were
able to increase the total amounts available to the $2 million limit.

The Biden administration deserves high marks for implementing
the congressional intent at $2 million. The SBA administered the
program and now there are almost 4 million loans that have been
issued under the COVID EIDL program. That is quite a record.

Over the past two years, the SBA has transformed a relatively
small and unknown program, intended to support communities fol-
lowing natural disasters, into one of the Federal Government’s pri-
mary tools to combat the economic impact of COVID-19 pandemic.
The 3.9 million COVID EIDL loans the SBA has issued since April
of 2020, are more than all the loans that have been issued during
the entire history of the disaster loan program. That just tells you
how much additional responsibilities the SBA took over and how
they delivered on those programs.

The EIDL loan program is a source of hope for small businesses.
It is the critical capital they need during a pandemic. It provides
a fixed-rate, low-interest, long-term capital that is absolutely essen-
tial for small businesses. They do not have the resiliency. This
gives them the hope of being able to stay in business.

In December of last year, December 31st, no new applications
were allowed, under law, and the SBA basically closed the process
for new applications.

Here is where the confusion and frustration comes down, on the
winding down of the program, and here is where we are really baf-
fled as to the way, and information that we have received from the
SBA.

First, on May 6th of this year, the SBA said that funding was
exhausted. On April 28th, they had set the deadline for loan modi-
fications, appeals, and denials for reconsideration. Yet on May
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11th, we were informed by the SBA that it had $1.3 billion, a
transfer of funds from the American Rescue Plan, and $1.2 billion
available in regard to cancelled loans. So we did not understand
that they gave the explanation on May 6th, the SBA, that funding
had been exhausted. They sent another notice on May 16th that all
workable files had been processed.

So what I am confused about, we have a large number of small
business owners that are in the process, with their SBA EIDL loan,
receiving information from the SBA that they have exhausted fund-
ing and that all workable files had been made, and yet they have
not been notified in regard to their individual cases.

On June 22nd, applications could still not be processed because
of lack of funds, another statement made by the SBA, yet in June,
on a staff call with Administrator Kelley, we were informed that
$800 million remained in the EIDL program.

There is frustration and anger out there. We have 41,000 appli-
cants who have never received determinations. We have 125,000
?ppéicants that have been approved that have not received their
unds.

Now I can tell you, I talk to my state workers all the time that
handle the calls from the small business community. They are my
frontline workers. And there are small business owners that are
really frustrated. They have gotten inconsistent information from
the SBA. They believe their applications have never been litigated,
never been completed, and they want to know why. They want a
straight answer. As I said earlier, the small business community
is the growth engine of our country. It is where innovation takes
place. But small business owners do not have the same deep pock-
ets and resiliency. They need to know what is going on with their
applications, and if they are ineligible then declare them ineligible.
{Jet }‘Flhem handle it or take an appeal, but do not leave them in the
urch.

So I hope that this hearing will have an opportunity to get an-
swers to those questions and that we can have the completion of
the EIDL loan program done in a way that represents the values
of our Committee and a policy that we developed and the values
of the program that is so important to small businesses.

And with that let me turn it over to Senator Ernst.

OPENING STATEMENT OF SENATOR ERNST

Senator ERNST. Thank you, Senator Cardin, and I also want to
express my sympathies to those families and those communities
that were impacted in Kentucky. I think all of us are watching and
praying for the best but understanding that this is a very difficult
time for them, so thank you for mentioning that.

And thank you, as well, Chairman Cardin, for holding this im-
portant hearing to discuss the SBA’s lending and disaster assist-
ance programs. And before we move forward any further on this I
cannot overstate how harmful inflation has been for small busi-
nesses in Iowa and throughout the nation. As part of my 99—county
tour across Iowa I speak with those small business owners who are
continuing to tell me how record-setting levels of inflation have cre-
ated a significant financial burden across their value chains.
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The most recent Consumer Price Index report shows that prices
increased by 9.1 percent over the last 12 months, the largest year-
over-year increase in over 40 years. Over the same period, the Pro-
ducer Price Index increased by 11.3 percent, indicating that most
small businesses are experiencing increasingly diminished margins,
impacting their ability to provide paychecks to working families,
especially those that reside in my rural communities.

Small businesses are the backbone of the American economy, and
despite being told otherwise, small business owners know the im-
pact of inflation on their businesses is not transitory and it is prov-
ing not to be short term. This inflation crisis has created a hidden
value-added tax that has deeply impacted their economic security,
which is why it is deeply troubling to me that the Democrats in
Congress plan to move forward with a reckless, partisan tax and
spending spree focused on raising taxes to pay for electric vehicles
for the rich, hamstring our manufacturers, and all sorts of other
pet projects of far-left interest groups.

The COVID Economic Injury Disaster Loan Program, or EIDL,
provided support for small businesses facing financial hardship as
a result of the COVID-19 pandemic. As the rush of pandemic aid
went out the door, bad actors took advantage of the American tax-
payer’s generosity. We now know fraudsters bilked millions and
millions from SBA in fraudulent loans from this program.

But as it transitions from supporting small businesses to serv-
icing loans, I am concerned about the SBA’s lack of attentiveness
to ensuring law enforcement has everything it needs to pursue
those who have defrauded the taxpayers. Wrongfully awarded dol-
lars must be returned to the program and returned to the Amer-
ican taxpayer. Timely action is needed in order to do so.

In a similar vein, the SBA has unlawfully approved nearly $100
million in forgivable PPP loans to Planned Parenthood affiliates. To
make matters worse, the SBA forgave 34 of these loans, despite it
being a clear violation of the affiliation rule. Yet to date the SBA
has not launched an investigation into this issue or made any effort
to recoup the ineligible funds.

It is critically important to protect the integrity of the capital ac-
cess programs that are intended to provide support to small busi-
nesses from fraud and ineligible distributions.

Mr. Kelley, thank you for appearing before us today. I look for-
ward to working together in the future to ensure that taxpayer
money is protected from fraud and that bad actors are held ac-
countable. Thank you.

Thank you, Senator Cardin.

Chairman CARDIN. Thank you very much for, again, taking on
the responsibility today.

I want to ask consent to put into the record letters that were
written to Administrator Guzman on May 6, 2022, from Senator
Van Hollen and myself, and July 15, 2022, from a group of Sen-
ators, headed by Senator Cornyn and myself, in regard to our con-
cerns as to why certain information as given to our constituents
when we were told that there was money available.

Chairman CARDIN. Administrator Kelley, thank you again for
being here. As I had pointed out earlier we appreciate your leader-
ship on this program. The Office of Capital Access is critically im-
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portant to small businesses. The role of that committee has quad-
rupled, maybe more than that, since COVID-19, so we know that
you have stood up an agency that was meant for a certain purpose
that was really tested to its limit. And we thank you very much
for your service and thank you for being here, and you may pro-
ceed.

STATEMENT OF PATRICK KELLEY, ASSOCIATE ADMINIS-
TRATOR, OFFICE OF CAPITAL ACCESS, U.S. SMALL BUSINESS
ADMINISTRATION, WASHINGTON, DC.

Mr. KELLEY. Great. Thank you, Chairman Cardin, thank you
Senator Ernst. I too want to extend my sympathies to the Com-
monwealth of Kentucky. Obviously, 35 families to date no longer
have a loved one, and there are hundreds of others that have not
been found.

As Chairman Cardin mentioned in his opening statement, Presi-
dent Biden declared a disaster area for the five counties, and obvi-
ously we will work to expand that, if necessary, and obviously work
to help all of the survivors.

On behalf of Administrator Guzman, I am happy to be here with
the Committee today to answer any and all questions. My name is
Patrick Kelley. I am the Associate Administrator of the Office of
Capital Access at the SBA, and I have been since March 1st of
2021.

First I would like to echo the Chairman’s comments regarding
the work of the civil servants at the SBA. It truly is a privilege for
me to have a second opportunity to work with people during a time
when so much was asked of them for the last 24 months. On bal-
ance, these are some of the best people I have ever worked with,
across the private sector and the public sector, and I will continue
to enjoy the opportunity to serve the American people with them.

We oversee a bunch of different CARES Act and Economic Aid
Act programs, and COVID EIDL is certainly a focus today. That
particular program, as was mentioned by Chairman Cardin, serv-
iced about 4 million small businesses and roughly $400 billion in
financing. Seventy-two percent of those loans went to small busi-
nesses with 10 or fewer employees. Fifty percent of the recipients
were not able to access the PPP program. So I think one of the
great success stories about this, what I have characterized as an
uber-credit-not-available-elsewhere program, is its success getting
to all corner of our society.

In addition to the COVID EIDL program, just to provide an up-
date for you and the members, we are obviously working on for-
giveness in the PPP program. We are currently approaching 10.4
million loans out of the 11.4 million forgiven, and we expect that
the remaining 1 million will seek forgiveness this fall as the April/
May/June 2021 PPP loans hit their 10-month mark and begin to
make payments.

We have provided direct forgiveness to assist 1,500 lenders,
which has amounted to 2 million loans being serviced by the SBA
on behalf of lenders and borrowers to assist with that forgiveness.
That particular program also coincided with obviously the Res-
taurant Revitalization Program.
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I do want to thank the Chairman’s leadership on the restaurant
program. We worked diligently to roll that out, with members of
this Committee’s staff as well as the House, and 101,000 busi-
nesses were supported, for $28.6 billion.

The last thing that I will add before we get to the questions,
which I am looking forward to hopefully helping folks understand
what we are trying to accomplish, is just to provide some context
to the breadth of what the SBA was asked to do. The Office of Ad-
vocacy at the SBA estimated that in 2021, a total, for small busi-
ness and medium-sized enterprises receiving capital from any
source, any private sector lender, was $651 billion. In the COVID
EIDL program, in 2021, we put out $200 billion on top of the $167
billion that the Chairman referenced in 2020.

So it is absolutely the case that the SBA has played an outsized
role, as Administrator Guzman has worked with this Committee
and the nation to provide. Thank you.

[The prepared statement of Mr. Kelley follows:]
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Testimony of Patrick Kelley
Associate Administrator, Office of Capital Access
U.S. Small Business Administration

Good morning, Chairman Cardin, Ranking Member Paul, and members of the committee.
On behalf of our Administrator, Isabella Casillas Guzman, and the entire Agency, I want to start
by thanking you for your strong support of the Agency’s lending programs and all U.S. Small
Business Administration (SBA) programs.

Since March 2021, T have served as the Associate Administrator for the Office of Capital
Access (OCA). Previously I served as Deputy Chief of Staff, Deputy Associate Administrator,
and Senior Advisor for the SBA. During the first year of the pandemic, my respect and
admiration for the civil servants of the SBA only grew, as the Agency served as a lifeline for
America’s small businesses confronted with a devastating pandemic and economic crisis. [ was
humbled to help continue this work over the past year in my current role alongside SBA’s civil
servants, who continue to work tirelessly to provide small business owners the relief and capital
they desperately need.

In my current role, 1 am responsible for the Office of Capital Access’s administration of
SBA’s 7(a) business loans, the Community Advantage Pilot program, the 504 Loan Program, the
Surety Bond Program, and the Microloan Program. Collectively, these programs connect small
business entrepreneurs that otherwise are unable to obtain conventional sources of capital with
participating private sector lenders willing to lend necessary capital to start or grow small
businesses. SBA loans are behind companies and products that are now household names, like
Ben & Jerry’s Ice Cream, South by Southwest, and Boppy Pillow.

Supporting Small Business Growth

In 2021, the U.S. economy added 6.4 million new jobs. In no small part, that is because
2021 was also a record year for new business starts. According to Census data, 5.4 million
Americans filed an application for a new business — more than 20 percent higher than any
previous year on record and more than two-thirds higher than the annual average of 3.2 million
new businesses applications per year in the five years prior to the start of the pandemic. As the
SBA transitions its focus from pandemic relief to its core mission, the agency has never had
more startups to support. As any entrepreneur knows, new startup businesses need capital. Not
only is access to affordable, timely capital key to small business growth and survival generally,
but it is particularly vital in today’s economy, which is marked by both high growth and rising
demand, as well as headwinds such as rising prices and a changing labor market.

The SBA’s core lending programs are supporting this dynamic cohort of new businesses
through the tailwinds and headwinds of today’s economy. Small manufacturers, which are key to
the President’s goal of tackling supply chain bottlenecks head-on by increasing domestic
production, benefit uniquely from the 504 Loan Program. Main Street businesses emerging from
the pandemic can manage cost pressures with low-cost working capital loans under the 7(a)
program. Small government contractors—including those building new infrastructure under the
Bipartisan Infrastructure Law—rely on SBA’s Surety Bond program. Veteran entrepreneurs and
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those from historically underrepresented backgrounds—which make up an increasingly large
share of startup owners—are served by the Community Advantage program.

Across our programs, SBA supported $44.8 billion in new lending in Fiscal Year 2021.
That high volume was supported in large part by temporary program enhancements passed by
Congress, including debt relief, fee waivers, and increased guarantee rates. In the President’s FY
2023 Budget Request, the SBA is requesting a 13% increase in lending authority across our
capital programs, to support ongoing demand for these programs.

Administrator Guzman has also taken action to strengthen SBA’s core lending programs
and make them accessible to a broader array of entrepreneurs and business types. Specifically,
she has extended the Community Advantage Pilot Program, expanded its accessibility to
underserved borrowers, and made it more accessible to entrepreneurs previously involved in the
justice system. We continue to explore ways to extend changes like these to our other loan
programs. And finally, as envisioned by this committee, SBA is working to make our loan
programs more accessible to employee-owned businesses and those seeking to transition to
employee ownership, by helping owners exit their business while giving their workers
opportunity to build wealth.

Paycheck Protection Program

At the onset of the pandemic in March 2020, the Agency took on the role of
administering the Paycheck Protection Program (PPP), increasing loan volume ten-fold in a
matter of weeks. In 2020, the SBA approved a total of 5.2 million loans for $522 billion to
America’s small businesses and certain nonprofits. The Economic Aid Act extended the
authority to make PPP loans through March 31, 2021 with an additional $284 billion in lending
authority and modified rules for PPP loan eligibility and forgiveness and allowed certain
borrowers to obtain second draw PPP loans. In March 2021, the American Rescue Plan Act
provided an additional $7.25 billion through the program.

In the 2021 rounds of PPP, the SBA approved over 6.3 million loans totaling over $270
billion in loan volume. In the third round of PPP, the SBA prioritized reaching the smallest
businesses, low and moderate-income communities, and rural areas to achieve an equitable
distribution.

Delivering over $788 billion in relief would not have been possible without the
partnership of over 5,000 lenders that participated in the PPP. We are extremely grateful for all
their hard work and dedication in executing this program with us. With the involvement of
community banks, credit unions, Community Development Financial Institutions, Minority
Depository Institutions, farm credit lenders, financial technology firms, and traditional lenders
we have been able to reach small business owners across America and protect mitlions of jobs.
Even after PPP, we hope to continue to foster these relationships and expand access to capital.
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Addressing Fraud Waste and Abuse in PPP

One of the criticisms of the PPP was the lack of eligibility and fraud checks on potential
borrowers. In response, the Agency developed a detailed loan review plan in October of 2020.
The process is designed to maximize program integrity and optimize the use of SBA’s loan
review resources, while considering the challenges posed by the high volume of PPP loans and
the statutory timeframe for remittance of forgiveness payments.

As part of this process, in late 2020 the SBA reviewed the entire portfolio of PPP loans
through the use of an automated screening process comparing loan data with publicly available
information and applying eligibility and fraud detection rules.

Additionally, unlike in the first rounds of PPP, the 2021 guaranty process eliminated
instant approval of applications. Instead, funding for loans was contingent on passing front-end
SBA compliance checks such as verifying income with IRS and cross-checking Treasury’s Do-
Not-Pay list.

SBA has made significant progress in exposing fraudsters, reporting them to law
enforcement, and preventing additional fraud. Last month, Administrator Guzman announced the
creation of a new Fraud Risk Management Board (FRMB) to replace the Fraud Risk
Management Council. She also designated a Special Counsel for Enterprise Risk to work across
the Agency to further limit fraud and risk. We are also working closely with the Office of
Inspector General and other federal authorities to refer suspected fraud to law enforcement
authorities. The steps we have taken to strengthen program controls have been recognized by
Congressional auditors.

