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This is the second report resulting from the Office of Inspector General’s review 
of the Small Business Administration’s (SBA) Disaster Loss Verification Process.  
Loss verification refers to the process of evaluating the cause and extent of 
property damages, and is a key step in establishing borrower eligibility and the 
size of disaster assistance loans approved by SBA.  As of July 2006, SBA’s Office 
of Disaster Assistance (ODA) had conducted 315,000 loss verifications associated 
with the Gulf Coast hurricanes and had performed quality assurance reviews on a 
random sample of 777 of them.  The objectives of the review were to determine 
whether: (1) loss verifications were accurate; (2) ODA provided adequate 
direction to verifiers to ensure that losses were adequately verified; and (3) SBA 
exercised the proper level of oversight of the loss verification process. 
 
To assess the accuracy of loss verifications, we statistically sampled 65 of the 777 
loss verification reports that underwent a Quality Assurance Review (QAR) by 
ODA.  We focused our review on real property losses as we could not verify 
personal property losses, which were based strictly on borrower claims.  Of the 65 
sampled loss verification reports, 47 involved real property.  We performed on-site 
inspections of properties in Florida, Mississippi, and Louisiana associated with 30 
of the 47 loss verifications we sampled that involved real property.  We also 
interviewed loss verifiers about the training provided to them and reviewed the 
results of ODA’s September 2006 Disaster Loss Verification Evaluation Report.  
To determine whether SBA provided adequate direction to verifiers to ensure that 
losses were properly verified, we interviewed loss verifiers and ODA managers 
about the direction provided to SBA employees.  We also reviewed SBA’s Loss 
Verifier Training Manual.   
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To determine whether SBA exercised the proper level of oversight, we evaluated 
the adequacy of the quality assurance process used by ODA to review loss 
verifications.  We also assessed SBA’s compliance with the oversight provisions 
in its Letter of Obligation, which specified performance requirements for ODA 
employees designated to perform the loss verifications.  Finally, we interviewed 
officials at ODA, the Loan Processing Center in Fort Worth, Texas, and the East 
and West Field Operation Centers.   
 
We conducted the review between November 2006 and November 2007.  A more 
detailed description of our scope and methodology is provided in Appendix I. 
 
BACKGROUND 
 
SBA helps victims to recover from disasters and rebuild their lives by providing 
disaster assistance loans to homeowners, renters, and businesses of all sizes and to 
nonprofit organizations.  Before processing applications for disaster loans, ODA 
conducts on-site inspections, called loss verifications, to determine the estimated 
cost of repair or replacement of the damaged real, personal, and business 
property.  Loss verifications for disasters that occur within the continental United 
States are handled by employees assigned to ODA.  In February 2005, a group of 
employees assigned to ODA was determined to be the Most Efficient 
Organization1 (MEO) of an A-76 competition2 and on July 7, 2005 was awarded a 
5-year contract to conduct the initial loss verifications.   
 
To guide the loss verification process, ODA issued a Loss Verifier Training 
Manual.  The manual outlines ODA’s methodology for verifying property losses 
and determining current replacement costs for personal property, real property, 
and business losses associated with non-real property.  ODA may choose to either 
itemize personal property of borrowers or use standard allowances to assess 
personal property damages.  For instance, based on standard allowances listed in 
the Loss Verifier Training Manual, borrowers may receive up to $15,000 for 
damages to their living rooms and family rooms.  However, the maximum 
allowance for personal property damages is $40,000. 
 
Under the terms of the A-76 award, which is explained in SBA’s Letter of 
Obligation, SBA is required to prepare and implement a Quality Assurance 
Surveillance Plan to monitor the MEO’s performance and to conduct formal 
performance meetings during the first year of the contract.  To meet these 

                                                 
1 The Most Efficient Organization is the staff the Agency identifies to provide the needed services detailed  
   in a contract solicitation.   
2 Office of Management and Budget Circular A-76 establishes Federal policy requiring that commercial  
   activities performed by the government be subject to competition. 
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requirements, in June 2006, ODA established a QAR team, consisting of loss 
verifiers from its Loan Processing and Field Operations Centers, to evaluate the 
MEO’s performance.  The ODA review team concluded that the MEO exceeded 
performance requirements.   
 
In July 2007, we reported3 that QARs conducted of disaster loss verifications were 
altered, which allowed the MEO to meet performance requirements.  Further, we 
reported that because ODA both managed the MEO and performed the QAR, and 
would also incur penalties for non-performance, it lacked the independence 
needed to fairly evaluate the MEO’s performance. 
 
