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Business Loans
Wyoming Bank Enters into $3Million
Settlement with the US Government

A Wyoming bank entered into a settle-
ment agreement with the U.S. Depart-
ment of Justice (DOJ) on June 4, 2014.
The agreement resulted from a lawsuit
initiated by a private individual on behalf
of the government. In the settlement
agreement, the bank agreed to pay
$3,000,000 to the U.S. government.

The DOJ alleged that the bank withheld
material information from, and made
material misrepresentations to, the SBA
regarding the financial condition of a
borrower that obtained a $2 million SBA
Section 504 loan. The DOJ previously
had filed a complaint alleging that the
bank falsely certified to the SBA that the
borrower was current on an interim
loan. In addition, the bank allegedly
failed to disclose cost overruns incurred
by the borrower.

Wisconsin Business Owner Sentenced on
False Statements Charges

On June 19, 2014, a Wisconsin business
owner and chief executive officer was
sentenced to 18 months imprisonment
and 24 months of probation, and was
ordered to pay $966,466 in restitution.
He previously pled guilty to making false
statements on a loan and credit applica-
tion.

The investigation showed that from De-
cember 2006 until July 2010, he provided
financial statements falsely representing
his firm’s profitability by increasing the
cash reserves, fixed assets, accounts re-
ceivable, and inventory, while reducing
existing liabilities. The false financial
statements were submitted to a bank.
The bank relied upon the false state-

ments in assessing the financial stability
and risk associated with the extension of
credit and other financial services to the
man’s company, including the approval
of a $750,000 SBA guaranteed loan. This
was a joint investigation with the FBI.

Business Owner Indicted in the state of
Washington

On May 21, 2014, the principal owner of
a Washington State computer repair
company was indicted for conspiracy to
commit bank fraud, bank fraud, and wire
fraud affecting a financial institution.
The indictment originated from an inves-
tigation of a $50,000 SBA loan for the
company in which false and fraudulent
information was submitted to a credit
union.  The investigation uncovered
eight additional loans from the credit
union, two construction loans from a
nonbank lender, and a credit line from a
bank, all of which were approved be-
cause of the fabricated information pro-
vided by the man and his former wife.
Moreover, they used secured loan pro-
ceeds from previous loans as security
deposits in addition to submitting fraud-
ulent employment and financial infor-
mation to entice financial intuitions to
approve more loan disbursements. This
is a joint investigation with the FBI.

Government
Contracting

West Virginia Man Indicted for Conspir-
acy

On June 3, 2014, a West Virginia man
was indicted for conspiracy to defraud
the government and for making false,
fictitious, or fraudulent claims. He had
been employed as a project manager
with a construction company and other

affiliated companies. An unindicted co-
conspirator had instructed him to alter
invoices submitted by subcontractors to
an inflated amount. The man then
caused these inflated invoices to be sub-
mitted to the government in a bid pro-
posal under an SBA Section 8(a) set-
aside contract that was subsequently
awarded to the construction company.

This is a joint investigation with the De-
fense Criminal Investigative Service
(DCIS), Federal Bureau of Investigation
(FBI), Department of Veterans Affairs
(VA) Office of Inspector General (OIG),
and Department of Labor OIG.

Texas Man Sentenced on False State-
ments Charges

On June 12, 2014, a Texas man was sen-
tenced to two years of probation, includ-
ing 90 days of home confinement under
electronic monitoring, and was ordered
to pay a $1,000 fine. He previously pled
guilty to making false statements to fed-
eral agencies.

In early 2009, the man recruited a ser-
vice-disabled veteran to be a partner in
a service-disabled veteran-owned small
business (SDVOSB). The veteran, believ-
ing that he was to be a silent partner,
agreed to be part of the company. In
actuality, the veteran had no financial
investment in the firm, performed no
work on the company’s behalf, and did
not exercise a controlling interest in it.
The Texas man used the fraudulently
obtained SDVOSB status of the company
to secure $1,328,957 in funds through
VA contracts. This was a joint investiga-
tion with the VA OIG.
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California Businessman
Sentenced for Violations of

Anti-Kickback Act

Former Co-Owner of DHS
Contractor Pleads Guilty

On June 17, 2014, the co-
owner of a former Depart-
ment of Homeland Security
(DHS) information technology
contractor pled guilty to con-
spiracy. The plea resulted
from an investigation reveal-
ing that he received $351,176
in illegal gratuities for provid-
ing internal government doc-
uments and information to
employees of a separate gov-
ernment contractor that
claimed SDVOSB status and
was subsequently awarded a
$24 million dollar DHS con-
tract as a result of the man’s
actions.

As part of his plea agreement,
the man agreed to forfeit
$351,176 and pay restitution
in that amount. This is a joint
investigation with the DHS
0IG, VA O0IG, and General
Services Administration (GSA)
OlG.

California Businessman Sen-
tenced for Violations of Anti-
Kickback Act

On June 27, 2014, a California
businessman was sentenced
to twelve months of prison,
three years of supervised
release, and a $126,964 fine
for conspiracy to bribe public
officials and violating the Anti
-Kickback Act. His construc-
tion firm was sentenced to
five years of probation, and a
$126,964 fine, jointly and
severally, for conspiracy to
bribe public officials and vio-
lating the Anti-Kickback Act.
A second businessman was
sentenced to six months of
prison, three years of super-
vised release, a $366,140

fine, and $105,025 in restitu-
tion to the Internal Revenue
Service (IRS) for violating the
Anti-Kickback Act and making
false tax returns. His con-
struction business was sen-
tenced to five years of proba-
tion and a $375,000 fine for
violating the Anti-Kickback
Act.