PPP Forgiveness Process

One of the highest priorities of our first year was to ensure eligible small businesses
could access PPP forgiveness in a smooth, simple way. PPP loans are eligible for forgiveness if
funds are used for eligible payroll costs (at least 60% of total funds) and nonpayroll costs such as
mortgage payments, interest payments, rent or lease payments, utilities payments, operations
expenditures, supplier costs, property damage costs, and worker protection expenditures_during
the covered period. The covered period is the 8-t0-24 week period after disbursement of the loan.

To that end, the Agency worked diligently over the summer of 2021 to launch the SBA’s
Direct Forgiveness Process. Lenders could opt in to using the Portal, which streamlined the
forgiveness process by allowing their borrowers to apply for forgiveness directly through SBA,
provided the loans were $150,000 or less. The SBA rendered borrowers’ forgiveness applications
in a web and mobile friendly platform, with most of the questions pre-populated based on
information they already provided in their original PPP application. After submission, SBA sent
the applications to the lender for review and decision, and then back to SBA for final decision. It
takes borrowers 6 minutes or less on average to complete the application. We’ve not only
reduced the time it takes for eligible borrowers to access the relief they need as they recover, but
we’ve also shortened the time it takes for lenders to process these applications. To date, more
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than 1,500 lenders have opted in, and SBA has processed 1.9 million loans through Direct
Forgiveness.

Overall, SBA has processed 10 million forgiveness decisions, or approximately 91% of
all PPP loans, totaling $743 billion. This total consists of 4.9 million, or 97%, of 2020 loans and
5.4 million, or 85%, of 2021 loans.

RRF

In March 2021, the American Rescue Plan established the Restaurant Revitalization Fund
(RRF) to provide funding to help restaurants and other eligible businesses keep their doors open.
After shouldering the delivery of over $788 billion in PPP relief, the Office of Capital Access
was able to take valuable learnings and implement the RRF program less than three months after
the bill’s passage.

The RRF program received more than 278 000 applications representing over $72.2
billion in requested funds. SBA securely awarded all of the $28.6 billion in Restaurant
Revitalization Fund assistance by June 30, 2021. Nearly two-thirds of RRF funds ($18 billion)
went to businesses owned by women, veterans, and economically and socially disadvantaged
individuals.

We were able to accomplish this because of an exceptionally user-friendly application
technology portal, a highly dedicated and expert team of career civil servants, and proactive
outreach to restauranteurs and other eligible entity types to inform the implementation of this
critical program.

COVID EIDL

The COVID Economic Injury Disaster Loan (EIDL) is the largest loan portfolio at the
SBA, with 3.9 million loans totaling over $390 billion as of the month of July. Nearly 686,000
EIDL loans received an increase. Given the unprecedented demand for the program, in 2021
Administrator Guzman immediately invested heavily in increasing SBA’s capacity. Within
months of assuming leadership, Administrator Guzman transitioned COVID EIDL to the Office
of Capital Access to dedicate additional management capacity. Since this transition, the Office of
Capital Access closed out a backlog of nearly 1 million applicants across loan and advance
categories by increasing the agency’s processing capacity from less than 2,000 applications per
day to more than 20,000. We also increased loan officer productivity from less than two
applications per day to an average of 15 while overhauling the customer service experience and
solidifying robust fraud controls. In recent weeks, the agency has approved an average of over
$900 million a day; the average processing time for an applicant is two to three weeks for loans
under $500,000 and about one month for loans over $500,000. That is on par with or faster than
industry standards.

Despite our progress, there have been two recurring concerns with the programs from
Congress and other stakeholders: fraud and processing delays for applicants. For fraud, a series
of events contributed to this challenge for the programs that have since been rectified. In 2020, at
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the start of the programs, the CARES Act prohibited the agency from collecting tax documents
to verify business identity and revenue, which is one of the strongest safeguards against fraud
that the agency employs, including for the SBA’s traditional direct disaster lending. As a result,
in 2020, 3.6 million COVID EIDL loans were approved without any tax document verification,
representing 92% of the portfolio. In 2021, with the reversal of the prohibition under the
Economic Aid Act, the agency implemented the IRS verification along with the Do Not Pay
Check. As mentioned earlier, we reaudited the 2020 portfolio with new technology to protect
against fraud. These important steps will ensure that the relief funds passed by Congress are
directed to the businesses they were intended to help.

To address processing delays, Administrator Guzman directed the agency to operate with
both speed and certainty. We do not believe there is a tradeoff between speed and fraud controls,
as we have reached a point today where both exist and function cohesively with controls in place
while we process applicants within weeks. The processing delays that continue to be experienced
by applicants are mostly by applicants who are filing for reconsideration. Others did not file their
2019 taxes and successfully obtained a loan in 2020 when that control was not in place or have
not submitted required documentation for verification. Now that the IRS verification control is in
place, the applicant who was approved in 2020 with no IRS verification is experiencing
challenges obtaining a loan increase. With an average loan increase approval rate of 50%, this
means of 3.6 million loans administered in 2020 with no tax verification, half of those that have
come back to loan increases have been declined for not meeting eligibility and fraud controls.

Despite these cases, the majority of COVID EIDL borrowers have obtained decisions and
relief within weeks and the programs have successfully kept millions of small businesses afloat.
At the same time, the fraud controls introduced under Administrator Guzman’s leadership have
ensured the SBA can fight against fraud for the remainder of the COVID EIDL programs and
beyond.

Moving Forward

I am incredibly grateful for the tremendous amount of work the SBA staff has put in over
the past year to get over $700 billion of relief to small business owners and nonprofit
organizations. Despite unthinkable circumstances and devastating loss, this team quickly
executed on the largest SBA program in history, protecting millions of Americans and their
livelihoods. Additionally, I would like to thank the members of this committee for your support
of the Agency throughout the implementation of the Paycheck Protection Program, and for your
dedication to these small businesses. Small business is the lifeblood of our nation’s economy and
our communities. I will continue to put my whole soul into our efforts to effectively concluding
pandemic programs and delivering ongoing support to small businesses so they can rehire and
retain workers, safely reopen, and deliver the essential goods and services our communities
depend on.
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Chairman CARDIN. Well again, thank you, and I agree with your
last statement. The SBA had played an outsized role, and there is
no question about it. It stepped up during the pandemic, and I
agree with you on the civil servants, and I give our real thanks to
the incredible amount of work that they put out to help out quick-
ly, both with the PPP program and the EIDL loan program, the
EIDL Advance program, and then later with the Shuttered Venue
and the restaurant program. So it was an incredible effort, and it
saved small businesses, that exist today that would not have but
for the ability to get those programs out.

And as we point out, this has all been bipartisan. The bills were
developed bipartisan, and this hearing, in regard to how the EIDL
program is being wound down, there is bipartisan interest to see
it done right.

So I want to get the numbers right because we had like 3.9 mil-
lion loans that were given out. We have, we think, 41,000 people
who are looking for determinations that have not yet been done.
We have seen, at times, the SBA say that these are unworkable,
but to our knowledge those 41,000 small businesses have not been
informed as to their status. So they are sitting out there hoping
that they are going to get a positive response, but they want a re-
sponse. They want to move on with their life. They want to know
whether they can or cannot access the funds, because they have to
plan their businesses, and we believe there are 41,000 that are in
that status.

And then we had 125,000 small businesses that thought they
were going to get their funds, thought they had been approved for
the funds, and have not gotten their funds. And then they get no-
tices that there are not funds available, but yet we have been told
that there is money there. So the funds are there. So it seems like
they are not getting accurate information, which is extremely frus-
trating. And they call our office, and they call your office, and they
call every Senator in this country with legitimate concerns.

So can you clarify the numbers for us? How many applications
are still pending? Are they workable or not workable? Why have
the small businesses not been notified? And are there applications
that have been approved but have not been acted upon, and for
what reason would that be?

Mr. KELLEY. Yes, I will get to all of that. So first I just want to
start off the top with the 125,000 first, so we can address that. The
125,000 folks have obligated funds to them. They could close those
today with the assistance of an SBA district office, directly them-
selves with the call center for the specific COVID EIDL program.
But that money is theirs. We will not cancel those funds. Obvi-
ously, at some point, you know, later this year we will send out no-
tice and start to see if folks want to seek this. Obviously, it is a
loan product that has to be paid back, obviously, very favorable
terms. But still, nevertheless, a loan product.

So at their discretion, each of those 125,000 can close that loan.
I welcome the opportunity to make sure that anybody, in any of the
offices, is clear that those folks have money and can be funded.

Chairman CARDIN. And those funds are there.

Mr. KELLEY. Yes.

Chairman CARDIN. There is no problem of collecting the funds.
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Mr. KeELLEY. Correct. And I start there to then move to the
41,000, because prior to—I believe my testimony in the House was
the week of May 16th, and during my testimony it was timely be-
cause we were in the period of time where applications received on
or before May 6th, I indicated in the House that there were roughly
61,000 of those, two-thirds of which were roughly loan increase re-
quests, and a third of those were reconsiderations. And I said dur-
ing that testimony that we would get to all of those files prior to
May 16th, and we would decision those files.

So 38 percent of the two-thirds—so if we are keeping track, 38
percent of 40,000 files were decisioned and were approved and obli-
gated funds and either sit in that 125,000 bucket or have already
closed their loan and been disbursed.

With respect to the final third, the reconsiderations, I indicated
at that time, and it held true, that reconsiderations are decisioned
successfully, meaning you ask for a reconsideration, the SBA recon-
siders it and says, “You know what? On hindsight you are correct.”
Two out of 10 times the SBA reverses a prior decision.

It is important to understand that 92 percent of the 41,000 did
receive a loan and a prior decision in 2021, regarding their increase
request, or in 2022, had been indicated what documents they were
missing, which is one-third, or two-thirds of that number—I realize
I am throwing a lot of data here, but as the Chairman asked to
get into the numbers—two-thirds of that number has either not
filed taxes from 2019. So it is important to understand that you
could file an extension and that the extension period tolled within
the fall of 2020. So these are 2019 tax returns with no filing.

There was a filing once in 2021, when the program resumed, a
historic practice at an SBA program. So to Senator Ernst’s com-
ments about fraud, waste, and abuse, historically the SBA has al-
ways validated tax verification through the 4506-T process. The
CARES Act required the SBA to forego that provision, and the Eco-
nomic Aid Act replaced that.

So in addition to not filing or filing late there is a third category
of filers who, upon learning that their increase request was not
validated by the filing that they put forward for 2019, proffered an
amended filing return that, coincidentally, coincided with the re-
quest that they were seeking. So it is really important to under-
stand that yes, there were communication challenges with trying to
indicate, first, we are seeking all comers in the five months fol-
lowing the program’s formal conclusion.

12/31/2021 was the last day that in the program, by law, anyone
could submit a new application. As Chairman Cardin mentioned,
since 92 percent of the loans, or 3.6 million from 2020, had from
April of 2021 until May 6, 2022, to seek a loan increase. And the
reason I use the April time frame instead of the September 2 mil-
lion threshold is because the average loan increase was $200,000.

So it is absolutely the case that these folks are frustrated. It
should be mentioned that 75 percent of the 41,000 files are from
NAICS codes that Congress indicated were not impaired by the
pandemic. As you know, in the Economic Aid Act, Congress des-
ignated specifically industry segments, which was appropriate—
hospitality, restaurants, et cetera. Seventy-five percent of the re-
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maining requests are from industries that were not designated as
significantly impaired by the pandemic.

I lent money for six years to small businesses for a community
bank based in Wilmington, North Carolina, and the CEO of that
company’s line to us is the only two questions that a borrower
cares about is am I approved and when do I get my money.

And so I understand that from a borrower’s perspective “no” is
a suboptimal outcome. But given the fraud, waste, and abuse that
this Committee has highlighted for the last year and the reforms
that the Economic Aid Act began, and the Biden-Harris adminis-
tration extended to address fraud, waste, and abuse, we cannot ex-
tend loans to folks who have not paid their taxes.

Chairman CARDIN. I understand exactly, and we want you to
verify. But recognize that during COVID-19 we gave relaxations on
filing returns. So not all the documentation is there, and it is not
always the small business owner’s fault. They may very well be en-
titled. They just have not been able to because of the pandemic, to
dot every I and cross every T.

So I am interested in how many files today are there still open,
where the small business owner has not been informed. If you re-
ject, they can file an appeal, so they have that right. But if you do
not reject and they are in sort of an open status, they do not know
what the future has. How many EIDL applications are still pend-
ing, where there has not been a finite answer given by the Small
Business Administration?

Mr. KELLEY. So Chairman Cardin, every single person—and I
know this because we have worked with your staff, Committee
member’s staffs on a daily basis, and my colleagues here from Leg-
islative Affairs work on a daily basis. We receive email accounts,
both your office and our office, and in those email accounts—and
I read them daily, so I read each one each day, because it is an
easy way for me, in public service, to have an impact that day. It
is directly tangible. I can either help somebody unblock something
or I can get to a solution.

In each of those email correspondences there is an indication, by
the borrower, of multiple instances, and several different times
over the balance of however long they have been seeking a loan in-
crease, of interaction and communication with SBA employees, ei-
ther at the district office or directly with the loan officers them-
selves. To say that they have not been notified of the challenges
facing their files I believe understates the totality of the cir-
cumstances.

Where, in the most recent cases—so since the program stopped
considering reconsiderations and loan increase requests in May—
the emails that come in are either, as I said, in the obligated fund-
ed category, in which we work then to assist them with how they
can close that loan if they want to close that loan, or they are al-
most entirely in the category related to a tax issue.

So 41,000 is obviously a deafening amount of voices, because if
you took 50 states and divided it by that, that is roughly 800 calls.
So your colleague, Senator Van Hollen, on that staff call that you
mentioned, referenced 1,200 calls, which, at the time, if you did 50
by 1,200, that is roughly 61,000 when we had the call.
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And so it is totally understandable that your offices are frus-
trated, that the borrower who, in 2020, the Federal Government al-
lowed them to seek a loan product without any verification of
whether they had filed taxes or could demonstrate the gross sales
receipts number and the cost of goods sold number, integral to the
economic injury calculation, and they say to us, collectively, “But
you gave me money. Therefore, I am eligible.”

And in the sense that their business is small—as I mentioned,
the overwhelming majority of these are 10 or fewer employees, so
they are, by anybody’s definition, small—totally true. But in the
sense that we can make a reasonable reassurance of repayment
from the cash flow of the business, and verify that they filed their
taxes, we cannot do that.

Chairman CARDIN. I understand what you are saying, and I
think we are like two ships passing in the night. We are hearing
from the borrowers that they requested additional information,
they supplied that additional information, they did not hear back
from the SBA, their application is still pending. They get a notifica-
tion that there is no money available and now they hear that
money is available. Then they get notification that all files are un-
workable, but they think their case is still pending. That is where
the frustration is occurring, and we need to know the numbers.

I will come back on a second round. Senator Ernst.

Senator ERNST. Yes. Thank you, Mr. Chair. And just a quick,
easy—I hope it is easy—question for you. Do taxpayers deserve an
SBA that is transparent and accountable to Americans in how it
spends their money?

Mr. KELLEY. Yes.

Senator ERNST. That is great. Thank you. I do agree with that
as well. And your office has received recommendations from both
the inspector general and the GAO on both PPP and COVID EIDL,
many of which are pretty common sense, including continually as-
sessing the COVID EIDL program and developing portfolio-level
data analytics to help identify fraudulent loans and fraud risk fac-
tors. Yet these recommendations and others have remained open
for more than a year while watchdogs have identified billions in
fraud, and law enforcement prosecutes fraud case after fraud case.

And I have heard from a lot of Iowans who said that PPP and
COVID EIDL loans were helpful for them in the early days of the
pandemic, but when we listen to Inspector General Ware, he is
right when he says that PPP and COVID EIDL have unprece-
dented levels of fraud. So it has been helpful, but there is a lot of
fraud ongoing in these programs. And we have all seen this story
about the BMW with the license plate PPPLOAN. You know, this
is Manhattan, in New York. And we have seen so many of these
cases. I do not think the program was there for folks to buy brand
new Beamers.

But as the programs are winding down and they are shifting to
the fraud identification phase, I am concerned that it seems every-
body cares about fraud mitigation and prosecution except maybe
tﬁe folks in your office, and we really need the SBA to step up on
this.

So will you commit to implementing each of the recommenda-
tions the OIG and GAO have made to your office so that we can
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?ctléa}}y limit the waste, the fraud, and the abuse of our taxpayer
unds?