RESULTS IN BRIEF 
 
The audit determined that 11, or 17 percent, of the 65 loss verifications reviewed 
inaccurately reported the repair or replacement value of real property damages.  Of 
the 11 inaccurate reports, 7 overstated the repair or replacement value of real 
property damages by an average of 42 percent, while 4 understated the value of 
damages by an average of 16 percent.  Projecting these results to the universe of 
loans, we estimate that 16,272 of the 315,000 Gulf Coast loss verification reports 
completed as of July 2006 overstated losses by at least $367 million, and that 
another 6,709 of the 315,000 Gulf Coast loss verification reports understated 
losses by at least $4 million.4   
 
Real property damages were not accurately estimated because loss verifiers 
incorrectly calculated the square footage of the damaged property.  This occurred 
because loss verifiers did not always meet applicants at the disaster site to inspect 
the damaged property or enter all required information into SBA’s Disaster Credit 
Management System (DCMS) when estimating losses.  Loss verifiers also had 
difficulty determining how to measure square footage when the property was 
totally destroyed and the Loss Verifier Training Manual did not instruct verifiers 
on how to determine square footage when the property was totally destroyed.   
 
ODA also did not effectively monitor the quality of the 315,000 loss verifications 
completed between October 1, 2005, and March 31, 2006, as required by SBA’s 
Letter of Obligation with ODA, which was serving as the MEO.  Furthermore, 
since ODA managed the MEO, it lacked the independence needed to fairly 
evaluate the MEO’s performance.   
 
In addition, between October 2005 and March 2006, ODA spent $10.3 million for 
88,692 loss verifications on loan applications that were never approved.  These 
                                                 
3 Quality Assurance Reviews of Loss Verifications, Report Number 07-29, July 23, 2007. 
4 Estimates of inaccurate loss verification reports are based on a 95-percent confidence level, using the  
   lower limit instead of the midpoint estimate. 
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applications were declined during pre-processing of the applications either 
because the applicants’ creditworthiness was questionable or they lacked 
repayment ability.   
 
To improve real property damage estimates, we recommended that ODA reinforce 
the requirement for loss verifiers to meet the applicants at the location of the 
damaged property, note the dates they met the applicant in DCMS, and ensure that 
future QARs verify that applicants were met by loss verifiers.  ODA should also 
incorporate database completeness checks when upgrading DCMS to ensure that 
the data entered into DCMS is complete, and provide additional training on the 
loss verification module.  We also recommended that ODA revise the Loss 
Verifier Training Manual to instruct loss verifiers to use tax assessments, 
insurance information, or other appropriate sources, as the basis for estimating 
square footage of property that has been completely destroyed.  Finally, ODA 
should consider using loss verifiers from the Field Operation Centers to monitor 
the MEO’s performance and instruct loan officers not to assign loans declined 
during pre-processing to loss verifiers for assessment.  
 
ODA did not agree with our sampling methodology and questioned the validity of 
our projections.  They stated that the data extrapolated covers damages occurring 
during eight separate disaster declarations occurring over a nine month period and 
that the disasters covered 6 states and 147 primary counties.  They also disagreed 
with 13 of our initial 16 errors identified in the report.  Finally, ODA did not agree 
with our assessment of its Pre-Processing Decline procedures and questioned our 
position that loss verifications conducted on 88,692 files were declined during  
pre-processing of applications.  ODA stated that we did not properly review the 
status of each decline and, therefore, it was inaccurate to represent the entire  
pre-processing decline population as containing one set of variables, resulting in a 
projected $10.3 million in expenditures for these loss verifications.   
 
Our sampling methodology was reviewed by a professional statistician, who 
agreed with our methodology and projections.  The size of the universe and the 
size of the sample are statistically considered within the bounds of the sample 
appraisal.  While this particular sample of 31 may not have generated tight 
boundaries, it was still a valid sample.  In addition, we used the lower limit when 
making our projections, which resulted in projections showing the least number of 
errors.  We met with ODA in an attempt to reach agreement on the number of 
errors, which resulted in us revising the report to show 11 errors instead of 16.  
However, ODA still took issue with 3 of the 11 errors because the loss verifier 
retired and was unavailable for discussion on them.  We believe our position is 
valid because our conclusions were based on on-site visits to damaged properties.  
Finally, our analysis of the pre-processing decline codes did take into 
consideration the full range of reason codes.  We extracted all reason codes that 
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were not associated with pre-processing declines in an attempt to evaluate the 
impact of ODA’s pre-processing decline procedures on loss verification resources.     
 
