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REDUCING MISMANAGEMENT: GAO REC-
OMMENDATIONS FOR IMPROVING THE SBA

WEDNESDAY, MARCH 6, 2024

HOUSE OF REPRESENTATIVES,
COMMITTEE ON SMALL BUSINESS,
Washington, DC.

The Committee met, pursuant to call, at 10:02 a.m., in Room
2360, Rayburn House Office Building, Hon. Roger Williams [chair-
man of the Committee] presiding.

Present: Williams, Meuser, Alford, Crane, Maloy, Velazquez,
MecGarvey, Scholten, Thanedar, and Davids.

Chairman WILLIAMS. Before we get started I would like to rec-
ognize Congressman Mr. McGarvey from the great state of Ken-
tucky to lead us in the prayer and the pledge. Stand please.

Mr. MCGARVEY. Our Father we thank you for allowing us to
gather here today. And ask that you be with us as we seek to serve
the people in the way that you see fit with mercy, justice, with
compassion for all. Amen.

Chairman WILLIAMS. Amen.

Mr. MCGARVEY. I pledge allegiance to the Flag of the United
States of America, and to the Republic for which it stands, one na-
tion, under God, indivisible, with liberty and justice for all.

Chairman WILLIAMS. Good morning, everyone. I now call the
Committee on Small Business to order. Without objection, the
Chair is authorized to declare the recess of the Committee at any
time. I now recognize myself for an opening statement.

Welcome to today’s hearing, which will focus on examining the
Government Accountability Office’s recommendations for reducing
mismanagement at the SBA. I would like to start off by thanking
our witnesses for joining us today, thank you very much, and your
attendance is greatly appreciated and we value your input we will
receive.

The SBA was thrust in the national spotlight during the COVID-
19 pandemic. They took an oversized role in the delivery of pan-
demic assistance when American entrepreneurs were in great need.
Now that that pandemic is over we have been seeing all the after
action reports on how the agency did during those stressful days.
Unfortunately, the inspector general and other government watch-
dogs discovered there were hundreds of billions of taxpayer dollars
stolen by fraudsters. It became abundantly clear to this Committee,
that the COVID-19 pandemic broke the SBA, and it is time to open
the hood and fix what has failed American taxpayers.

At the start of each Congress, the GAO releases a high-risk list
of programs with significant problems that have high vulnerability
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to waste, fraud, abuse, and mismanagement, unfortunately the
SBA still has many outstanding recommendations on this list that
we are going it to hear about in more detail this morning.

It is imperative that this Committee evaluates not just how the
SBA handled the previous pandemic, but also, what role they
should play in the future. So given their poor track record with de-
tecting fraud on the front end, I am very skeptical that this agency
should ever be charged with delivering such quantities of taxpayer
dollars ever again. Additionally, since we were so much fraud that
we saw that took place, I would hope that more of the GAO’s rec-
ommendations would have been completed by now, since many of
them discuss the integrity and the fraud controls within the pro-
grams. The SBA’s inability to address the open GAO recommenda-
tions is a concern over its ability to aid our nation’s job creators.
When businesses have operational issue changes are quickly made
to ensure it does not happen again.

This same entrepreneur spirit does not seem to exist at this
agency which seems to be weighed down by slow-moving bureauc-
racy. So look no further than the agency’s work from home policy.
Even though the Biden administration’s been pushing hard to get
employees back in the offices, the SBA is still only utilizing around
10 percent of their office space. This is not only a slap in the face
to small business owners that get dressed and go to work every
day, but also undoubtedly reducing the quality of work from people
who might be able to focus on walking their dog or doing laundry
than helping an entrepreneur in need.

It is my hope that today’s conversation can point us in the right
direction regarding what needs to change at the SBA. Our Commit-
tee’s job is to be main street’s voice at the table and we will con-
tinue to do our best on their behalf.

I now would like to recognize—once again, thank our witnesses
for being here with us and I am very much looking forward to our
conversation.