Mr. KELLEY. Yes, and we have. What Inspector Ware also men-
tioned in his testimony, specifically, is that under the Biden-Harris
administration we have made great progress on the items you have
identified. Specific to the COVID EIDL program—and what I am
going to do is list the choices made in the previous administration
during 2020, that were not in place, and these changes were made
in 2021, by the Biden-Harris administration.

First, verifying business address. There is an easy, fast, speedy
way to verify a U.S. postal address through API. They did not do
that.

IP static address. Again, another automated—and the theme that
I will continue to come back to is this false distinction that you
could not have speed without certainty. We restored speed and cer-
tainty. We made 6.1 million PPP loans in the same amount of time,
same amount of months, but we did that with a fraud framework
ahead of the E-Tran authorization.

In addition, we have talked about the 4506-T, which, again, Con-
gress corrected in the Economic Aid Act, and we instituted.

As was mentioned in the IG findings in 2020, in the RER RAPID
portal, borrowers were allowed to switch their bank accounts. That
is a red flag for any financial service company, it is not something
that is necessary for speed, and we restored preventing that from
happening. And you see that, actually, in the comments regarding
the ACH disbursements going over to Treasury and some of the
challenges with banks flagging suspicious activity.

In addition, we restored the Rule of 2 and manual reviews for all
fraud flag related to individual loan files. This is particularly im-
portant because the IG referenced, in the COVID EIDL program,
that there were bulk filings, where despite having fraud flags fire
on those particular loan applications, they were waved through in
2020.

Specific to the PPP program and the challenges that were high-
lighted in 2020 there, specifically the Secretary of the Treasury at
the time required SBA to process E-Tran authorizations in real
time. For any bank of financial service company or payments com-
pany, that is near impossible. There are three core accounting sys-
tems on Planet Earth that banks use—Jack Henry, Fiserv, the FIS,
and I am sure there are other brands but those are the three that
lead—they cannot process in real time reconciliation. So by allow-
ing E-Tran authorizations to be granted in real time, which they
?ever had been before and will not again, it led to 50,000 duplicate
oans.

In addition, there were bulk processing choices that were made
in Phase 2 that were provided to banks to move through, which the
IG has correctly pointed out led to a host of issues with respect to
duplicate loans as well as challenges with respect to the loan cal-
culations.

I can keep going, but what I want to assure you, Senator Ernst,
is that under Administrator Guzman and under the Biden-Harris
administration we have worked with the IG every day. The reason
that this Committee does have the data that Chairman Cardin has
talked about, on both programs, on all programs, is because unlike
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our predecessors who went to court to block the access for the
American people to the data of the programs, we have made all
data available.

So it is absolutely the case that we will continue to prioritize
fraud, waste, and abuse. It is something that we do not have to
sacrifice speed. So I want to assure the borrowers out there, back
to my points about am I approved and when do I get my money,
you can go fast in the 21st century but you can go fast with sen-
sible controls all through automated.

And the last thing I will say on this particular point, with re-
spect to PPP, is that we put in, beginning in January of 2021, for
6.1 million PPP loans, a fraud control framework which enabled us
to validate all manners of eligibility and compliance as well as
know-your-customer principles of individual identity and business
identity.

So before you could get a PPP-3 second-draw or first-draw loan,
whether or not the nonbank lender ran a fraud protocol, the agency
ran that fraud protocol. And but for the holds that we place on
loans, that lenders needed to work with us and borrowers needed
to work with us to overcome, where we did manual reviews depend-
ing on the issue, those things went through fast. And again, there
were 5.1 million loans in 2020, no controls in six months, 6.1 mil-
lion loans in 2021 with controls.

So the thing that I have been looking for, to talk to, and I appre-
ciate this opportunity today, is that speed and certainty can coex-
ist. You can do emergency relief.

And the last thing I will say on behalf of the civil servants at
the SBA, which is really important for them, is that you would be
hard-pressed to find an IG or GAO report ahead of 2020, that has
fraud, waste, and abuse featured prominently in it. There are im-
proper payments, for sure, meaning the lender made a mistake on
the eligibility or some type of rule, but you would be hard-pressed
to find that fraud, waste, and abuse.

So 2020, there were choices made to prioritize speed at all costs,
that in my opinion did not need to be made, and are the outlier
event that has caused the challenges that we all regret. And I say
that completely admiring the prior administration, both Con-
gresses, and everybody that has been involved, because PPP and
COVID EIDL were unbelievable programs to help Main Street
small businesses. But it is absolutely the case that fraud, waste,
and abuse is a huge priority and we will continue to do that.

Thank you for indulging me.

Senator ERNST. Yes. No, and I appreciate that, and I do hope
once the fraud, waste, or abuse has been identified then we go that
next step of either prosecution or recoupment. So again, I will go
back to my opening statements as well. We do know that there was
an error made with Planned Parenthood and the affiliation rules.
But we have not seen any attempt to recoup those dollars.

So it is one thing that we can identify it, but then to actually go
back and correct problem, I think that is really important. Because
whether it is PPP or the EIDL program, the loan program, obvi-
ously there are still those that have applied that would like to see
those dollars in their businesses.



19

And we can come back to that, certainly. I will have some follow-
on questions, because I do know that you have a Fraud Risk Man-
agement Board, which is good. So I will want to know a little bit
more about that as well.

Thank you very much, Mr. Chair.

Chairman CARDIN. Thank you. Senator Hirono.

Senator HIRONO. Thank you, Mr. Chairman.

Whenever there is a natural disaster, SBA is among the first
agencies to step forward, and certainly Hawaii has had its share
of nationally declared disasters. And I want to thank you and Ad-
ministrator Guzman and all of the men and women who work at
SBA for being there as they have been.

It is clear that the prior administration did not set up adequate
protections against fraud, waste, and abuse, so I get that you are
doing everything you can to ameliorate those deficiencies. The PPP
and EIDL were massive, massive programs, and, in fact, you have
about 4 million loans that are coming due. Did you not request ad-
ditional resources for SBA so that you can process these loans that
are coming due?

Mr. KELLEY. Yes. I believe the 2023 budget makes a request for
the servicing, and what you are referencing is beginning in Octo-
ber, so less than 60 days from now, we will begin to service pay-
ments. As the Committee knows and as you know, Senator, there
were 30 months of deferment. I am pleased to report that a third
of COVID EIDL recipients have already made payments, even dur-
ing the deferment, so that is encouraging.

But yes, we will begin servicing. That number, obviously, as
Chairman Cardin referenced in his opening remarks, is a massive
number, so we will need resources.

Senator HIRONO. Mr. Chairman, I hope that we are going to be
supporting the Administration’s request for additional resource.
Otherwise, you are going to have, I would say, the word “chaos”
comes to mind, as SBA does its best with its resources to admin-
ister all these loans.

You have heard a lot about people in our own state, we have all
been getting phone calls, and the issue for me is that there are peo-
ple who applied for these loans who were told that things were
going well. They were following up on all of the requested informa-
tion, et cetera, and then finally to be told by the SBA that the pro-
gram ran out of funds.

And then the next thing they heard was that, no, the issue for
this particular applicant—I am talking about an applicant called
Maikai Health Corporation, which is a nonprofit organization that
takes care of the health care needs—but the thing they hear is that
they were actually in the situation where they had made exagger-
ated projections of 2021 expenses and did not file their 990 tax re-
turn. I do not know what that is.

So they are getting two different pieces of information. So what
are they supposed to do? Because the second one sounds serious.
When you are exaggerating your costs, that sounds like fraud. So
what are they supposed to do, because originally they were not told
that they were in a situation where they had to deal with what
sounds like fraud.
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Mr. KELLEY. First off, yes, not filing your taxes is fraud, yes. So
it is a criminal offense. And for this particular program, the 2019
return is the return that we are leveraging. Those returns needed
to be file, even with extensions, by the fall of 2020.

And the reason there is a disconnect, I believe—and I work on
this every day, and I just want to say for the Committee, and it
is important just to say personally, I come from a town, Man-
chester, Connecticut, where the median income is $61,000. It is
under the national average. In my community, behind us was a
dentist, across from us was a steak owner, and around the corner
was a franchise owner for Dairy Queen, obviously our favorite.

So I want people to get capital, and as does the Administrator.
But the reason that they cannot get capital, and believe that they
are eligible in the first place, is because they did get capital in
2020, even with those issues. And so it is important to understand
that that original choice, with respect to the tax filings, has a rip-
ple through the process.

Senator HIRONO. Is there any way for this nonprofit agency to
remedy its situation? I mean, exaggerated projection for 2021. That
is probably in dispute. But whether or not they filed a 990, that
is an objective criterion. Is that something they can remedy, so that
assuming they still need these funds and you have funds, that they
can pursue funds?

Mr. KELLEY. Yeah. So first off, obviously, as I have indicated,
this is a credit-not-available-elsewhere program, so we take ex-
traordinary lengths together, and I think it is appropriate for the
public sector to, for example, originate loans with a 570 credit
score, which, of course, in the private sector would be difficult to
get.

On this particular issue, though, on whether or not you filed, and
the fact that the increase request that you were seeking is not sup-
ported by the tax information or the financial information that you
provided, I believe that we need to draw the line there, and I have
recommended to the Administrator that that is what we do.

And I guess the last thing I would say is there is no comparable
process in the private sector for appeal or reconsideration, and I
will say every time that I said yes when I was lending—and I lent
half a billion dollars to Federal Government contractors across the
country, minority, women, veteran-owned—every time I said yes, I
was the greatest banker in the history of the world. And the next
day when I said no, I was the worst banker in the history of the
world.

Senator HIRONO. So with regard to this particular nonprofit then,
the answer is no because they did not file—they either filed a 990
or they did not, and if they did not file it, this disallows their in-
creased request. That is my conclusion. They just need to know one
way or the other, I would say.

Mr. KELLEY. Yeah.

Senator HIRONO. Okay. So that is their situation. Thank you.

I know, Mr. Chairman, that with the millions of loans and every-
thing that happened in the PPP and the EIDL program, there were
people that came out of the woodwork to take advantage of this
program. And my one last question is who is prosecuting all the
people who were engaged in fraud in these two programs?
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Mr. KELLEY. As you know, and Senator Ernst also referenced
this, the Biden-Harris administration designated a team at DOJ to
focus on fraud, waste, and abuse associated with the CARES Act
programs. And as I understand it, both the House and the Senate
are moving bills along to extend statutory limitations, which obvi-
ously will support their efforts. Because as the license plate shows,
folks do need to be held accountable for where it is appropriate.

Senator HIRONO. Do you have any idea how many people have
already been indicted for these two programs?

Mr. KELLEY. I do not. And I do want to clarify something. I know
this Committee knows, so many reaching across the Committee out
to the C-SPAN public. SBA is not an enforcement agency. So unlike
the SEC, unlike the bank regulatory bodies, we administer pro-
gram certifications for government, and I know everybody knows
this.

So we rely on the Office of the Inspector General primarily, and
then, of course, they work with Secret Service, at Treasury, as well
as DOJ, Department of Justice. So we can assist the IG, and one
of the primary ways to do that is allowing inspector general per-
sonnel, on a daily basis, to have access to any and all data related
to anything across all these programs.

And Administrator Guzman, upon being sworn in, actually pre-
ceding her, when I took my position in March, we restored that.
And so the IG has daily access to anything and everything they
want. And obviously as Senator Ernst referenced, the Adminis-
trator has designated a front-office person to coordinate with those
other bodies on this. She meets every two weeks with the inspector
general, and her directive to us has been, and will continue to be,
to be completely open, completely cooperative.

I want fraudsters put in jail, because the 32 million small busi-
nesses are the people that employ two-thirds of this nation, and
they were my neighbors and my friends and my relatives growing
up.
Senator HIRONO. Thank you. Thank you, Mr. Chairman.

Chairman CARDIN. I will point out that Senator Paul and I have
worked together. The legislation you refer to passed the Senate this
week and is on the way to the President for signature, extending
the statute of limitations. Senator Rosen.

Senator ROSEN. Thank you, Chair Cardin and Ranking Member
Ernst today. And Mr. Kelley, thank you for being here and testi-
fying and the work you are doing.

You know, we are here today because a little over 2 2 years ago
Congress had to respond to a pandemic with the promise—a prom-
ise to our small business owners that we would not let them lose
everything as a result of the global health crisis, completely outside
their control—completely outside their control. We made this prom-
ise through programs like PPP, the Restaurant Revitalization
Fund, and, of course, EIDL.

EIDL has provided relief to over 40,000 Nevada small busi-
nesses. Thank you. We are grateful for that. It was particularly im-
portant for the smallest of business because it allowed them to get
support directly from the SBA without going through a bank. And
this program’s ability to help struggling small businesses is why I
introduced the bipartisan EIDL For Small Business Act. It is
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aimed to eliminate the borrowing caps on EIDL loans, to fulfill our
promise on EIDL advance grants, and replenish the funding for
this program, which I know the Chairman supports. I am proud
that my efforts lobbying these two administrations resulted in rais-
ing EIDL loan cap up to $2 million.

But through all this, small business owners, of course, they face
numerous challenges. Over 90 percent of businesses in Nevada are
small businesses, and so working with SBA on EIDL programs in
the last two administrations, really important.

And after the current administration has corrected many errors
of the previous administration—I applaud you for that—SBA seem-
ingly reneging on its promise by ignoring many of the qualified ap-
plicants who began their EIDL application process prior to the May
6th deadline.

So I think that we have to restore trust. You aim to serve small
business. This is your mission. You come from a small town. You
know all of the business owners there, ice cream, your favorite. I
think that is a favorite for everyone in the heat of the summer, for
sure.

But how do we restore trust between the SBA and small business
owners who feel they have been unfairly boxed out of this process?
And I think that has to do with the communication. Can you speak
to the communication that you need to have between SBA and the
small business owners who applied before May 6th?

Mr. KELLEY. Yes, I can. First, they tell me that it is your birth-
day.

Senator ROSEN. It is.

Mr. KELLEY. So happy birthday.

Senator ROSEN. Thank you.

Mr. KELLEY. I will communicate that first.

Senator ROSEN. Thank you. Ice cream, maybe.

Mr. KELLEY. Yeah. I mean, cherry-dipped at Dairy Queen, pretty
good.

Senator ROSEN. Pretty good.

Mr. KELLEY. What I will say about communication. So there is
no question that for 24 months there were peaks and valleys, or
plusses and minuses with the way that the programs were commu-
nicated. We have talked about structural expectation setting earlier
in the hearing, and you referenced this, which is to say you tell
someone, in 2020, you can show up for something. You do not need
documentation to validate that you filed taxes. We give you
$150,000. We do 3.6 million in four months. And so the expectation
is set, okay, that this must be something that I am able to access
because I went to the Federal Government and they gave it to me.

And then in 2021, when I come back and I am asked to proffer
evidence now of tax verification that goes to the economic injury,
by definition we have now changed the expectations, right? So

So at the basis of communication, in anything, is what expecta-
tions do you set, and if you change those expectations—

Senator ROSEN. Do applicants receive an email, any kind of op-
portunity, communication from you about this?

Mr. KELLEY. Yes. So one of the silver linings to communica-
tions—I will call this one of the plusses—has been the open rate
of email correspondence with borrowers. In the private sector, if an
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email marketing campaign that I was involved with got, you know,
high single digits, we were very excited, and during PPP it would
climb into the double digits.

At SBA, for COVID EIDL programs, we were getting, in some
cases, each week, 60 percent open rates. So that is really impor-
tant, and we see this evidenced in the correspondence to your of-
fices and our offices, that they are understanding and processing
the requests and the communication.

But I think the other expectation about communication is that in
a loan product situation there is, yes, are you a small business?
That is a foundational principle. But then there is, do you have
reasonable reassurance of repayment? And it is there, in the credit
decision, that differentiates it, for example, from PPP, where we
did not have a credit decision. We had a formula that the lenders
executed, but we did not make a credit score, which was one of the
reasons that you will recall that lenders were concerned, in Phase
1, about lending to business borrowers who were not existing cus-
tomers.

So I think one of the things that we improved, but was too late,
in terms of communication, certainly for a program that had been
open well over a year at that point, in August of 2021, we made
reforms to the RAR RAPID portal to enable the district offices to
have direct access and transparency to see whatever the loan offi-
cer or any other processing employee in the DPC in Dallas-Fort
Worth could see. That was really critical because it helped expedite
casework for your offices, but it empowered them. And one of the
mistakes prior to that was the fact that a person could pinball from
the call center to the district office and back, in an infinite loop,
and that is deeply frustrating, and regrettable.