RESULTS 
 
17 Percent of Reviewed Loss Verifications Inaccurately Reported Real 
Property Losses 
 
Eleven of the 65 loss verifications reviewed involving real property, or 17 percent, 
inaccurately reported the replacement cost of damages.  Seven of the 11 loss 
verification reports overstated the value of damages to real property by an average 
of 42 percent.  Projecting these results to the universe, we estimate that 16,272 of 
the 315,000 Gulf Coast loss verification reports overstated losses by at least  
$367 million, resulting in SBA potentially awarding loans in excess of the cost 
needed to restore the properties to their pre-disaster condition.  In some cases, real 
property losses were overstated by as much as 92 percent.  For example, two loss 
verifiers erroneously estimated losses for borrowers of $240,000 and $122,200, 
respectively, who were not eligible because the applicants were renters instead of 
owners of the damaged properties.  In one case, the applicant was approved for the 
loan, and in the other case ODA caught its error and did not approve the loan for 
real property losses. 
 
The remaining 4 loss verifications understated real property losses by an average 
of 16 percent.  Consequently, we estimate that at least 6,709 of the 315,000 Gulf 
Coast loss verification reports understated losses by at least $4 million, which 
resulted in borrowers being approved for smaller loans than were needed to repair 
their properties.  For example, in one instance the loss verifier estimated that 
repairs would cost $66,783.  However, upon re-verification the property damage 
was assessed at $83,174.   
 
Inaccurate Estimates of Real Property Damages Resulted from Errors in 
Calculating the Square Footage of Damaged Properties 
 
Both under-and overstatements of property damages were largely attributable to 
errors in calculating the square footage of the damaged property because loss 
verifiers either did not: 
 

• Always meet with borrowers to assess the damaged properties to accurately 
determine the size of the damaged properties or extent of the damage; 

 
• Enter all required information in DCMS; or 
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• Accurately determine square footage when the property was totally 
destroyed. 

 
Properties Were Not Inspected According to SBA’s Letter of Obligation 
 
According to SBA’s Letter of Obligation, which specified how loss verifications 
were to be performed, the MEO: 
 

 “…was to conduct a complete verification, which included entry into the 
location to determine cause and extent of interior damages.  The MEO was 
to be compensated for completed verifications without entry to a specified 
location only when the location had been destroyed, suffered major 
structural damage (jeopardy to safe entry), or was inaccessible for 
verification due to standing water, landslide, or similar unsafe situation.”.  
At least one visit with the applicant or their representative present was to be 
made to verify the exterior when the location was accessible for exterior 
verification.”    

 
However, a review of DCMS data and interviews with borrowers disclosed that 
loss verifiers did not always meet with borrowers on-site to assess the square 
footage and amount of damages to the property.  For example, one borrower told 
us that she was in Atlanta when the loss verifier conducted the loss verifications 
and that the verifier reported damage to the upstairs living room and kitchen when 
the living room and kitchen were downstairs.  In three other examples, 
documentation within DCMS disclosed that loss verifiers spoke to borrowers by 
phone to get permission to visit the damaged properties.  However, there was no 
indication that loss verifiers scheduled or conducted follow-up visits to meet 
applicants on-site.    
 
ODA officials told us that because many of the borrowers had relocated and were 
no longer in the disaster area, it waived the requirement for loss verifiers to meet 
with borrowers on-site.  To ensure that loss verifiers at least make all possible 
attempts to contact and/or meet with applicants to assess the properties they are 
evaluating, ODA should reinforce these requirements for loss verifiers, whenever 
possible, and ensure that its QAR process evaluates whether attempts were made 
to conduct these meetings. 
 
All Required Information Was Not Entered into DCMS 
 
Loss verifiers did not always enter all required information into DCMS.  Within 
DCMS, there are 14 screens that prompt loss verifiers to enter data on the 
composition of the dwelling, square footage of the interior rooms and exterior, and 
the extent of physical property damage.  Using this information, DCMS calculates 
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the estimated value of damages.  However, DCMS does not contain mandatory 
fields that must be completed before allowing loss verifiers to move to subsequent 
screens.  Consequently, loss verifiers can skip critical information, such as 
whether interior insulation, electrical wiring, garages, unfinished basements, 
siding or porches need to be replaced.  If DCMS were programmed to perform 
completeness checks, it would highlight missing information and prevent loss 
verifiers from proceeding without fully completing each data screen.  These 
checks should be incorporated into future upgrades of DCMS.  
 