The four sentencings relate to
a previously reported scheme
involving bribery and kick-
backs at a Navy and Marine
base in California. Both con-
struction firms were associat-
ed with the SBA’s Section 8(a)
program. As of the above
date, nine individuals and
two businesses have been
charged, with eight sen-
tencings having occurred thus
far. This investigation origi-
nated based on allegations
that contractors in the 8(a)
program were receiving kick-
backs from subcontractors.
The additional allegations of
bribery of a public official
developed during the investi-
gation. This is a joint investi-
gation with the FBI, Naval
Criminal Investigative Service
(NCIS), IRS Criminal Investiga-
tion, DCIS, and GSA OIG.
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Agency Management

Audit Report 14-13: Significant Opportunities Exist to Improve the Management of the 7(a) Loan Guaranty Approval Process

On June 6, 2014, the OIG issued Audit Report 14-13, Significant Opportunities Exist to Improve the Management of the 7(a) Loan
Guaranty Approval Process. This report presents the results of the OIG’s audit of the 7(a) Loan Guaranty Approval Process.

The OIG determined that significant opportunities exist to improve the management of the 7(a) loan guaranty approval process to
mitigate the SBA’s risk of loss. Specifically, the OIG found that Loan Guaranty Processing Center (LGPC) management emphasized
quantity over quality for 7(a) loan reviews, which was not in accordance with the strategic mission of the LGPC. Additionally, the
OIG determined that LGPC loan specialists were not provided adequate guidance and training to conduct their 7(a) loan review
activities. Further, a decrease in the number of staff assigned to loan reviews, increase in loan size and complexity, additional LGPC
responsibilities, and inadequate supervision contributed to inappropriate loan decisions. Furthermore, based on a sample of 13
loans approved for $13 million, the OIG identified that 11 loans—approved for $11.3 million—had material underwriting deficien-
cies. In addition, based on limited reviews of 57 other loans, the OIG found evidence indicating that 8 of these loans— totaling
$5.6 million—should not have been approved due to repayment ability and eligibility deficiencies. Finally, the OIG identified suspi-
cious activity in five of the loans reviewed.

The OIG recommended five actions that will help strengthen the management of the 7(a) Loan Guaranty Approval Process. The
Agency generally agreed with the OIG’s findings and agreed with all of the recommendations. The Agency has taken steps to im-
prove the 7(a) loan guaranty approval process.

Audit Report 14-14: Improving Accuracy of Performance Reporting to Better Manage Disaster Loan Processing Time Expecta-
tions

On June 30, 2014, the OIG issued Audit Report 14-14, Improving Accuracy of Performance Reporting to Better Manage Disaster
Loan Processing Time Expectations. This report presents the results of the OIG's audit of the Small Business Administration’s
(SBA’s) disaster loan processing times. The OIG found that the SBA generally was unable to attain its disaster loan process time
performance goals unless it included applications that were automatically declined or quickly rejected before loss verification.
These types of applications typically took two or three days to process, whereas full processing took significantly longer. The SBA’s
reported average processing time — as published in its Congressional Budget Justification and Annual Performance Reports — in-
cluded the processing time for these two types of declinations. Because of the methodology it used to compute processing time
for disaster loan applications, the SBA’s reported performance did not accurately communicate to eligible applicants and oversight
officials how long it was likely to take for most applicants to receive a disaster loan. The OIG also found that processing time per-
formance standards were generally not attainable beyond certain application volume levels.

The OIG recommended that the Agency report the processing time for automatically declined applications and pre-loss verification
declined applications separately form applications that require more extensive processing, rather than continue averaging these
processing times together. Additionally, the OIG recommended that the SBA establish disaster loan processing time goals based on
actual average processing times, net of automatic declinations and quick rejections performed prior to loss verification. Further,
the OIG recommended that the established goals also consider the full processing time for all applications with withdrawals that
had reacceptances. Finally, the OIG recommended that the SBA establish processing time standards for different application vol-
umes based on historical performance and include anticipated processing time standards for a range of possible application vol-
umes in the annual Congressional Budget Justification and Annual Performance Report. The OIG’s written response to a request
from the U.S. Senate Committee on Small Business and Entrepreneurship for additional application information related to Hurri-
cane Sandy disaster loans is also attached.
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To promote integrity, economy, and efficiency,
we encourage you to report suspected instances of
fraud, waste, abuse, or mismanagement
in any SBA program to the OIG Hotline* at

http://www.sba.gov/office-of-inspector-general /2662

Or call the OIG Hotline toll-free, at (800) 767-0385

*In accordance with Sections 7 and 8L(b)(2)(B) of the Inspector General’s Act, confidentiality of a complainant’s personally
identifying information is mandatory, absent express consent by the complainant authorizing the release of such
information.

We welcome your comments concerning this update or other OIG publications.

To obtain copies of these documents please contact us at:

SBA Office of Inspector General
409 Third Street SW, 7th Floor
Washington, DC 20416
E-mail: oig@sba.gov
Telephone: (202) 205-6586 FAX (202) 205-7382

Many OIG reports can be found on the OIG’s website at
http://www.sba.gov/office-of-inspector-general

To view recent press releases, click here, or visit our website at
http://www.sba.gov/office-of-inspector-general /17611
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