In September, we switched call center vendors. So the vendor
that had been selected, the contract staff augmentation and call
center system that had been selected in 2020, had no service-level
agreements or KPIs. So what that translates to is, well, what was
the call response time? How quickly did you pick up the phone? We
do not know. How quickly did you disposition it in a favorable out-
come? We do not know. And so, again, choices made at the outset
proved to be really devastating across the span of time.

In addition, the portal itself had a two-step process, which from
a technology standpoint was inept, quite frankly. It required you
to come in, fill out the application form in an intake, and then wait
for a response. And in an emergency situation, as you guys have
told me and I totally agree with, silence is deafening. And so if I
am waiting to be invited back into the portal and I do not know,
I logically start a new application. Well, the system then detected
that you were applying for two instances at the same time, so then,
of course, you are now on the call center line.

So again, there were choices made, in 2020, from a speed stand-
point and a design standpoint, that created systemic issues that
rippled forward, and it leads to this day, because the constituency
interactions that we receive are still trying to make heads or tails
out of all these, you know, disparate signals that we sent them.
And that is horrible, and from Administrator Guzman’s standpoint,
it is never again. So the Office of Capital Access is now charged
with reforming all of this in the core natural disaster programs.
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Senator ROSEN. Thank you very much, and I look forward to see-
ing more streamlined communication and process.

Thank you, Mr. Chairman.

Chairman CARDIN. Senator Hickenlooper.

Senator Hickenlooper. I was so glad to yield to the Senator from
Nevada on her birthday, to make sure she did not have to wait.

Senator ROSEN. Thank you.

Chairman CARDIN. And we all wish you a very happy birthday.

Senator HICKENLOOPER. We try to do our best.

Mr. Kelley, Administration Guzman, I have tremendous respect
for, and I think you are acquitting yourself well today. But what-
ever I am saying, whatever agitation I bring to my questions is not
a reflection on you. Recognize I view you as a solution, not the
problem. But it is hard to look at a system like this where the com-
munication and the system has been so dysfunctional, and not feel
tremendous aggravation.

Senator Risch and I introduced a bill to require the EIDL pro-
gram to meet exact timelines—I am sure you have probably seen
it—to make sure that it is communicating in a timely, effective
manner.

In March, the SBA started work on GAO’s July 2021, rec-
ommendation to develop a comprehensive strategy for commu-
nicating with disaster loan program participants. And obviously,
the resilience in this country is insufficient. These wildfires, these
floods are going to continue.

Is the SBA’s comprehensive communication strategy, does it in-
clude the timelines that Senator Risch and I had in our bill?

Mr. KeLLEY. I apologize. I am not able to recall exactly the
timelines, but I will endeavor to state some timelines, and you can
tell me to speed up or, as Senator Cantwell did last spring on RRF.

But with respect to what we are doing in the disaster loans, 83
percent of disaster loans are under $50,000, and they are consumer
and EIDL loans for business but there is property damage on the
consumer side. Those are unsecured loans, and we ought to be, in
the 21st century, able to approve, decision, and disburse within 72
hours or less. And I am sure right now there is somebody online
saying, “Well, you know, Kelley, I can do it in 24 hours.” But 72
hours sending the disbursement ACH list over to Treasury, we can
get to that.

There is, historically, in natural disaster, challenges between the
way the FEMA systems and the SBA systems—they are not as in-
tegrated as they could be. So we are working with FEMA on a
roadmap of application program interface to allow for those sys-
tems to integrate with one another. That is important because we
often talk about a single point of entry so that I do not have to go
to multiple different places. But in the modern technology architec-
ture with API you can have no wrong entry point but maximum
reuse or optimal reuse of data that you have put in.

So from our standpoint I would look to the Restaurant Revital-
ization program as an indicator of how Administrator Guzman in-
tends to reform disaster lending in terms of timeliness. In that par-
ticular program, we had APIs published for private sector tools,
point-of-sale vendors, Square, and Toast. We enlisted other point-
of-sale vendors for source-of-truth data that went to the economic
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injury calculation. And we were able to process 60 percent of those
applications mobile, at the discretion and election of the applicant,
and we were able to process those in less than 20 minutes.

And if you think back to RF, in particular, in terms of the total-
ity of Administrator Guzman’s vision and execution, in comparison
to the shortcomings we are discussing today over the two years,
with respect to COVID EIDL or some of the legacy issues with
PPP, it is quite remarkable and promising, because we did not
have the tax issues that we see.

Senator HICKENLOOPER. No, I agree, and I think that is exactly
correct and one of the reasons I admire her and her work.

Let me ask you another question, just a little bit connected to
that. You mentioned Square and Toast, is there—and this is just
kind of pie in the sky, future—a way that you guys could work
with the fintech. They claim that they now have so much informa-
tion about their customers that they can give a more accurate loan.
They can tell who is credit-worthy, and that they are giving many,
many loans that are turned down by the SBA. Is there some way
to partner with them to kind of use that capacity and the increased
accuracy and get a better performance?

Mr. KELLEY. Yeah. So yes, and that is underway. For example,
under the hood, so to speak, in the back end, for the Restaurant
Revitalization portal, we integrated a fintech provider called Plaid.
Plaid enabled us, at the election and discretion of the borrower, to
integrate, through API, with Plaid, to validate their bank account.
If you wanted to forego that we did a manual review to validate
bank account, again going back to what was not done in COVID
EIDL, where you could switch your bank account, in 2020. So we
were able to offer speed with certainty.

In addition, we integrated the 4506-T process inline, in the ap-
plication workflow, leveraging DocuSign, electronic signature. And
so what people will tell you when they design user experience for
product in financial technology is that you do not want to break the
workflow. You do not want somebody to go out of that experience.
You want them to complete the task on hand.

So those are two examples. But from the standpoint of fraud,
waste, and abuse, we were able to integrate Treasury Do Not Pay,
4506-T, yes. Those are very important public sector criteria. But
we were able to access third-party databases, like LexisNexis pub-
lic records, research Plaid, et cetera.

So there is enormous opportunity in natural disaster, which we
are focused on right now, and into our core programs to do that,
yes.

Senator HICKENLOOPER. Great. Perfect. You made my day.

Thank you. I yield back to the Chair.

Chairman CARDIN. Senator Shaheen.

Senator SHAHEEN. Thank you, Mr. Chairman, and thank you,
Mr. Kelley, for being here and for all of the work that SBA does.

It is my understanding that SBA has argued that no funding re-
mains to continue to approve EIDL loan modifications or previously
denied applications. But in drafting the Bipartisan Infrastructure
Bill Congress very clearly intended that SBA use transfer authority
granted by that law to reallocate funds from targeted EIDL grant
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program to the EIDL loan program so that businesses that were el-
igible for that assistance would be able to receive it.

Now in the past, SBA has used that authority. Why was the deci-
sion made, in this case, not to use that authority again?

Mr. KELLEY. As we have indicated to the Committee we did use
that authority, for example, to process applications that were re-
ceived on or before May 6th cutoff deadline. So we used both can-
cellations, which I think Chairman Cardin referenced, as well as
funds that we moved in coordination with ONB into that fund.

There is no question that communication from center-level per-
sonnel on an individual basis about funding being exhausted was
confusing. However, when we speak to the inventory that we are
talking about today, the 41,000, it there are not any instances that
would be approved in obligated funds. Those files have been looked
at. There has been communication to those borrowers about what
was missing, what was insufficient. And in two-thirds of the cases
it is a tax-related issue.

At this point, we would not move fund because we do not see the
inventory of demand. And again, the reason that is the case is 92
percent of that population has had a loan since 2020, and as of
April of 2021, with the average increase being $200,000, they could
seek a loan increase, and many did. But only 20 percent of those
eligible for an increase ever responded over the course of 15, 16
months, roughly.

So I understand—again, and I want to keep reiterating this—I
understand why they are frustrated with the outcome, but in terms
of the SBA’s responsiveness to their petition for an increase, we
have given them multiple, in some cases, reconsiderations or ap-
peals, and we are not going to be able to get to yes on their indi-
vidual file.

Senator SHAHEEN. I appreciate the effort. I beg to differ on a list
of applications that we have worked with, our district office, on.
And while there are some—I do not want to use the word “ques-
tions,” but there are some disparities, but they are in, you know,
in at least one case, as simple as an email address that was dif-
ferent.

So I guess you have not convinced me. And while I recognize that
there are some cases that, you know, for various reasons, human
error, do not get reviewed in the same way that we would all like,
I am still concerned that we have businesses out there that qualify,
that are not being acknowledged by SBA.

So I do not know how to resolve some of those cases, but I do
think it is a concern, and it is an ongoing concern. And as Senator
Rosen talked about trust, I think that is a real issue that many of
our small businesses still have at this point.

I want to ask you about an issue that is not directly related to
EIDL but it is one that concerns me a great deal because I think
the district offices that SBA has around the country are really im-
portant. I have lived through recession in New Hampshire where
the only thing that kept our small businesses afloat was the SBA
and the work of the district offices, and particularly during the
pandemic they were really important.

And I am very concerned because I am hearing that there are
some at SBA who would prefer to see a smaller footprint in the dis-
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trict offices, who would like to see more power consolidated in
Washington, and that data that we have seen shows that there is
a marked drop in operating budgets for some district offices, in-
cluding in New Hampshire, even as some of the other programs
that help our small businesses are being phased out. To have a fur-
ther reduction in the ability of our district offices to help small
businesses I think does not accomplish the goal that we all share.

So can I ask you if you support the work that is being done by
SBA’s district offices, and will you commit to resist efforts to de-
crease staffing and operating budgets as long as Congress appro-
priates sufficient funding for salaries and expenses overall?

Mr. KELLEY. Well first, yes, I enjoy working with the district of-
fices. I had five years during the Obama administration where I
traveled quite a bit more to those district offices. I understand
their value at the point of sale. And one of the things that we have
done, for example, in Restaurant Revitalization program was we in-
tegrated 100 district office employees directly into the decisioning
process as a response to some of the shortcomings that were identi-
fied, for example, in COVID EIDL previously, at that moment.

In addition, as I mentioned for COVID EIDL, one of the things
that we worked with the field on was getting them access to the
data regarding COVID EIDL files, so that they could assist bor-
rowers directly. So there is absolutely a place for district office
folks to help us success on the mission.

As to the second part of your statement, I think it is yes, and
I think what you are saying is a budget is about prioritizing
choices, and you are suggesting that the SBA would have its fund-
ing to do its full suite of things. And quite obviously, then, the dis-
trict office should be, you know, funded as it needs to be.

Those decisions, obviously, are above my pay grade, but I think
everyone, and certainly Administrator Guzman, to your question,
in her hearing this spring, I think indicated support for the field
offices.

Senator SHAHEEN. Well, she did, and I have had a chance to
raise that with her, yet we do not see a change in terms of the in-
formation that we have been getting with respect to how the money
is being distributed. And the fact is that those district offices are
still being told they have to reduce their operating budgets signifi-
cantly, and I think that is a concern.

Mr. KELLEY. My understanding on this particular issue is that—
so these guys are about to jump out of their seats—I do not under-
stand appropriations. I know there are appropriations, but there is
an Appropriations Committee, and what has been related to the
agency is that these things are going to be sorted out as the proc-
ess moves forward. That is not a very informed answer, but what
I took that to mean, in relation to prioritization, is that there is an
understanding that there is a lot of opportunity, there is a lot of
need across the SBA footprint, given the balance of what we have
to attack.

Senator SHAHEEN. Well, thank you. As an appropriator I am
going to be watching this very carefully, and I do not appreciate
having a budget submitted that is being done with the idea that
we are going to cut this area because we know Congress is going
to put that back so that we can fund something else. I would hope
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that in the budget process we would all be as honest as we can
about what the priorities are and what we should be funding.

Thank you. I appreciate your answers.

Chairman CARDIN. I am going to follow up on some of Senator
Shaheen’s points. I just want to acknowledge that we spent a lot
of time together in developing these programs, with Senator Rubio
and Senator Collins. And we really did want to get money out
quickly, and we recognized that the verification systems would be
lax, because if we had to go through all the verification systems the
businesses would be shuttered and closed for good. So we knew
that there was going to be some challenges in doing this when we
created the program.

I am also going to follow up on some of Senator Shaheen’s points
about individuals that are not—they have followed the rules and
they have not gotten the clarity that you have given us today.

But first let me just point out, on waste, fraud, and abuse, be-
cause I agree. Look, we wanted to get money out quickly. We did
not want to see any waste, fraud, or abuse, but we wanted to get
money out quickly. And when you look at the size of the PPP pro-
gram and the EIDL programs and the restaurant program and the
Shuttered Venue program, the amount of fraud is very, very small.
So let us be clear about that. We want to see it at zero percent,
but the percentages are very, very small.

And under waste, fraud, and abuse, or mistake, a lot of this is
not fraud, as you pointed out, and we should recognize that small
businesses do not have the same degree of capacity that large com-
panies have, and at times mistakes are made. They are not in-
tended, and we have to correct that. But let us not call it fraud
when it is not fraud.

So I just really wanted to clarify those points and also com-
pliment this Administration for having much more transparency.
We have gotten much more information. I note Senator Ernst
might get a little upset about this. It was not a high bar to meet
under the Trump administration because they just did not make
anything available to us. But we do appreciate the fact that it has
been a much more open process under this Administration.

And in regard to Planned Parenthood, I did not know we have
to talk about that again. This is the affiliation rules. Affiliation
rules apply not just to Planned Parenthood but other nonprofits.
We clearly wanted nonprofits to be eligible. We made nonprofits el-
igible. And the affiliation rule is the same for Planned Parenthood
as it is for the Y’s, as it is for Boys and Girls Clubs, et cetera.
There was never a determination made that money should have
been returned.

So let us be clear about that. I know we will hear about it again,
but I just really wanted to clarify that for the record.

Now let me get to the main thrust of today’s hearing. It is clear
that the SBA did send out communications saying that applications
were being denied because of lack of resources, but as you have
clarified today, that is not the case. Correct?

Mr. KELLEY. Yes. In all of those instances, both of those mes-
sages I believe were communicated to the borrower.

Chairman CARDIN. So now we have 125,000 eligible small busi-
nesses that have been informed that they are entitled to receive ad-
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ditional loan money, and your testimony today is it is up to those
applicants to get the documentation in, in order to complete the
settlement of those loans.

Mr. KELLEY. It is up to any borrowers to close a loan. So they
have to sign the note. They have to sign the ancillary documents
to the note. So they are not providing any additional documenta-
tion for any approval or anything. So if you bought a house and you
remember the big closing table and the big stack, that is what they
have got to execute. They just have not done that yet.

Chairman CARDIN. I just really want to emphasize what Senator
Shaheen has said. We will give you chapter and verse—I think we
have already given you these cases. We have several that have
come to my attention where that is not the case. The burden is on
the SBA to complete the closing, not on the person. They have done
that and they are still waiting for their checks.

Mr. KELLEY. There is yet another issue with what you just
opened up. I agree that but for the borrower agreeing to take the
note—so they have to sign to be the borrower—we are responsible
for closing the loans in association with that. So for the 125,000,
including with the district offices, we are executing the closing, and
it is at the discretion of the borrower to execute that.

And yes, we have seen, from your office and others, that there
was confusion for those folks who do have funding—and I want to
reiterate again, their money is there, they can execute the closing,
and we will assist them with that closing.

Once they have executed the documents the money goes on a
schedule over to Treasury for the ACH into the designated bank ac-
count. There are issues with those bank accounts, where the ac-
count is located are bouncing back our disbursements, and I do not
know the exact reasons from each institution. One of the reasons
that is cited most often is the opinion of the bank that commercial
activity for this account is not recognized, and therefore they are
flagging it as suspicious activity.

Chairman CARDIN. I understand exactly what you are saying and
I recognize that, and that is one of the points that I think some
of our colleagues have mentioned. There are better systems out
there that would have dealt with this. And we are dealing with two
agencies, Treasury and SBA, and that is a challenge also.

My plea to you is, provide the leadership and resources to get
these resolved. These are people that are frustrated. They need
their money. In one case it was the bank account only accepted
checks up to a certain amount, and they had a higher check coming
in so they set up a separate account, and it took them forever, and
they still have not completed getting that routing into the system
so the money actually could get there.

Mr. KELLEY. Yes.