Loss verifiers may not have been sufficiently trained on how to use the system’s 
loss verification module.  Generally, loss verifiers received only one week of 
training, which provided a brief overview of several topics, such as operating a 
personal laptop computer, the structure of ODA’s Disaster Credit Management 
System, the Loss Verifier Training Manual, general employee conduct, travel 
policy, and sexual harassment.  Because this training covered a variety of subjects, 
the amount of time devoted to DCMS was limited. 
 
No Guidance Was Provided to Loss Verifiers on Calculating the Square Footage of 
Property that was Completely Destroyed 
 
According to ODA’s Loss Verifier Training Manual, the loss verifier must 
determine the cost to reconstruct the property based on an estimate of the square 
footage.  However, reconstructing property that has been completely destroyed is 
difficult because the loss verifier cannot walk the length of the rooms or the 
perimeter of the foundation or structure to measure them.  The guidance also 
provides no alternative ways of measuring the property square footage.  As a 
result, the loss verifier must guess the size of the structure based on the size of the 
lot.   
 
We believe that when there is no structure on the property being evaluated, loss 
verifiers should be instructed to use tax assessments or other official property 
documents as the basis for estimating the square footage.  This practice would be 
comparable to that used by insurance companies.  While all tax assessments may 
not have square footage information, they would contain a description and 
estimate of the land and structures on the property.  Alternatively, if the applicant 
had homeowner’s insurance, the insurance documents could also provide 
information on the property size, value and replacement cost. 
 
SBA Did Not Exercise Proper Oversight of the Loss Verification Process  
 
SBA’s Letter of Obligation required ODA to develop a Quality Assurance 
Surveillance Plan and designate a representative who would routinely monitor the 
performance of the MEO.  Performance was to be monitored through a review of a 
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random sample of loss verification reports, and as needed, field observations.  
ODA also had the discretion to conduct formal performance evaluation meetings 
to discuss MEO performance at any time. 
 
Despite the provisions of the Letter of Obligation, ODA had drafted, but not 
implemented a Quality Assurance Surveillance Plan.  Also, while ODA designated 
a person to monitor the performance of the MEO, the individual had other full-
time duties to perform.  Consequently, the individual could not effectively monitor 
the quality of the over 300,000 loss verifications completed by the MEO between 
October 1, 2005, and March 31, 2006.  Additionally, the number of loss verifiers 
increased, bringing the total number of loss verifiers to approximately 1,000 by 
January 2006.  Subsequently, in March 2007, ODA assigned a full-time person to 
monitor the MEO’s performance.  While this was a step in the right direction, the 
significant volume of loss verifications and increase in loss verifiers made it 
difficult for one individual to monitor loss verifier performance without additional 
resources. 
 
Our previous report on the Quality Assurance Review of Loss Verifications noted 
that nearly 30 percent of the QARs were materially altered by a senior official, 
allowing ODA to avoid penalties and retain the work under the A-76 contract it 
had been awarded.  Moreover, during the QAR conducted by ODA, it did not find 
inaccurate repair or replacement values for damaged property because reviews of 
the loss verifier reports were limited.  Specifically, ODA simply conducted desk 
reviews without site visits to damaged properties, and did not include assessments 
on whether the repair or replacement values for damaged properties were 
accurately estimated by MEO loss verifiers. 
 
Further, because the MEO was housed within ODA, it lacked the independence 
needed to assess the MEO’s performance and had no incentive to find deficiencies 
within its own organization that would cause termination of the contract.  As a 
result, we recommended that the QAR function be assigned to an organization 
outside of ODA.  ODA management agreed with this recommendation and 
conducted another QAR in late August 2007.  However, at that time, SBA had not 
reassigned the QAR function to an organization outside of ODA, and the QAR 
was overseen by ODA’s Designated Government Representative, who lacked 
independence.   
 
Results of the August 2007 QAR showed that the work completed by the Field 
Inspection Team was within the guidelines in the Letter of Obligation.  Based on 
its review of a sample of 315 loss verification reports, and a random sampling of 
the files completed by the Field Inspection Team, the QAR found that the reports 
were 98.58 percent accurate, and noted 1 erroneous loss verification report 
resulting in a payment of approximately $2,300.  Since the last QAR was 
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conducted, the Office of Human Capital Management agreed to assume the QAR 
responsibilities, in response to our recommendations that the QAR function be 
assigned to an organization outside of ODA.  That office also agreed to develop 
new QAR guidance as we recommended. 
 
Finally, although not expressly required by the Letter of Obligation, ODA did not 
conduct formal performance evaluation meetings with the MEO to discuss its 
performance.  We believe performance evaluation meetings should have been 
conducted on a consistent basis to monitor the MEO’s performance, especially 
with significant increases in staff.  Further, without a performance evaluation, we 
questioned how ODA justified continuation of the contract through the option 
years. 
 