Chairman CARDIN. You know, these are small businesses. They
need help. So please resolve these issues. Get the resources and get
it done. And they have been given inconsistent information over
time. At one point they thought the money was not there, and
many of them were giving up.

So please provide the services they need so we can get that
125,000, those that want to take out the loan, that they can com-
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plete the loan process and stop calling our offices. That would be
very helpful. So I appreciate if you would follow up on that.

Mr. KELLEY. I understand. Yes, and I hear you. One hundred
percent we will redouble our efforts. And for all of those bank ac-
count bounce, just like the closing, we will work those to comple-
tion. So we will work with that particular borrower to get that
money. And that money remains theirs, even if it bounced back.

Chairman CARDIN. Now to the 41,000 potentials. We are in-
formed, either directly or through communications generally, that
these loans are unworkable, not that they were denied but that
they were unworkable, as I understand it. And I understand that
a lot of these they could not get the verifications that are required,
they had not filed their tax returns, all those issues that have to
be done for them to be able to get their loans completed. I recognize
that.

But unworkable is not denied. Many of these, according to the
case work notes that we have, they think that they have given ade-
quate information, or that they can supply the adequate informa-
tion, but they have not gotten that ability to do that because of the
way the system is set up.

So I would just urge you, to those that do have claims that can
be adjudicated in a positive way, either reconsideration or in-
creased loan amount or whatever they have filed, let us try to get
those resolved. The numbers are getting small enough that it
seems to me that we should be able to handle those with the type
of service that we would expect from the SBA. So I just urge you
to try to resolve that.

For those that are truly not eligible, you are going to have to bite
the bullet and give them a determination so that they can move on
or file an appeal.

So it would seem to me you have to complete these. I do not want
you to deny an application that has merit because you want to get
it off the books. I am happy to keep it open if there is a possibility
for successful conclusion for the small business owner. But they
need to know. There has to be a time.

Mr. KELLEY. So understood. I understand the urgency. I under-
stand what the objective of the mission is. The one thing that I do
want to make the Chairman aware of, and members, is that from
the point of first disbursement a borrower has 24 months to seek
a loan increase. So as of July, 80 percent of that universe told. It
is August 2nd today, so 80 percent of that universe can no longer
seek a loan increase. By October, that number will be in excess of
90 percent, and by the end of the year it will be zero.

So what is important to understand, too, is that, again, the pro-
gram did formally close, as you guys know, on December 31st, from
taking new applications. So the combination of those things makes
it such that from our perspective we are moving on to servicing, for
which that begins in October. There will be 27,000 folks that are
required to make their first payment, and then it spikes up a half
a million for multiple months thereafter.

That is a huge lift. We are going to have to onboard the staffing
that we briefly scaled back when originations concluded, to come
back on board. Despite the fact that this Committee and the Appro-
priations Committee made billions of dollars available for COVID
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EIDL admin, the COVID EIDL RER RAPID portal does not handle
servicing. And so we have to stand up a servicing solution at scale,
which is a technology lift as well as a people process lift.

So we are facing that in the next 60 days. I understand the frus-
tration that folks feel out there, as a part of that 41,000, but from
the perspective of what I can assure you is that we did work with
these borrowers to find a yes. And it should be mentioned that with
your leadership, in 2021, we did $200 billion of support, and we did
those 400,000 loans checking IP static address, checking business
address, validating tax information.

So we demonstrated that you can do 20 percent of the total ad-
dressable marketplace of all lending in 2021, with 7,000 employees.
We did that together, and yes, there are definitely things that we
would do differently and have learned from, for sure.

Chairman CARDIN. I would just point out that I have been told
the 24-month period is not statutory. You can waive that 24
months if you wanted to.

Mr. KELLEY. Sure. I understand.

Chairman CARDIN. Senator Ernst.

Senator ERNST. Yes, thank you, Chairman, and I appreciate the
discussion today. And I want to make it clear. I do not care what
administration it is, we should always be transparent. I think that
is just the best policy across the board.

And with that transparency, again, I am going to go back to the
Fraud Risk Management Board. I am really excited. I know that
the SBA had announced in April that they were creating this
Fraud Risk Management Board. But again, when it comes to trans-
parency SBA has not really shared any details with Congress or
the public about its impact since it was created.

Can you maybe just visit with us a little bit, give us an overview
of what type of programs the board is looking at. Have there been
results from that? Maybe just share information with us on how
that board is going.

Mr. KELLEY. The primary responsibility of the board today obvi-
ously is to handle what amounts to I think somewhere north of 60
total audit reports across GAO and OIG, in addition to our annual
audit with our auditor, KPMG, that is ordered by the IG.

Within that, obviously, is demonstrating to those auditors, and
first and foremost to ourselves, that we have addressed the short-
comings that were highlighted. You know, I mentioned in PPP not
making a core accounting system reconcile in real time loan re-
quests, which is not done on Planet Earth, so we can avoid 50,000
duplicates.

There are issues with improper payments that had been
conflated to fraud, which, as you guys have addressed, small busi-
nesses are not necessarily committing fraud. For example, in the
COVID EIDL program, the $80 billion number that is often ref-
erenced is in large part due to sole proprietors who, in 2020, were
required to demonstrate, for each $1,000 they were seeking, up to
$10,000 for the targeted EIDL advance that was originally made
available, they needed to demonstrate they had an employee. In
order to have employees as a sole proprietor you have to have a
registered EIN.
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There are a great many sole proprietors that I have no doubt be-
lieving have employees, were certified correctly that they deserved
$5,000 or $6,000, or whatever, but they did not have a registered
EIN on or before, I believe, the date is February 15, 2020, when
the pandemic was officially start date.

So the Fraud Review Board is focused on addressing the most
immediate issues. From a standpoint of how we do that, we have
to recognize—and Administrator Guzman has I think shared with
you and others—we have to recognize that we have to be timely.
We have to be fast. We have to be relevant. And so that means
making technology choices that contemplate both that speed and
certainty. So putting tools in the front end before you disburse the
money, to know your customer, those types of things.

So across the board it has begun and is a daily event. There is
not a day since I became the Associate Administrator on March 1,
2021, literally, that I have not spent at least, minimally, a third,
and there were some long days, focused on fraud, waste, and abuse.
So it is top of mind.

Senator ERNST. That is good. Now with all of the lessons that we
have taken away, that came out of COVID-19, and some that have
been identified by the Chairman and others through their lines of
questioning today, I am so hopeful that we never, ever experience
another COVID-19 type event in our history, but it could happen.

So taking all of these lessons learned, are we able to act on those
in the future, have those suggestions, those solutions been identi-
fied, and how can we put those into practice as we move forward?

Mr. KELLEY. Yeah. I too share the sentiment that I am good for
pandemics. I hope I do not have to have another one.

I want to take a second to commend the Office of Capital Access,
SES civil servants, because they were prescient. They took the re-
sources, the admin dollars that this Committee and the appropri-
ators made available for CARES Act programs across PPP, et
cetera, and that technology, specifically for fraud, waste, and
abuse, as well as call center support—we have talked about com-
munication—we were able to build, successively, off of the initial
portal that was launched August 10, 2020, to support, ostensibly in
the beginning, PPP forgiveness.

From the private sector, watching that launch August 10, 2020,
I was struck, as many were in the private sector, this works. This
is good. And Steve Kucharski and his team in the Office of Capital
Access deserve a heck of a lot of credit, because it was that invest-
ment, again with the PPP dollars, that led to a better experience
for all applicants in the Restaurant Revitalization, put the agency
in a position to facilitate 1,500 really small banks with forgiveness
in processing 2 million loans, and it is that foundation that is going
right into the natural disaster platform to address the fraud issues
that the IG highlighted, the call center issues, and some of the
challenges that we see in the individual case files today.

Senator ERNST. Good. No, I do hope that we continue to build
upon that. And just in closing too, I do want to say a well-deserved
thank you to all of the folks at SBA, who really had a huge, press-
ing job ahead of them when COVID-19 hit, and they performed ad-
mirably, as did, I know, a number of our own local banks and cred-
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it unions that really helped push those dollars out to those small
businesses that really did need that assistance.

So thank you, Mr. Kelley, for coming in front of the Committee
today, and thank you, Mr. Chairman.

Chairman CARDIN. Thank you, Senator Ernst. One more clari-
fication I need to get on the record so I understand. May 6th was
the cutoff date for modifications, et cetera. It could have gone up
to July, if I understand correctly, and you could have waived that
date and made it later than that. And you put on your website May
6th as the date, quote, “due to lack of available funding.” We will
not argue that when the judgment was made you were projecting
how much money would be available, et cetera. You made that
judgment.

But on the website today it still says as of May 6, 2022, SBA is
no longer processing COVID-19 EIDL loan increase requests or re-
quests for reconsideration of previously declined loan applications,
due to the lack of available funding.

I would suggest that you may want to modify that, just take off
that clause. You are not accepting them, fine. We recognize you
have used that date. We may disagree with that. We can have that
debate. But clearly funding is available now, and it is misleading
to keep that on your website.

The second point I would raise, you indicated during your ques-
tioning here that most of the 41,000 will not be able to get to yes,
and that there is a concern that the funding could be repurposed.
We want to make sure that funding is not a reason for determina-
tion as pending as of May 6th.

Mr. KELLEY. Yeah, I apologize if I left that impression. I either
misspoke or was not aware. I am keenly aware that that is an ap-
propriations decision. It is a decision for OMB. My position, and I
want to make this clear, is that these files were looked at, and I
have seen them personally, I have been involved in the day-to-day
correspondence, and that we have been responsive. And so I apolo-
gize for the confusion I may have left you.

Chairman CARDIN. So no one will be denied who had their appli-
cations in prior to May 6th because of lack of funding.

Mr. KELLEY. Correct. The denials, the decisions, beginning with
their initial denial, for most of these instances, beginning way back
in 2021, and at the heart of the denials is a disagreement between
that particular person about whether or not filing taxes is appro-
priate or not. And I understand the frustration here and I under-
stand why that person—because again, they got the loan originally
with no taxes; they did not file and they got a loan from the Fed-
eral Government in 2020.

I understand why when they speak to people, including me, I re-
ceive emails where, when I read the initial email they acknowledge
the back-and-forth with their particular loan officer, they acknowl-
edge that there were some shortcomings at first. Then they say a
wrong has been done to them. And I came back to serve to say yes,
so that appeals to me, as I am sure it does you and all the mem-
bers. We are here to serve. And so we then take action and we
work with the civil servants in the process centers to determine
whether or not we can make an action.
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Chairman CARDIN. I just want to make it clear that any of the
pending applications, if they are meritorious, they will be funded.
The money is there, that the funds are there.

We will save for another debate, at another time, whether you
had to use that May 6th date because of lack of funding. I, quite
frankly, do not agree with that. I think you could have gone beyond
May 6th if the funding was available, and that you have the discre-
tion to even go beyond July of this year if you wanted to, under
the authority, to waive the 24 months.

We will leave that for another debate for another time, but it is
clear that Congress intended EIDL to have adequate funds to deal
with the COVID pandemic, and we were prepared to make funds
available. It seems like a lot of the funds that we specifically made
available for specific purposes have been taken for other purposes,
not necessarily on the EIDL program but on other programs, and
we could have repurposed money to be able to take care of all the
needs that are out there.

I want to make sure we take care of the 41,000 and the 125,000,
but it seems to me we could have had a longer offramp on this on
the applications for increased funds.

Senator Ernst, anything further?

Senator ERNST. I am good. Thank you.

Chairman CARDIN. We very much appreciate your time and your
explanations and your service to our country. You have a very chal-
lenging job, so thank you very much, and thank you for appearing
before the Committee.

The Committee record will remain open, I believe, for two weeks,
which is our normal process, for friendly questions that may be
asked to you for the record. We appreciate if you would answer
those questions as quickly as possible.

And with that the Committee will stand adjourned. Thank you.

[Whereupon, at 11:43 a.m., the Committee was adjourned.]
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Senate Committee on Small Business and Entrepreneurship Hearing
August 2, 2022
Follow-Up Questions for the Record

Questions for Mr, Kelley

Questions from:

Chairman Cardin

EIDL Funding

During your testimony, you suggested that communication about how much funding remains that
can be used to make new loans was confusing. However, the message from SBA over the last
three months seemed to be fairly clear and consistent: that no funding remained as of May 6th.
For the record, could you confirm the following:

QUESTION 1:

How much funding currently remains in the EIDL Targeted Grant account and in the EIDL
subsidy account?

As of the end of August 2022, the available unobligated balance in the Targeted EIDL
Advance account was $810.7 million. The available unobligated balance in the COVID
EIDL subsidy as of the end of August was $23.3 million, largely due to cancellations that
have occurred since May 6,

QUESTION 2:

If funding remains in the EIDL Targeted Grant account, is this funding available for transfer to
the EIDL subsidy account and can it be used to issue additional loans to eligible applicants?

While there are unobligated balances available in the Targeted EIDL Advance account and
SBA has the authority to transfer additional funds into the Disaster Loan Program
account, SBA does not currently plan to transfer these funds as SBA is no longer accepting
new applications for COVID EIDL. SBA is prioritizing the servicing of the almest 4 million
COVID EIDL loans.

QUESTION 3:

Would a transfer from the EIDL Targeted Grant account to the EIDL subsidy account require
any authorization from Congress or does SBA currently have the existing authority?

SBA currently has existing authority from Infrastructure Investment and Jobs Act (P.L.
117-58) to transfer Targeted EIDL Advance funding into the Disaster Loan Program
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Account, the account that includes COVID EIDL subsidy as well as regular disaster
subsidy.

QUESTION 4:

Has SBA used this authority in the past to make transfers from the EIDL Targeted Grant account
to the EIDL subsidy account?

Yes
QUESTION 5:
If so, how much was transferred and what was the process for approving this transfer?

With the provision in IIJA to transfer funding authority, the transfer requires
apportionment approval and then issuance of the transfer. SBA transferred funding from
Targeted EIDL Advance into COVID EIDL Subsidy as follows:

o $3,000,000,000 in November 2021

e $2,173,000,000 in January 2022

e $4,518,341,434 in March 2022

o $509,234,132 in May 2022

In March 2022, the SBA also transferred $500 million from Targeted EIDL Advance to
support COVID Administrative requirements, as allowed in P.L. 117-58, The SBA is
requesting additional $320 million in Targeted EIDL Advance transfer authority to
support ongoing COVID program oversight and COVID EIDL servicing needs through FY
2023.

QUESTION 6:

How much funding has SBA deobligated from canceled loans so far, both in terms of loan value
and the value of the underlying subsidy?

At the end of FY 2022, SBA had over $26 million of COVID EIDL subsidy from
deobligations that have occurred since May 16™. This would equate to approximately $227
million of lending at the FY 2022 COVID EIDL subsidy rate.”

QUESTION 7:

How much of that funding has been reobligated for EIDL? Has it been reobligated for other
purposes?

Funding that has been made available from COVID EIDL cancellations cannot be
reobligated for other purposes.
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Outstanding “Unworkable” Loan Applications

During your testimony, you stated that no applicant would be denied because of a lack of
funding.

Chairman Cardin. So no one will be denied who had their applications in prior to May 6th
because of lack of funding?

Mr. Kelley. Correct. The denials, the decisions, beginning with their initial denial, for most of
these instances, beginning way back in 2021, and at the heart of the denials is a disagreement
between that particular person about whether or not filing taxes is appropriate or not. And I
understand the frustration here and I understand why that person--because again, they got the
loan originally with no taxes; they did not file and they got a loan from the Federal Government
in 2020.

You also said: “When we speak to the inventory that we are talking about today, the 41,000 [that
were considered unworkable], there are not any instances that would be approved in obligated
funds. Those files have been looked at. There has been communication to those borrowers
about what was missing, what was insufficient. And in two-thirds of the cases it is a tax-related
issue.”

Based on these two statements, it sounds like every “unworkable” application should have
received a notice of denial that lays out the basis for that decision. Instead, denied applicants
were told that they could not be approved because the program had run out of funding.

QUESTION 8:

Does SBA assert that all of the 41,000 applications determined to be unworkable as of May 16th,
2022 are ineligible, either for failure to pay taxes or for other reasons?

There were approximately 41,000 unworkable files that did not receive a decision. The
main categories of unworkable files include those that are missing documents (about 34%),
those with no IRS tax transcript/no valid Form 4506-T on file (about 34%), and increase
and reconsideration requests that were submitted via email after May 6, 2022 (about 15%),
suspected fraud (about 7%) and other (about 10%). Other consists of ineligible applicants,
bank returns of funds, and lack of repayment.