To help monitor the MEO’s performance, we believe ODA should use loss 
verifiers assigned to the two Field Operations Centers to monitor the MEO’s 
performance.  These loss verifiers assess damages incurred outside the continental 
United States that are not covered by the MEO and are a sizeable workforce that 
could provide the manpower necessary to effectively monitor the MEO’s 
performance through random on-site inspections.  They also have the expertise 
necessary to effectively evaluate the MEO’s performance and are frequently 
working out of the same field locations as the MEO. 
 
ODA Conducted Loss Verifications on Loan Applications that Were 
Declined, Resulting in the Expenditure of $10.3 Million that Could Have Been 
Put to Better Use 
 
Between October 2005 and March 2006 SBA conducted 88,692 loss verifications 
on applications that were declined during pre-processing of the applications.  
These applications were declined either because the applicants had questionable 
creditworthiness or lacked repayment ability.   
 
Although these 88,692 loans were declined in pre-processing, ODA sent loss 
verifiers to the associated properties to conduct loss verifications.  We estimated 
that the cost of conducting these unnecessary loss verifications was $10.3 million.  
This number is based on an average cost per verification of $116.28 divided by the 
$36.2 million in labor and travel costs incurred by the MEO in conducting the 
311,046 loss verifications.  Consequently, the $10.3 million could have been put to 
better use.   
 
Our methodology is more fully explained in Appendix II.   
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RECOMMENDATIONS 
 
We recommend that the Associate Administrator for Disaster Assistance: 

 
1. Reinforce the requirement, whenever possible, for loss verifiers to make all 

attempts to contact and/or meet the applicant at the damaged property, note 
the dates of contact and/or meetings with the applicant in DCMS, and 
ensure that future QARs determine the extent to which loss verifiers are 
attempting contact and meetings with applicants at the disaster site. 

 
2. Incorporate database completeness checks when upgrading DCMS to 

ensure the completeness of data entry.  
 
3. Ensure that loss verifiers receive additional training on the DCMS loss 

verification module. 
 

4. Revise the Loss Verifier Training Manual to instruct loss verifiers to use 
tax assessments, insurance information, or other appropriate sources, as the 
basis for estimating square footage of property that has been completely 
destroyed.  

 
5. Ensure that the MEO adheres to monitoring requirements specified in the 

Letter of Obligation by finalizing and executing the Quality Assurance 
Surveillance Plan and holding formal performance evaluation meetings. 

 
6. Use loss verifiers from the Field Operation Centers to monitor the MEO’s 

performance through random on-site inspections to ensure that the MEO is 
visiting the damaged property and properly evaluating the extent of 
damages. 

 
7. Issue a notice to loan officers instructing them not to assign applications to 

loss verifiers that have been declined during pre-processing of the 
applications. 
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AGENCY COMMENTS AND OFFICE OF INSPECTOR GENERAL 
RESPONSE 
 
On March 5, 2008, we provided ODA with a draft of this report for comment.  On 
March 26, 2008, ODA submitted its formal response, which is contained in its 
entirety in Appendix III.  ODA concurred with three of the seven original 
recommendations and commented on several issues raised in the report.  A 
summary of management’s comments and our response follows.  Where 
appropriate, we made necessary changes to the report to ensure all statements are 
factual based on our coordination with ODA.     
 
Comment 1 
 
ODA commented that the statistical universe sampled is not uniform because the 
data extrapolated covers damages that occurred during eight separate disaster 
declarations over a 9-month period and therefore, the type of damages, costs, time 
constraints and access to properties differed by region.  ODA also stated that the 
selection of 31 cases to revisit resulted in a sampling equal to 1/10th of 1 percent of 
the 315,000 cases completed.  As a result, ODA believes that the sampling may 
not be reflective of the overall quality of assistance provided to disaster victims 
during this period. 
 
OIG Response 
 
The OIG consulted with a professional statistician in conducting this audit, and 
our representation of the results were in accordance with the statistician’s analysis 
and advice.  Further, the statistical universe used in the audit was the same 
universe that SBA sampled from during its Quality Assurance Review (QAR) of 
loss verification reports.  SBA extrapolated its sample results to the universe of 
315,000 completed cases from the 8 disasters to make conclusions about the 
quality of loss verifications.  Since SBA considered this universe to be uniform for 
purposes of making conclusions about the quality of the loss verifications 
performed in the various states affected by the eight disasters, it should also be 
uniform for our purposes as we used the same universe of loans and derived our 
sample from SBA’s sample. 
 
Comment 2 
 
ODA stated our assertion that the June 2006 QAR results were altered to allow  
the MEO to meet performance requirements has not been substantiated, and 
therefore, should be removed from the report.  ODA further stated it completed an 
independent validation of the changes made to the QAR results, and that the QAR 
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supervisor had the authority to make, but unfortunately did not document his 
justification for, such changes.   
 
OIG Response 
 
We revised the report language to mirror that used in our previous report on the 
Quality Assurance Review of Loss Verifications.  We reported that nearly 30 
percent of the QARs were materially altered by a senior official, allowing ODA to 
avoid penalties and retain the work under the A-76 contract it had been awarded.  
We disagree with ODA’s suggestion that the QAR supervisor made legitimate 
alterations that unfortunately were not documented.  When interviewed, the QAR 
supervisor could provide no explanation or justification for any of the alterations 
he had made.  He admitted making the alterations in collaboration with MEO 
management, without consulting the reviewers.  Further, the supervisor never 
sought additional information with which to challenge the information reported by 
the loss verifiers.  We believe that had the changes been justified, the supervisor 
would have been able to explain his reasons for the alterations.   
 
Additionally, we disagree that ODA has performed an “independent” validation of 
the QARs.  The validation was performed by ODA, which, as we previously 
reported, is in a conflicted position.  Because ODA both managed the MEO and 
performed the QAR, and would also incur the penalties from for non-performance, 
it lacks the independence needed to fairly evaluate the MEO’s performance.  
Therefore, we continue to believe that independence can only be achieved once 
QAR responsibilities have been reassigned to an SBA organization outside of 
ODA.  Since these responsibilities and preparation of the new QAR guidance have 
been transferred to the Office of Human Capital Management, we believe that 
future QARs should be able to more reliably assess the quality of reviews 
conducted by ODA.   
 
Comment 3 
 
ODA took issue with the errors we identified in the report and said that it 
discovered numerous discrepancies, which significantly compromised the integrity 
of our review and any projections or assumptions that were based on our review.  
SBA further states that the discrepancies include inconsistent responses to the 
QAR questions, incomplete or missing loss verification reports (of the Field 
Operation Center verifiers), and incorrect square footage calculations. 
 
OIG Response 
 
ODA’s position that the reports contain discrepancies is based on ODA’s desk 
reviews of several documents provided by our office and analysis of our results, 
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without having the added benefit of examining the property and talking to the 
applicants.  In contrast, we identified errors based on field visits we conducted to 
the disaster locations and discussions with borrowers.  Furthermore, we enlisted 
the technical expertise of ODA’s Field Operation Center (FOC) loss verifiers in 
conducting our reviews.  FOC loss verifiers re-verified each property, and assisted 
us in preparing revised loss verification reports.  While we realize that the 
verification results may sometimes vary, we believe that site visits versus desk 
reviews are a more effective way of determining the accuracy of the initial 
verification.    
 
While we believe our assessment of damages is accurate, we agreed to reduce our 
reported deficiencies from 16 to 11 based on either Agency policy changes that 
affected verification procedures that were not provided to the OIG during the 
audit, guidelines that allowed a range of options in estimating damages, or 
insignificant differences between the OIG and ODA estimates.   
 
Comment 4 
 
ODA questioned our position that loss verifications conducted on 88,692 files 
were declined during the pre-processing of applications.  It stated that we did not 
properly review the status of each decline and, therefore, it was inaccurate to 
represent the entire pre-processing decline population as containing one set of 
variables, resulting in a projected $10.3 million in expenditures for these loss 
verifications.   
 
OIG Response 
 
We believe that the 88,692 pre-processing declines should not have been referred 
to loss verification.  These declines were assigned multiple reason codes, but at a 
minimum, they were all coded as either 20, 21 or 28.  Codes 20 and 21 are 
generated when the analysis of loan application information results in a conclusion 
that the applicant’s income, adding in existing debts, is insufficient to repay a 
disaster loan.  Code 28 is generated when an evaluation of the applicant’s credit 
report and related information indicates that the applicant has not complied with 
the terms of prior debt obligations.  In such cases, the Agency lacks reasonable 
assurance of the applicant’s willingness or ability to comply with the terms of a 
disaster loan and further review would not qualify these individuals for disaster 
loans.  Consequently, we believe the entire $10.3 million was unnecessarily spent 
on loss verifications that did not need to be performed.   
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Recommendation 1    
 
Management Comments  
 
ODA stated that the Field Inspection Team will continue to reinforce the 
requirements to make site visits. 
 