QUESTION 9:
Does SBA commit to fully processing every eligible applicant that submitted a request prior to
May 6th that paid their taxes on time, and where appropriate, funding those requests using

available subsidy?

As stated above, SBA has already processed every eligible application that was completed
ahead of the May 6 deadline.
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QUESTION 10:

Will SBA commit to providing complete explanations for denials to every applicant and, in cases
in which failure to file timely taxes were the reason for denial, to specify the basis for this
finding?

SBA has provided explanations to applicants for their denial.
QUESTION 11:

Does SBA commit to processing any “unworkable” application that is shown to have been
improperly denied due to a substantiated error on the part of SBA?

Senator Sanders has been trying to help a grocery store owner, Mohammed Omar, whose EIDL
application was initially denied because his name is on the Department of Treasury’s Do Not Pay
list. He appears on this list because he happens to share the not uncommon first and last names of
the spiritual leader and founder of the Taliban who died in 2013. After he was denied, he was
asked to provide documentation showing that he was not the same person listed on the Do Not
Pay list and promptly provided what he thought was sufficient proof: his passport and evidence
that he was born in a different country and had a different birthday than the Taliban leader. He
heard back from SBA a few days later and was told that he also needed to provide his social
security card. However, when he submitted that as well, he was told that the program had ended
due to a lack of funding. When Senator Sanders’s staff asked why he had been considered
unworkable, SBA said that it was because he failed to provide requested materials, even though
the social security card had not specifically been requested initially and, when it was, he sent it to
SBA promptly. A subsequent conversation with SBA revealed that it actually takes several
months to clear a name from the Do Not Pay list and that even if he had provided his social
security card initially, there was nothing the applicant could have done to get a loan before the
deadline. The explanation that he was denied for failing to provide requested materials was
clearly not accurate, but what is more concerning is that SBA’s explanation unfairly shifts the
blame to the borrower, who had done everything he was asked to do. And yet based on your
testimony, SBA is confident that there are no instanced in which applicants from among the
41,000 would ever qualify to have funds obligated.

Holds related to the US Treasury Department’s Office of Foreign Asset Control (OFAC)
are among the most serious financial issues because they involve terrorism, anti-money
laundering, and other transnational crimes. Removing an individual from an OFAC hold
requires an interagency process that involves many agencies, not just SBA. Te protect the
privacy of the parties involved, we will not comment further in a public setting on an
individual borrower’s status.

QUESTION 12:

Is it SBA’s position that anyone who shares a name with someone on the Do Not Pay list is
“unworkable,” even if they applied before the deadline, were not aware that their name appears

4
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on the Do Not Pay list, and can prove they have no connection the actual individual being
targeted by Treasury?

To protect the privacy of the parties involved, we will not comment further in a public
setting on an individual borrower’s status.

QUESTION 13:
‘What about Mr. Omar’s application makes it unworkable?

To protect the privacy of the parties involved, we will not comment further in a public
setting on an individual borrower’s status.

QUESTION 14:

Would you admit that, because there was nothing Mr. Omar could have possibly done to make
his application “workable” within SBA’s established timeframe, that he was effectively denied a
loan simply because he had the misfortune of sharing a first and last name with someone on the
Do Not Pay list?

To protect the privacy of the parties involved, we will not comment further in a public
setting on an individual borrower’s status.

QUESTION 15:

Is there a reason why SBA will not grant this person more time so that he can clear his name and
have his application fairly processed?

To protect the privacy of the parties involved, we will not comment further in a public
setting on an individual borrower’s status.

This case seems to demonstrate why this applicant and others who were never given a chance to
prove their eligibility deserved more time instead of being written off as “unworkable.”

My office was contacted by Chris Hamenoo-kpeda and Erica Hair, a couple who run B-Skew’d
Restaurant in Omaha, Nebraska. Ms. Hair and Mr. Hamenoo-kpeda received an EIDL loan for
$87,000 in May 2020. When SBA raised the EIDL loan limit, they applied for a modification,
but were only offered an additional $1,300, which they considered too small to accept. However,
after providing documentation that they had had $250,000 in revenue in 2019, a loan officer told
them in March 2022 that they qualified for a much larger modification that would increase the
loan to $367,000. There were no tax issues with this case and the approval was moving through
the system. In April, they were told everything had been verified and that they were approved,
but when they went to sign the loan closing document, it once again only authorized $1,300.
Confused, they called SBA, and an official explained that the original modification amount had
gotten stuck in the system. The official tried to fix it, but said that they could not override the
$1,300 authorization with the larger loan amount. The loan closing agents they spoke with

5
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actually instructed them not to accept the $1,300 modification because it would close out their
file and prevent them from fixing the mistake.

SBA has still not changed the modification amount, and Ms. Hair has been told that because the
portal is permanently closed, there is nothing that can be done to adjust her modification to the
amount she eventually qualified for. Despite this, she continues to receive calls from SBA
officials offering to finalize her increase to $1,300. When she tells them she’d been approved for
much more, they again warn her not to accept the smaller amount because it will close out her
file and make it impossible to access the full amount.

Based on the tax records provided to SBA, this business is eligible for a loan modification
greater than $1,300. Loan officers have explained that a system etror is responsible for not
changing the modification amount.

To protect the privacy of the parties involved, we will not comment further in a public
setting on an individual borrower’s status.

QUESTION 16:

Will SBA commit to investigating the loan officer’s statement that a system error is responsible
for the smaller loan amount?

To protect the privacy of the parties involved, we will not comment further in a public
setting on an individual borrower’s status.

QUESTION 17:

If so, will SBA commit to waiving the 24-month limitation on increases and offering her the full
amount she was told she qualifies for?

To protect the privacy of the parties invelved, we will not comment further in a public
setting on an individual borrower’s status.

Applicant Data
QUESTION 18:

Was any data lost or compromised during the transition from the EIDL application portal
platform to SBA’s successor platform?

No data was lost or compromised during the transition from the EIDL application portal
platform to SBA’s successor platform.

QUESTION 19:

Do all data and case notes remain available to SBA from files determined to be non-workable?
6
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Yes, all data and case notes remain available to SBA in the ODA data warehouse.

24 Month Limitation on Loan Modifications

During your testimony, you suggested that three-quarters of EIDL applicants are no longer
allowed to have their cases revisited because of an SBA rule that prohibits modifications more
than 24 months after an initial loan note is signed.

QUESTION 20:

Does SBA have the authority to waive this rule?

Yes.

QUESTION 21:

Will SBA commit to waiving the 24-month limit in instances where the agency made

mistakes that led to delays in the processing of an otherwise eligible modification, rehearing or
appeal?

COVID EIDL borrowers had 24 months from the date of their note or until the funds were
exhausted, whichever was soonest, to submit an increase request. SBA stopped accepting
new applications for EIDL funding on December 31, 2021, but eligible borrowers could

continue to request loan increases.

Policy on Late Tax Filings and Amendments

QUESTION 22:

During your testimony, you said that SBA disqualifies any applicant that applied for an EIDL in
2021 or 2022 from receiving a loan or modification. Can you please provide this policy, SOP or
guidance document establishing this policy, along with the date of implementation?

SBA believes that government-backed loans funded by American taxpayers should go to
eligible entities that are not delinquent in filing their taxes. Any applicant that did not file
their 2019 taxes by the IRS filing deadline in October 2020 is ineligible for funding.
QUESTION 23:

Was this policy ever published or shared with applicants in writing?

SBA believes that government-backed loans funded by American taxpayers should go to

eligible entities that are not delinquent in filing their taxes. In addition, SBA has provided
explanations to applicants for their denial.
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QUESTION 24:

Does the policy require that an applicant who filed their 2019 taxes late be automatically
disqualified from receiving a loan?

SBA believes that government-backed loans funded by American taxpayers should go to
eligible entities that are not delinquent in filing their taxes. Any applicant that did not file
their 2019 taxes by the IRS filing deadline in October 2020 is ineligible for funding.

QUESTION 25:

Would an applicant who filed 2019 taxes late be disqualified even if the filing took place several
months before a modification request or, for applications submitted in 2021, or even before the
original loan application was submitted?

SBA believes that government-backed loans funded by American taxpayers should go to
eligible entities that are not delinquent in filing their taxes.

QUESTION 26:
If so, what is the justification for applying the rule in these cases?

SBA believes that government-backed loans funded by American taxpayers should go to
eligible entities that are not delinquent in filing their taxes.

QUESTION 27:

Has SBA had a blanket rule disqualifying anyone who paid taxes late from obtaining an SBA
disaster loan in past disasters?

No, SBA did not have a blanket policy to disqualify anyone who paid taxes late in past
disasters. However, many applicants/borrowers were disqualified due to a combination of
factors including filing taxes late that were flagged as suspected fraud or ineligibility.

Administrative Funding for Disaster Programs

QUESTION 28:

How long does SBA expect the $500 million it transferred to its administrative funding account
under authority of the infrastructure bill to last?

SBA carried over nearly $316 million of the $500 million inte FY 2023 to support FY 2023
resource requirements. This will not fully cover all of SBA’s anticipated costs necessary
for the ongeing COVID program oversight and servicing of COVID EIDL program.

QUESTION 29;



44

How much funding remains from P L. 117-43, the Extending Government Funding and
Delivering Emergency Assistance Act, and how much funding from this law was transferred to
salaries and expenses to cover administrative costs of the disaster program?

Of the $1.189 billion enacted to support disasters in P.L. 117-43, $643 million remains for
disaster loan subsidy as of end of September 2022. $450 million was transferred to cover
the administrative costs of the disaster program, of which $308 million remains as of end of
September 2022.

Justice Impacted Entrepreneurs

I applaud the Small Business Administration’s work to remove restrictions for justice impacted
small business owners in the Community Advantage program.

QUESTION 30:

What are the agency’s plans to remove restrictions and open up the 7(a) and 504 lending
programs to justice impacted entrepreneurs and small business owners?

One standard of the 7(a) program and subsequently the Community Advantage program is
the “good character” criterion for eligibility.

SBA’s current rules limit ineligibility of individuals with criminal histories to applicants
with an Associate who is incarcerated, on probation, on parole, or is under indictment for a
felony or any crime invelving or relating to financial misconduct or a false statement at the
time of the application through loan closing.

QUESTION 31:

Could you provide information on the number of justice impacted small business owners or
entrepreneurs who have been deemed ineligible for a SBA loan due to the “good character”
criterion?

SBA does not track the number of cases deemed ineligible due to “good character” criteria,
but based on past experience SBA believes the cases to be limited. SBA has a long-standing

history of approving loans to formerly incarcerated individuals who have completed their
sentence, including parole or probation.

Restaurant Revitalization Fund (RRF)
QUESTION 32:

How much funding remains in the RRF account?
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On November 23, SBA announced it was distributing the approximately $83 million of
remaining funds in the RRF program.

QUESTION 33:

How much has SBA recovered from businesses found to be ineligible that received improper
payments?

To date SBA has asked 5 hotels to return funds and to date the funds have not been
returned. These 5 awards were flagged and are being reviewed as part of the 10% sample
receiving a manual post award report review. If the post award audit confirms the finding
that any businesses is ineligible, SBA will pursue collection.

QUESTION 34:
Will recovered funds be redistributed to eligible outstanding applicants?

On November 23, SBA announced it was distributing the approximately $83 million of
remaining funds in the RRF program based on plan developed with the advice of the
Department of Justice.

QUESTION 35:

Will you provide a list of RRF grantees that have had their funding revoked because they are
ineligible?

To pretect the privacy of applicants, SBA only publishes data for award recipients.
QUESTION 36:

How many veteran-owned businesses are among the approximately seven thousand RRF
applicants that were notified of awards, but that never received their grants, either because of
court rulings or because of bank errors?

SBA does not have information on the number of veteran-owned small businesses that were
notified of an award but never received the funding do to court rulings or bank errors.

QUESTION 37:

It has been reported that the SBA is working with DOJ to distribute remaining RRF funds.
How will the determination of the distribution of funds be communicated to applicants?

On November 23, SBA announced it was distributing the approximately $83 million of
remaining funds in the RRF program based on plan developed with the advice of the
Department of Justice. SBA directly notified the applicants who were funded as part of this
distribution.

10
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QUESTION 38:
How will the SBA verify eligibility as it may have changed since May 20217
The review included three parts:

e We confirmed that the business is still in operation.

¢  We confirmed that the entity is eligible under the program guide.

¢  We confirmed that the award was calculated correctly, and the business is eligible

for the amount they have requested.

QUESTION 39:
How is failure by an RRF recipient to respond to RRF audit being addressed?
SBA is sending reminder platform messages to all awardees who are not in compliance
with the reporting requirements. The letters state that failure to comply will result in SBA
seeking recovery of the funds.
QUESTION 40:
Are there any repercussions for not responding to a request by SBA for information?
Yes. If SBA cannot obtain the required documentation to verify use of funds and eligibility
of the business, and correct award calculation, awardees are being notified that SBA may
seek recovery of whatever we cannot document.

QUESTION 41:

Will SBA publish aggregated data about outstanding applicants based on location, business type,
and amounts requested, in addition to the data it made available about award recipients?

To protect the privacy of applicants, SBA only publishes data for award recipients.

11
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Questions from:
Ranking Member Paul

COVID-19 EIDL Data Migration

On July 19, 2022, Inspector General Ware notified Administrator Guzman of the need for the
Office of Capital Access to adequately plan and provide oversight for data migrations related to
COVID-19 EIDL to ensure the data’s usability by law enforcement for fraud mitigation
purposes.

QUESTION 1:

Has the SBA identified acceptance criteria for the transfer of COVID-19 EIDL data from the
contractor to SBA’s system? If so, what are they?

Yes. The transfer of COVID EIDL data to SBA’s Disaster Warehouse repository was
accomplished via database log file restores. As such the basic database restore function

would report any discrepancies. In addition, OCA had table and record counts verified
between the two databases.

QUESTION 2:

Will you commit to providing the OIG an opportunity to review the quality and vsability of the
transferred COVID-19 EIDL data for law enforcement purposes prior to deeming the contractor
as having completed its obligations under the contract?

SBA kept OIG informed throughout the data transfer and will continue to work with OIG
on any requests regarding the data. The OIG has access to the data.

QUESTION 3:

Will you commit to providing test reports and data output being generated directly from SBA
systems once data migration efforts are concluded?

Data migration has been completed and the IG has full access to the data and reports.
QUESTION 4:

On what date does OCA anticipate completing and executing the modified contract between
SBA and its software as a service provider?

SBA has no need to extend or modify the contract between SBA and SAAS Centractor for
COVID EIDL.

Restaurant Revitalization Fund

12
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On July 14, 2022 the Government Accountability Office (GAO) published a report titled,
“Restaurant Revitalization Fund: Opportunities Exist to Improve Oversight.” The SBA’s Office
of Capital Access (OCA) rejected most of GAO’s report recommendations relating to controlling
and recovering fraud in the Restaurant Revitalization Fund (RRF). According to GAO, half of
the reviewed awards are suspected for fraud and ineligibility and OCA does not have a plan to go
after any suspected fraud or ineligibility until next year. A third of businesses did not respond to
the first reporting requirement, and OCA is not asking recipients if they’ve shuttered entirely,
which determines if they need to return money to the taxpayer.

QUESTION §:

Will you commit to expeditiously putting a plan in place to recover suspected fraud from the
RRF program prior to the program’s closure in March 20237

SBA will commit to referring all suspected fraud te the Office of Inspector General wheo
has the authority, along with other law enforcement, to investigate and collect/seize funds
from fraudulent awards.

QUESTION 6:

Will you commit to asking grantees if they have closed their businesses? If not, how are you
evaluating suspected fraudulent and ineligible recipients on the basis of their business no longer
being in operation?

SBA enhanced RRF post-award reporting procedures by adding requirements for
recipients to report their operating status. In addition, SBA is manually reviewing 10
percent of all awards. During the manual review SBA ensures that the business was in
operation during the covered period.

QUESTION 7:
Will you commit to assessing the design of the program’s pre-award fraud controls?