OIG Response 
 
We revised the recommendation to require the loss verifiers to make all attempts, 
whenever possible to contact and/or meet with applicants on site.  We consider 
ODA’s agreement to reinforce the site visit requirement to be partially responsive 
to our recommendation.  However, ODA did not respond to other portions of 
recommendation 1, including that it reinforce the requirement for loss verifiers to 
note in DCMS the dates they met with applicants, whenever possible, and ensure 
that future QARs determine whether all attempts were made by verifiers to contact 
and/or meet with applicants.  Both of these recommended actions provide better 
oversight of the loss verification process.   
 
Recommendations 2 and 3 
 
Management Comments 
 
ODA stated that there are completion checks within the loss verification program 
in DCMS, but agreed to review additional checks when upgrading DCMS.  ODA 
also stated that training sessions were implemented in Herndon last year that 
covered DCMS and other areas identified from its review and quality control 
process.  These sessions will continue on an annual basis.   
 
ODA added that DCMS issues are addressed by a Field Inspection Team technical 
expert immediately as they arise, and are brought to the attention of DCMS 
managers.  After the issues are resolved, all users are then trained on any changes 
and new procedures implemented for DCMS users.  ODA added that this training 
will be conducted on a continual basis by the Field Inspection Team. 
 
OIG Response 
 
We consider management’s comments to be responsive to both recommendations. 
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Recommendation 4 
 
Management Comments 
 
ODA stated that the Field Inspection Team requires inspectors to make site visits, 
and if no information is available on site, to use information available from the tax 
assessor, MSN Live, Pictometery, Inc., Google Earth, and any available reputable 
sources.   
 
OIG Response 
 
While we believe that the Field Inspection Team’s actions are commendable, 
ODA’s comments did not address our recommendation.  We recommended that 
ODA revise the Loss Verifier Training Manual to instruct loss verifiers to use tax 
assessments, insurance information, or other appropriate sources, as the basis for 
estimating square footage of property that has been completely destroyed.  The 
manual is the document that drives the loss verification process and such a 
requirement should be included in the manual.  Therefore, we consider ODA’s 
comments to be unresponsive to the recommendation, and will seek a management 
decision through the audit resolution process.  
 
Recommendation 5 
 
Management Comments 
 
ODA stated that it is updating the Quality Assurance Surveillance Plan 
information, and monitoring the FIT through desktop and onsite reviews to 
evaluate work quality.   
 
OIG Response 
 
ODA’s comments were not responsive to the recommendation that it execute the 
Quality Assurance Surveillance Plan specified in its Letter of Obligation as it did 
not indicate when it would finalize and implement the plan.  We believe that ODA 
should take the necessary steps to implement the QASP in accordance with the 
Letter of Obligation.  Accordingly, we will seek a management decision through 
the audit resolution process. 
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Recommendation 6 
 
Management Comments 
 
ODA stated that it is currently using Field Operation Center, PDC, and Customer 
Service Center employees to complete QAR inspections of the MEO.  ODA 
further stated that it performs quarterly onsite QAR inspections on recently 
completed files using FOC and PDC employees. 
 
OIG Response 
 
We do not believe that an annual QAR satisfies the monitoring requirements 
specified in SBA’s Letter of Obligation nor does it meet the intent of the 
recommendation.  ODA’s comments indicate that it is relying on its QAR process 
as its sole means for monitoring and evaluating the performance of loss verifiers. 
We recommended that ODA use FOC to conduct random on-site inspections to 
monitor the MEO’s performance, in accordance with its Quality Assurance 
Surveillance Plan.  This type of monitoring is real time and, if done properly, 
unannounced.   Therefore, we do not consider ODA’s comments to be responsive 
since it did not agree to monitor contractor performance in accordance with the 
Quality Assurance Surveillance Plan, and will seek a management decision 
through the audit resolution process. 
 
Recommendation 7  
 
Management Comments 
 
ODA stated that it did not feel there is a need to issue a notice to loan officers 
instructing them to not assign applications declined during pre-processing to loss 
verifiers.  ODA believes that because the pre-processing decline recommendations 
are system-generated, a final review by a skilled Senior Loan Officer is still 
required to determine whether a loss verification is required.  However, ODA 
indicated that since the processing of the Gulf Coast loans, ODA has modified its 
process and completed extensive training to avoid needless verifications that result 
from of an unwarranted override decision. 
 