In SBA’s response letter to GAO’s June 17, 2022, audit entitled, “Restaurant Revitalization
Fund: Opportunities Exist to Improve Oversight (GAO-22-105442)”, SBA explained that
the RRF Fraud Ceontrol Framework is comprised of best-in-class private sector and public
sector databases that have been leveraged extensively and cited by the GAO, the Pandemic
Response Accountability Committee (“PRAC”) and the Office of Inspector General
(“OIG™) as effective fraud data analytics toels. Specifically, GAO stated, “SBA’s emphasis
on automated, pre-award controls to prevent fraud reflects some leading practices
described in GAO’s fraud risk framework.” Please refer to the response letter for more
detail on the pre-award fraud controls.
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QUESTION 8:

Will you commit to holding recipients accountable for failing to respond to all reporting
requirements?

In the same response letter referenced in Question 7, SBA stated that it has post-award
policies and procedures in place that ensure recipients provide proper accounting of their
award proceeds. Among the policies cited in the letter were the following 2 excerpts from
SBA’s “RRF Process Manual” included as an attachment to the letter:

a. “What happens if the Awardee Doesn’t Comply with Requests for Documents?

SBA will notify the Awardee that they must return the funds immediately if SBA is not
able to properly document the use of funds.”

b. “What Happens if SBA is Unable to verify the Use of Funds?

SBA will notify the Awardee that they must return the funds immediately if SBA is not
able to properly document the use of funds.

SBA will make every effort to collect the required supporting documentation to validate
the use of funds. If the awardee is unable to provide the documentation, the awardee
will be asked to return the undocumented funds if the covered period has expired. If the
covered period has not expired, the borrower will be asked to either return the funds or
rescind their submission and resubmit when they have finished using the funds by the
end of the covered period. If the business is closed or has been sold, the awardee is
expected to return any unused funds. If SBA identifies that the Awardee is being
intentionally deceitful or had potentially committed fraud, SBA will refer the Awardee
to the Office of Inspector General as well demand the return of funds.”

QUESTION 9:
Will you commit to improving the overall number of responses to reporting requirements?

Yes, SBA will continue to send messages to the awardees to remind them of their
obligations to report.

QUESTION 10:

Will you commit to cross checking recipient data for the COVID EIDL loans against all
recipients who have yet to expend their funds?

As explained in SBA’s letter referenced in Question 7 above, at the time the RRF program
was launched, GAO and OIG made several recommendations related to the COVID EIDL
program. Therefore, SBA elected to utilize data from PPP instead of COVID EIDL
program to help identify potential fraud in RRF recipients.
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In addition, to further strengthen the upfront controls in the RRF program, SBA leveraged
the PPP control framework due to its multiple levels of interrogation against PPP
borrowers. Ninety percent of RRF recipients had a PPP loan, making the PPP program a
key data checkpoint in the RRF approval process.

QUESTION 11:
How much money does the SBA have from RRF administrative returns?

There were $83 million as of August 2022 of RRF funds that were returned not initiated by
the RRF recipient and therefore eligible for redistribution. RRF funds that were returned
by the RRF recipients will be returned to Treasury.

QUESTION 12:

How much money does the SBA anticipate will be recovered from fraudulent and improper
payments over the life of the RRF program?

SBA does not have a way to forecast such a number. SBA will attempt to collect funds used
fraudulently or improperly as those items come to our attention through use of proceeds
audits that SBA will continue to conduct during FY23. RRF recipients have until March,
2023 to utilize funds and report on the use of funds.

QUESTION 13:

Will you commit to returning all administratively returned funds, as well as funds recovered
from fraud, to the Treasury?

RRF funds that were returned by the RRF recipients will be returned to Treasury per the
statute.

QUESTION 14:

If not, does SBA have plans to redistribute recovered or administrative funds? If so, how does
SBA plan to distribute funding to the queue of applicants?

On November 23, SBA announced it was distributing the approximately $83 million of
remaining funds in the RRF program based on plan developed with the advice of the
Department of Justice. We funded the remaining “fully approved” RRF applicants in
SBA’s portal system in the order of the date the RRF application was “submitted” in the
application portal.

QUESTION 15:

The RRF was established in March 2021, as business needs change, does SBA plan to ask
applicants to recalculate the size of the grant they may need?
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We will conduct an individual manual review of the awardee list in order to determine if
(1) any of the proposed new RRF awardees have closed their respective businesses, (2) that
the business was eligible for award, and (3) that the award was calculated correctly. If a
business is no longer in operation, the awardee will be removed from the disbursement list
and following the previously described methodology that applicant will be replaced by the
next available applicant until the fund is exhausted.

QUESTION 16:

Will you commit to sharing with the OIG all information it requests regarding OCA plans for all
funds administratively returned or returned due to fraud or improper payments?

SBA will share information OIG requests regarding the plan for distribution of funds.

Moving Disaster Lending to the Office of Capital Access

QUESTION 17:
When will disaster lending be fully prepared and serviced under OCA?

The reorganization of disaster lending into OCA was completed on July 3, 2022, and
disaster lending continued to occur before, during, and after to the transition without
disruption. Disaster servicing has been an OCA responsibility since the 1980s.

QUESTION 18:

How many core capital access program staff are being diverted to address this new structural
change?

SBA shared the internal approval document with Congress. The document describes the
movement of staff from the Office of Disaster Assistance (ODA) to OCA. There is no OCA
core staff diverted to this change; some OCA leadership positions will incorporate the
disaster lending function into their scope of leadership responsibilities, but the functions
themselves will be carried out by employees that transitioned with functions from ODA to
OCA.

QUESTION 19:

How will customer data for previous and current disaster loans be incorporated into OCA’s
databases?

Disaster loan data has always been incorporated into the Capital Access Financial Systems

(CAFS). Origination data on loan applications resides in the Disaster Data Warehouse,
which is now owned and managed by OCA.
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QUESTION 20:

How does SBA plan to improve oversight of the 7(a) lending program, particularly high risk
loans identified by the SBA OIG, in light of all the lessons learned from the high incidents of
fraud seen in pandemic lending programs?

SBA is implementing a unified lending platform that will incorporate lessons learned and a
state-of-the-art fraud risk framework that will improve oversight of all lending programs.

QUESTION 21:

In staff discussions with OIG staff, they have voiced concerns regarding OCA’s lack of
communication and coordination prior, during, and subsequent o the effectuation of the
reorganization. Will you commit to submitting to the OIG all the information that it requests?

SBA shared with OIG the reorganization memorandum prior to implementation. OCA is
very transparent with the OIG and shares information en a routine basis. We will
continue to honor OIG requests for information.

QUESTION 22:

Should the OIG make recommendations regarding the transfer, do you commit to expeditiously
implementing all recommendations?

SBA takes OIG recommendations seriously and typically agrees either fully or partially
with all OIG recommendations. We do not anticipate any change to this practice with
regard to the disaster lending transition.

QUESTION 23:
How many of your staff work from SBA office space to collaborate on this transfer?

The transition of disaster lending effectively began with the transfer of responsibility of
COVID EIDL loan processing on June 30, 2021 from ODA to OCA. These two offices,
along with individuals in various other offices within SBA, including the Office of
Administrator, Office of General Counsel, Office of the Chief Financial Officer, and Office
of Human Resources Solutions, collaborated and coordinated on this transition both
remotely and in SBA office space from the fall of 2021 through the July 3, 2022 effective
date of the reorganization, and continue to collaborate today with varying degrees of
remote and onsite work.
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QUESTION 24:

How many days have you personally spent physically in SBA office space to direct this
organizational change?

It is important to recognize that the vast majority of resources transitioned under this
reorganization are not located in the SBA’s Washington DC Headquarters location. Well
over 95% of personnel and office locations are located outside of Washington. The majority
of the work to direct the transition was conducted remotely by individuals assigned to SBA
Headquarters and in other offices. Being physically located in an SBA office space was not
a factor in determining the success of this reorganization.

Direct Lending

QUESTION 25:
Does the SBA plan to establish an initiative to restart 7(a) direct lending?
SBA will continue to focus on enhancing its lending programs, including the 7(a) program,

to ensure that small businesses have access to the capital resources they need to grow and
thrive.

QUESTION 26:

Does the SBA plan to request additional appropriations for a 7(a) direct lending program for the
FY23 appropriations cycle or the FY24 Presidential Budget Request?

SBA’s budget request will be made through the regular budget process.

Qutstanding Priority GAQ Recommendations
QUESTION 27:

As of Comptrolter General Dodaro’s June 3 letter to Administrator Guzman, the SBA has
implemented just 3 of 15 priority recommendations since June 2021. Many of the GAO’s
outstanding recommendations fall into the purview of OCA. On what date does SBA anticipate
fully completing and reporting an improper payment estimate for PPP, as recommended by
GAO-21-1917

The improper payment estimate for PPP will be reported in the FY 2022 Agency Financial
Report (AFR) when the report is released during the month of November, 2022.

QUESTION 28:

In March of this year, SBA stated to GAO it was working with a vendor to develop portfolio-
level analytics for the COVID-19 EIDL program, as recommended by GAO-21-265. Please
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provide an update regarding the progress of such work and a date certain on which SBA
anticipates such analytics will be developed and adding value?

SBA chose to leverage the data analytics reports being produced by the Chief Data
Officer’s team within SBA’s office of the Chief Financial Officer. These reports are
currently, and will continue to be, used by SBA’s fraud research team to further identify
potential fraud.

QUESTION 29:

For each individual GAO priority recommendation within OCA’s purview listed in GAO-22-
105566, will you please provide the date certain or approximate date on which SBA will have
fully taken and implemented actions necessary to resolve each outstanding recommendation?

Each recommendation is listed below along with its current status:

The Administrator of the Small Business Administration should expeditiously estimate
improper payments and report estimates and error rates for the Paycheck Protection
Program (PPP) due to concerns about the possibility that improper payments, including
those resulting from fraudulent activity, could be widespread. STATUS: On November 15,
2022, SBA reported an estimated improper payment amount and error rate for PPP in its
Fiscal Year 2022 Agency Financial Report. GAO closed this recommendation on
December 7.

The Administrator of the Small Business Administration should develop and implement
portfolio-level data analytics across Economic Injury Disaster Loan (EIDL) program loans
and advances made in response to COVID-19 as a means to detect potentially ineligible and
fraudulent applications. STATUS: Portfolio-level data analytics have been developed and
implemented to assist in the detection of potentially ineligible and fraudulent COVID EIDL
applications, loans, and grants; these reports were recently provided to GAO. GAO closed
this recommendation on December 7.

The Administrator of the Small Business Administration should conduct and decument a
fraud risk assessment for the EIDL program. STATUS: A COVID EIDL fraud risk
assessment was completed and provided to GAO; a refresh of that fraud risk assessment
was also completed and recently provided to GAO. GAO closed this recommendation on
December 7.

The Administrator of the Small Business Administration should develop a strategy that
outlines specific actions to address assessed fraud risks in the EIDL program on a
continuous basis. STATUS: To address this finding, the SBA stood up the Fraud Risk
Management Board, developed a Fraud Risk Action Plan, and provided GAO with a
walkthrough of how the COVID EIDL fraud team, utilizing data analytics produced by the
CFO’s office, conduct ongoing research to identify potential fraud in the EIDL portfolio.
SBA has supplied GAO with the fraud team’s procedures and examples of the data
analytics reports used by the fraud team. On December 9, SBA sent GAQ its updated
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Fraud Risk Profile, which SBA believes should address GAO’s remaining questions. SBA
is awaiting GAO’s response.

The Administrator of the Small Business Administration should implement a
comprehensive oversight plan to identify and respond to risks in the EIDL program to help
ensure program integrity, achieve program effectiveness, and address potential fraud.
STATUS: A comprehensive COVID EIDL oversight plan was provided to GAO on
8/22/2022. SBA provided additional responses to GAO questions in October and again on
December 8. SBA believes it has provided everything for GAO to close this
recommendation. SBA is awaiting GAQO’s response.

The Administrator of the Small Business Administration should conduct and decument a
fraud risk assessment for PPP. STATUS: A PPP fraud risk assessment was completed and
provided to GAO; a refresh of that fraud risk assessment was also completed and recently
provided to GAO. GAO closed this recommendation on December 7.

The Administrator of the Small Business Administration should develop a strategy that
outlines specific actions to monitor and manage fraud risks in PPP on a continuous basis.
STATUS: SBA recently provided a comprehensive document to GAO describing the
specific actions taken to moniter and manage fraud risks in PPP on a continuous basis;
additionally, other documents were recently provided to GAO including PPP data analytics
reports developed to assist in the detection of potentially fraudulent loans across the PPP
portfolio. On December 9, SBA sent GAOQ its updated Fraud Risk Profile, which SBA
believes should address GAO’s remaining questions. SBA is awaiting GAO’s response.

In response to several of GAO’s recommendations contained in GAQO-21-387, SBA indicated it
had “designated an antifraud entity to oversee and coordinate the agency’s fraud risk prevention,
detection, and response activities.” You suggested the Fraud Risk Management Board (FRMB)
was responsible for overseeing and coordinating SBA’s response to GAO and OIG
recommendations on the subject of fraud risk mitigation.

QUESTION 30:

Is the FRMB the antifraud entity referenced in the SBA’s responses to the recommendations in
GAO-21-387?

Yes

QUESTION 31:

If not, to what entity is SBA referring when it references the aforementioned antifraud entity?
N/A. It is referring to the FRMB.

QUESTION 32:
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For how many programmatic changes has the FRMB been responsible? What are they?

The FRMB serves as the designated anti-fraud entity responsible for oversight and
coordination of SBA’s fraud risk prevention, detection and responsible activities as set
forth in the GAO’s Framework for Managing Fraud Risks in Federal Programs (GAO 15-
539SP). While the FRMB serves as an agency-wide oversight body, program offices
remain principally responsible for fraud risk management design and execution for their
activities.

The FRMB is comprised of career SES officials to ensure continuity notwithstanding
changes in political leadership with the change in Administrations. The FRMB designated
a program manager to coordinate all activity. The FRMB also has approved the
implementation of an Advisory Team of subject matter experts (SMEs) from across the
Agency to further support the FRMB in decision making (for example, to inform fraud risk
management training, program and performance measurement, data analytics and legal
implications).

Since its establishment in February 2022, the FRMB has taken significant steps to
strengthening the Agency’s fraud risk framework. In the past ten months, the FRMB has
approved a fraud risk assessment tool that will be used by the Agency’s programs to
identify and assess fraud risks enterprise wide. The FRMB has also developed a schedule
for the performance of the fraud risk assessments by the program offices and the FRMB
will review the assessments. The FRMB has also led efforts to develop and implement an
Action Plan that details actions required to be taken (such as employee training, fraud risk
assessments, fraud risk remediation plans, etc.) as well as milestones to be achieved by the
Agency for the remainder of FY2022 and into FY2023 to further mature the Agency’s
fraud risk management program. The FRMB is also finalizing a multi-year strategic plan
that outlines goals, objectives, and outcomes to further advance fraud risk management to
an enterprise-wide initiative.

QUESTION 33:

For what specific substantive changes to program operations, rather than logistical coordinating
activities, has the antifraud entity referenced in the GAO responses been responsible without a
GAO or OIG recommendation instigating the antifraud entity’s action?

As described above, program offices are principally responsible for fraud risk management
and design. The FRMB supports agency-wide oversight of fraud prevention, detection and
response strategies that are anticipated to be principally designed and implemented at the
program and support office level. The FRMB works with program offices responsible for
responding to GAO and OIG recommendations related to SBA’s pandemic relief programs
in addition to laying the groundwork for a robust fraud risk management culture that
equips staff and leadership to identify the gaps related to staffing, skills, and internal
controls required for effective fraud risk management.
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In following the guidance set forth in GAO’s Fraud Risk Framework, FRMB has begun to
execute objectives beyond that which is identified in GAO and OIG recommendations. For
example, in its Action Plan, major SBA programs (in addition to pandemic relief
programs) as well as occupational/employee-based activities are scheduled for fraud risk
assessments. The FRMB is also working closely with SBA’s Chief Training Officer to
ensure that key employees receive training focusing on internal controls, enterprise risk
management and fraud prevention. The FRMB has also engaged sister agencies and the
oversight community to learn best practices in fraud risk management.

Question from:
Senator Shaheen

Restaurant Revitalization Fund

The Economic Injury Disaster Loan (EIDL) has been a critical resource for small businesses in
New Hampshire, especially for those highly impacted in restaurants and hospitality due to
COVID. While the Restaurant Revitalization Fund (RRF) also provided badly needed relief,
about two-thirds of restaurants did not receive anything. Nearly 600 New Hampshire applicants
pursued RRF and came up short. But last month, the GAO reported the SBA has $180 million in
“unobligated” RRF funds.