OIG Response 
 
The alternative actions taken by ODA may be sufficient to address the 
recommendation.  However, ODA will need to provide additional details about the 
changes it has made to its process before we can consider its actions to be 
responsive to the recommendation.    
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ACTIONS REQUIRED 
 
Because your comments did not fully address recommendations 1 and 7, we 
request that you provide a written response by June 24, 2008, providing additional 
details and target dates for implementing these recommendations.  Please specify 
in your response: 
 

• Your plans for reinforcing the requirement for loss verifies to note in 
DCMS the dates they met with applicants; 

 
• The steps you will take to ensure that future QARs determine whether 

verifiers are meeting with applicants; and 
 

• Specific changes made in the processing of disaster loans to avoid needless 
verifications that result from of an unwarranted override decision. 

 
We appreciate the courtesies and cooperation of the Office of Associate 
Administrator Disaster Assistance; Disaster Assistance Processing and 
Disbursement Center and DCMS Operations Center representatives during this 
audit.  If you have any questions concerning this report, please call me at 
(202) 205-[FOIA Ex. 2] or Pamela Steele-Nelson, Director, Disaster Assistance 
Group, at (202) 205-[FOIA Ex. 2]. 
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APPENDIX I.   REVIEW OBJECTIVES, SCOPE AND 
METHODOLOGY 
 
The objectives of the review were to determine whether: (1) loss verifications 
were accurate; (2) ODA provided adequate direction to verifiers to ensure that 
losses were adequately verified; and (3) SBA exercised the proper level of 
oversight over the loss verification process. 
 
To assess whether the losses were accurately reported, we reviewed 65 loss 
verification reports that were statistically sampled from 777 loss verifications that 
had been completed as of June 30, 2006.  Estimates for projections were made 
with a 95-percent confidence level.  We focused our review on real property losses 
as we could not verify personal property losses, which were based strictly on 
borrower claims.  We performed on-site inspections of properties in Florida, 
Mississippi and Louisiana associated with 30 of 47 loss verifications we sampled 
that involved real property.  We also interviewed loss verifiers about the training 
provided to them and reviewed the results of ODA’s September 2006 Disaster 
Loss Verification Evaluation Report.  To determine whether SBA provided 
adequate direction to verifiers to ensure that losses were adequately verified, we 
interviewed loss verifiers and Office of Disaster Assistance (ODA) management 
about the direction provided SBA employees.  We also reviewed ODA’s Loss 
Verifier Training Manual.   
 
To determine whether the proper level of oversight was provided, we evaluated 
the adequacy of the quality assurance process used by ODA to review the quality 
of loss verifications.  We determined whether ODA followed the oversight 
provisions of its Letter of Obligation, which specified performance requirements 
for ODA employees designated to perform the loss verifications.  Finally, we 
interviewed officials at ODA; the Loan Processing Center in Fort Worth, Texas; 
and East and West Field Operation Centers.   
 
We conducted the review between November 2006 and November 2007.   
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APPENDIX II.  CALCULATION OF FUNDS PUT TO BETTER USE  
 
In March 2005, the Most Efficient Organization (MEO) amended its bid in 
response to the Performance Work Statement projected workload of 60,549 file 
verifications conducted evenly throughout the year.  Because of unexpected 
disasters, such as Hurricanes Katrina, Wilma, and Rita, the six-month performance 
period workload increased to 311,046 file verifications, or 10.3 times greater than 
the projected PWS workload of 30,275.  Consequently, the MEO was required to 
make immediate increases in staffing levels from a projected 90.86 Full Time 
Equivalent (FTE) positions to 354.20 FTE, or 3.9 times greater than the projected 
number of FTE required.  The table below compares actual MEO FTE positions 
and workload to projected MEO FTE positions and workload, and actual 
personnel costs of approximately $36.2 million. 
 

  Actual Workload Compared to Proposed Workload and Actual Personnel Costs 

 
Factors used to 
Calculate Funds Put 
to Better Use 

Number of FTE Positions 

Proposed MEO           30,275 90.86 
Actual MEO         311,046 354.20 
Factor (actual/projected)              10.3 3.9 
Total Personnel Costs  $32,292,660  
Overhead (12%)    $3,875,119  
Total Actual Cost  $36,167,779  
Total Cost Per Loss Verification File          $116.28  
Total number of site inspections where the 
applicants’ loan applications were denied 
because of questionable credit or repayment 
ability. 

    
           88,692 

 

Estimated Loss Verification Costs Put to 
Better Use (88,692 times $116.28)   $10,313,106  
Total Number of FTE Positions that “Could 
have been Put to Better Use” ($10.3/$36.2 = 
28.5 times 354.20 FTEs = 100.98 FTEs)          (100.95)  
Source: SBA September 27, 2006 Disaster Loss Verification Evaluation Report  
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