QUESTION 1:

Is there a plan to distribute this remaining $180 million to eligible applicants?

On November 23, SBA announced it was distributing the approximately $83 million of
remaining funds in the RRF program based on plan developed with the advice of the
Department of Justice. The $180 million in unebligated RRF funds reported by GAO are

based on total budgetary resources, which include anticipated returns from RRF awardees
that are not eligible for redisbursement.
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Questions from:
Senator Duckworth

During the pandemic, as main street shops and restaurants were struggling every day to stay
afloat, my office helped hundreds of Illinois businesses navigate the EIDL program at the SBA.
Many of the businesses my office interacted with faced repeated challenges throughout the EIDL
application process, especially with getting their EIDL applications approved and their
documents verified.

One of the common problems my office heard from constituents was regarding inadequate
communication from the SBA on the status of applications. Notably, constituents complained of
receiving vague letters from the SBA citing issues with applications, often leaving applicants
with more questions than answers. On top of that, to resolve these questions, businesses
struggled to even contact SBA representatives to work through their issues.

QUESTION 1:

Administrator Kelley — what is your response to this criticism regarding a lack of communication
between the SBA and EIDL applicants AND what is your plan to improve SBA’s
communication with the outstanding 41,000 undecisioned EIDL applicants and the 125,000
EIDL applicants with earmarked funding?

From the start of her tenure, Administrator Guzman has made improving communications
with COVID EIDL applicants and borrowers a priority. In February 2021, we expanded
access to the COVID EIDL portal to our 68 regional and district offices around the country
to better support small businesses requesting assistance with loan applications,
reconsiderations and increase requests. We made several enhancements to the COVID
EIDL portal to enable applicants and borrowers to make requests through the portal and
receive real time updates on status and push notifications. SBA also conducted several
direct email campaigns to alert millions of applicants and borrewers of important
deadlines such as the January 1, 2022 deadline for new COVID EIDL applications, the
May 6, 2022 deadline to stop processing increase requests and reconsiderations, and the
May 16, 2022 deadline to close the COVID EIDL customer portal.

All COVID EIDL reconsideration and increase requests received by the May 6, 2022
deadline have been reviewed. We continue to provide information to applicants and
borrowers who contact us through either our customer service number or one of our
district offices about the status of their last request, if they do not have a record of the final
determination. We also continue to communicate directly with small businesses that have
COVID EIDL funds previously approved and are still pending disbursement due to
outstanding loan closing documents, an unresolved issue with a bank return, or other issue
not related to suspected fraud. In certain cases, SBA is unable to provide the full details
regarding the status of the loan request to the applicant due to suspected fraud so as not to
impede with a potential criminal investigation. SBA takes seriously its responsibility to
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mitigate fraud, waste and abuse and is supporting the OIG, DOJ and other law
enforcement agencies investigative work as needed.

QUESTION 2:

Under your leadership, have you implemented any changes to the form emails, response letters
or other communications that will be utilized in future EIDL correspondence with applicants? If
yes, please describe the updates you have implemented.

Yes, we have implemented the following in the COVID EIDL Borrower Communication
Plan.

e Email Communication to COVID EIDL Borrowers

¢ A monthly reminder to all COVID EIDL Borrowers with instructions on how to
sign up for the Borrower portal in SBA’s Capital Access Financial System (CAFS).
In addition to the monthly reminder, there is a 3-stage sign-up email campaign
regarding first payment post-deferment coming due — all include a link for CAFS

sign up with instructions - www.sba.gov/pay

e Telephone
a. Auto-dialer to all Borrowers regarding upcoming payments
* Day after 1 email sent (Sent by August 1 for Nov. payments, September 1
for Dec. payments, October for Jan. 2023 payments, etc.)

- Message: This message is from the U.S. Small Business Administration
regarding your Economic Injury Disaster Loan. The 30-month payment
deferment period is ending soon. You must log in to your online SBA Borrower
portal for your payment due date and amount. An email was sent with a link

and instructions which can also be found at www.sba.gov/pay. If you did not
receive it or have additional questions, please contact the SBA customer service

center at 833-853-5638. Again, the SBA phone number is 833-853-5638.
b.  Auto-dialer to non-responsive Borrowers

= Same message as above
*  Same schedule as email (day after), plus an additional call 3-5 days after 15

call, staggered times of day

e Letter by U.S. Mail — regarding payments resuming, set up CAFS’ account
c. For non-responsive Borrowers - mail a letter 1 mo. before payment due

QUESTION 3:

Finally, do you agree that improving SBA’s communication with EIDL applicants is essential to
the successful disbursement of outstanding EIDL loans, especially those with earmarked
funding? If not, why?

Yes, SBA is committed to its mission to aid, counsel, assist and protect the interests of small
business concerns; preserve free competitive enterprise; and maintain and strengthen the
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overall economy of our nation. SBA is improving SBA’s communication with EIDL
applicants as is essential to the successful disbursement of outstanding EIDL loans,
especially those with earmarked funding. SBA has implemented monthly email
communication, updated website communication, and social media communication and
will continue to evolve and improve in this regard.

Another issue my office encountered with EIDL applicants was regarding applications that were
- to the belief of the constituents — erroneously flagged as “possibly fraudulent”.

QUESTION 4:

Administrator Kelley - what was the process at SBA for reviewing applications that were flagged
as “possible fraud” and what is the right recourse for business owners whose applications were
flagged ~ as they believe, erroneously ~ to finally receive the funding they may be eligible for?

If an applicant believes their application was incorrectly flagged and declined or approved
but their funds were held from disbursement, they will need to follow the instructions in
their SBA correspondence by submitting a reconsideration request together with the
required supporting documentation outlined in the SBA correspondence. Applicants can
also call SBA COVID EIDL Customer Service for the instructions as well.

QUESTION 5:
Of the EIDL applications that SBA flagged as possible fraud, how many of those applications
were closed without a secondary review process AND how many remain open or undecisioned

today?

Applications flagged and declined as possible fraud, would be reviewed if a reconsideration
and required supporting documentation was submitted.

Thank you in advance for your timely and thorough response to these questions.
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Question from:
Senator Inhofe

Customer Service at SBA

Mr. Kelley, one of my constituents, Mark Holden first filed for a COVID EIDL loan on July 9,
2021, for his business, SBG Services. It is my understanding that he was initially denied due to
SBA’s belief that he had filed duplicate applications.

From July 2021 to May 2022, Mr. Holden provided SBA with requested documentation in an
effort to have his application approved. Unfortunately, it appears that lines of communication at
SBA were not streamlined and Mr. Holden’s application process remained in limbo until May
20, 2022, when EIDL funds were exhausted, despite Mr. Holden’s good-faith efforts to ensure
that SBA had the information it needed in order to move forward with his EIDL loan application.

Mr. Kelley, every applicant of SBA programs should have reliable service from SBA, and know
exactly what information and documentation is needed to secure a loan, yet unfortunately, this is
not the first I have heard about delayed timelines and convoluted processes at SBA.

QUESTION 1:
Mr. Kelley, are you aware of other applicants having similar issues? Can you please explain why
SBA was unable to process Mr. Holden’s application more quickly and efficiently? Additionally,

what is SBA doing to improve customer service and response times?

To protect the privacy of the parties involved, we will not comment on an individual
borrower’s status in a public setting.

Questions from:

Senator Booker

Black Businesses and Access to SBA COVID Relief

Black small business owners were hit particularly hard by the COVID-19 pandemic. I was
pleased to support several COVID-19 relief packages that provided small businesses the
resources they needed to stay afloat through the Paycheck Protection Program (PPP) and the
COVID Economic Injury Disaster Loan (EIDL) program. I was disappointed to learn that many
Black borrowers and other borrowers of color struggled to access these loans.

An analysis of nearly 6 million PPP loans made between April 2020 and February 2021 found

that Black-owned businesses were disproportionately less likely to get their PPP loans from
small and mid-sized banks than white-owned businesses.
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“Mystery shopper” tests by the National Community Reinvestment Coalition in the summer of
2020 found that banks favored white borrowers over Black or Hispanic borrowers in 35% of
tests, giving them more information and better treatment. Black and Hispanic women received
the worst treatment.

It took seven days longer for small businesses with paid employees in majority-Black ZIP codes
to receive PPP loans than businesses in majority-white communities.

The Biden administration made several changes to the PPP and EIDL programs to open them up
to more Black-owned businesses.

QUESTION 1:

How did these changes affect the number Black business owners who applied for these
programs?

SBA did not collect race data for COVID EIDL and the PPP race data was underreported
(~25% reporting) and not fully accurate due to reporting inconsistencies among lenders.

QUESTION 2:

How did these changes affect the number of Black business owners who received a PPP or EIDL
loan?

SBA did not collect race data for COVID EIDL and the PPP race data was underreported
(~25% reporting) and not fully accurate due to reporting inconsistencies among lenders.

QUESTION 3:
How did these changes affect how long it took for Black business owners to receive a loan?

SBA did not collect race data for COVID EIDL and the PPP race data was underreported
(~25% reporting) and not fully accurate due to reporting inconsistencies among lenders.

QUESTION 4:

What lessons learned should the Small Business Administration (SBA) and Congress draw from
the experience of administering these programs?

SBA was able to scale its programs rapidly and deliver needed capital resources to small
businesses. In the process, the agency has gained significant efficiencies using technology to
help with application processing and communicating with applicants. In addition, we have
also learned that up front fraud controls that were established in 2021 have been more
effective in detecting and preventing fraud.
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Unfortunately, the problems we saw in the PPP and EIDL programs are not new or unique.
Lending discrimination is a persistent problem. For example, a 2018 study published by the
Federal Reserve found that, even when controlling for factors such as firm characteristics and
performance, Black-owned businesses were 20 percent less likely than white-owned businesses
to obtain a loan from a large bank.

QUESTION §:

What is the Small Business Administration doing now to ensure that Black-owned businesses,
and other minority-owned businesses, benefit equitably in the recovery?

We have increased our outreach and expanded our network of community-based lenders
that typically focus on underserved entrepreneurs and communities.

New Jersey small businesses are under a crushing amount of EIDL debt. This fall, borrowers will
begin to enter their repayment windows, but small business owners across the country continue
to struggle with staffing issues, supply chain disruptions, and lost revenue due to the pandemic.

QUESTION 6:
Does the SBA have any resources to identify hardship exemptions on repayment?

SBA has established a designated servicing center specifically for COVID EIDL loan
recipients. Covid EIDL Call Center: 833-853-5638 (option 1 for existing loans). Borrowers
are encouraged to reach out to the servicing center to discuss any issues regarding their
COVID EIDL loan, including payment concerns.

QUESTION 7:

Additionally, does the SBA have the authority to o postpone or eliminate interest accrual
considering the lingering economic conditions associated with COVID?

For example, the Biden Administration’s payment deferral for student loans did NOT accrue
interest and the Public Service Loan Forgiveness program has helped 145K student loan
borrowers.

No. Without legislative authority the SBA cannot retroactively set the interest rate for
COVID EIDL loans to zero during the 30 month deferment period.

SBA Budget

We heard in your testimony that the SBA supported $44.8 billion in new lending in Fiscal Year
2021. An incredibly high volume of lending. This year the SBA has requested a 13% increase in
lending authority across capital programs, to support ongoing demand for these programs. I
support the increase in resources to enable meaningful, supportive and necessary lending to
continue and to grow.
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QUESTION 8:

How do you, Administrator Guzman and the SBA plan to ensure that an increase in resources
will prioritize equitable distribution of lending to individuals who have historically been unable
or less likely to access capital?

SBA recently re-opened the CA Pilot program additional lenders. The CA program
specifically requires participating lenders to make 60% of its loans made by the
community-based entities to be to underserved businesses. SBA expects additional lending
in this program due to the admission of new lenders and streamlined rules.

QUESTION 9:

Furthermore, as we continue to hear from constituents who are still awaiting consideration for
pending EIDL loan increase or reconsideration, and have been waiting for months, how will
increased resources be used to streamline application reviews and communication with
borrowers?

SBA is no longer considering COVID EIDL applications for increase or reconsideration. For
communication, we have implemented the following in the COVID EIDL Borrower
Communication Plan

e Email Communication to COVID EIDL Borrowers

¢ A monthly reminder to all COVID EIDL Borrowers with instructions on how to sign up
for the Borrower portal in SBA’s Capital Access Financial System (CAFS). In addition
to the monthly reminder, there is a 3-stage sign-up email campaign regarding first
payment post-deferment coming due — all include link for CAFS sign up with
instructions - www.sba.gov/pay

e Telephone

a. Auto-dialer to all Borrowers regarding upcoming payments

= Day after 1* email sent (Sent by August 1 for Nov. payments, September 1 for
Dec. payments, October for Jan. 2023 payments, etc.)

= Message: This message is from the U.S. Small Business Administration regarding
your Economic Injury Disaster Loan. The 30-month payment deferment period is
ending soon. You must log in to your online SBA Borrower portal for your
payment due date and amount. An email was sent with a link and instructions
which can also be found at www.sba.gov/pay. If you did not receive it or have
additional questions, please contact the SBA customer service center at 833-853-
5638. Again, the SBA phone number is 833-853-5638.

b. Auto-dialer to non-responsive Borrowers

= Same message as above

* Same schedule as email (day after), plus an additional call 3-5 days after 1* call,
staggered times of day

e Letter by U.S. Mail — regarding payments resuming, set up CAFS’ account
¢. For non-responsive Borrowers - mail a letter 1 mo. before payment due
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Testimony for US Senate Committee on Small Business

Chairman Cardin, Ranking Member Paul, Members of the Committee, The issue we bring before
you today is one which strikes at the very heart of the American spirit, our small business
owners. At the onset of the Pandemic, The U.S. Small Business administration, with the
assistance of Congress, has made some bold commitments to small businesses, which they
have for the most part fulfilled. However, on numerous recorded occasions, they have failed to
deliver on promises to provide financial aid to applicants seeking to recover from the
devastating impact of COVID. Many SBA applicants have suffered from incorrect handling and
processing of their information, thus preventing them from receiving vitally needed aid. The
SBA has stated that a lack of funds is why these aid commitments have been left unfulfilled, this
obviously is of no fault of those who were promised financial assistance. This scenario highlights
the SBA overpromising its commitments, with the end result leaving countless small businesses
without the aid necessary.

The New Jersey Jewish Business Alliance (NJJBA) provides a comprehensive network of
opportunities to assist business growth and expansion in New Jersey. More than 30,000
individuals are employed by our 200+ members. When applying for the Economic Injury
Disaster Loan (EIDL), we were told to procure a signed 4506T form. Yet we were provided
misleading information by the SBA in the scope of information they required, and after months
of attempting to sort out this simple issue and having our attempts at communication refused
by the SBA, it was only through contacting Senator Booker's office that we were able to speak
to SBA officials and pinpoint exactly what was lacking in our application. Shortly after the
updated information, the SBA program shut down entirely, leaving us with no assistance after a
year of navigating the bureaucratic process.

Below, are experiences some of our members had while trying to obtain the EIDL.

* We have a daycare owner who, after satisfying countless requests to resupply their 4056T
form after months of receiving no response at all from the SBA, was notified their application
was under review before the program shut down entirely within the same week.

* We have rental property owners who accommodated tenants that were unable to pay rent
due to job losses related to COVID. After demonstrating goodwill to their renters, the landlord
applications were stuck down for all of their properties.

115 35 STREET =« UNION CITY, NJ 07087 =« 201-472-5120 = WWW.NJJBA.COM
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* We have a founder of a program for children with special needs. A low credit score was cited
as the reason why our partner was denied, and even after their score had been improved
beyond the required amount, SBA officials dismissed her requests for an updated review still
citing her low credit score, without even taking the time to verify.

In all of these cases, our affiliates endured waiting periods ranging from a few months to two
years while communicating with the SBA. These American small businesses navigated a difficult
economic environment, then struggled with a complex application process only to be left
without the aid they spent years fighting for. A review of the effort expended by our affiliate
and a revaluation of their status for aid would help ensure the survival of small businesses
across the country. Please, fund and approve the continuation of the SBA program.

Thank you for your time and for ensuring that America’s small businesses are not forgotten.

115 35 STREET =« UNION CITY, NJ 07087 =« 201-472-5120 = WWW.NJJBA.COM
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