And with that, I yield to our distinguished Ranking Member
from New York, Ms. Velazquez.

Ms. VELAZQUEZ. Thank you, Chairman Williams, and thanks
to our witnesses for your willingness to testify before our Com-
mittee today. I always look forward to hearing testimony from
GAO, because the information provided is fact-based, nonpartisan,
and focused on improving government services.

Today, I hope we can set aside partisanship, learn more about
your findings and discuss ways to improve the delivery of services
to small businesses. Beginning with the pandemic relief programs,
SBA executed 14 years of lending in 14 days, to help keep small
businesses afloat during the pandemic. These programs helped mil-
lions of businesses across the country. Unsurprisingly, there were
bumps in the road with the implementation of these new programs.
We have learned through reports that the potential fraud ranges
from $36 billion to $200 billion.

While we may never know the full extent of that fraud, we do
know for certain that the majority of that fraud took place in the
first 9 months of the pandemic. We took that seriously then, which
is why this Committee held a number of oversight hearings. Due
to the work of GAO and the IG we were able to put internal con-
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trols in place to prevent fraud in the PPP and EIDL programs. And
let me tell you, it wasn’t easy.

Congress and our nonpartisan agencies like GAO and the IG had
an incredibly difficult time getting basic information from the
Trump administration and the agency was less than forthcoming
with documentation and access to data.

When Administrator Guzman was confirmed, that all changed.
In testimony before the Committee on April 20, 2021, GAO testified
that the new administration was more forthcoming with informa-
tion. GAO’s May 15, 2023, letter to SBA which delineates priority
open recommendations validates Administrator Guzman’s commit-
ment to implementing GAO’s recommendations. In fact, their 4-
year implementation rate was 100 percent for the past 3 years,
well above the 77 percent rate government wide. I hope to learn
more about the agency’s progress in implementing the remaining
36 open recommendations, which include 10 priority recommenda-
tions.

In 2021, and at the beginning of the 117th Congress, SBA was
added to GAO’s high-risk list due to its mishandling of the pan-
demic relief program. Hearing more about SBA’s progress in ad-
dressing the areas that left the agency susceptible to fraud will be
useful. Looking to the future, I hope to hear GAO’s perspective on
SBA efforts to stand up the Fraud Risk Management Board to pre-
vent fraud and other challenges facing the agency.

GAO’s priority recommendations can offer a blueprint for the
Committee’s oversight work. Through hard work and a true com-
mitment to bipartisanship, we can confront these challenges to-
gether and improve the effectiveness of the SBA.

Thank you, Mr. Chairman. I yield back.

Chairman WILLIAMS. Yields back.

I will now introduce our witnesses. Our first witness here with
us today is Dr. Courtney LaFountain. Dr. LaFountain is the acting
director of financial markets in community investments at the U.S.
Government Accountability Office right here in Washington, D.C.
At the GAO she has launched the emerging risk task force to sup-
port the agency’s ability to provide Congress with reliable, high-
quality information and emerging risks.

She also had led teams that examine the effects of the U.S. Gov-
ernment’s pandemic response, and has been instrumental in the
GAO’s work on financial market resilience and stability, social safe-
ty net program design and public finance.

Prior to working at the GAO Dr. LaFountain was an assistant
professor at the University of Texas in Arlington. That is in my dis-
trict. Home of the Mavericks.

Ms. LAFOUNTAIN. That is right.

Chairman WILLIAMS. And Dr. LaFountain earned a bachelor of
arts degree in mathematics from Washington University in St.
Louis, and went on to earn her Ph.D. in economics also from Wash-
ington University. She is recipient of the 2022 Arthur S. Flemming
award recognizing outstanding federal employees. I thank you for
joining us today and we look forward to our conversation.

Our next witness here with us today is Johana Ayers. Ms. Ayers
is the managing director of the forensic audits and investigative
service team at the U.S. Government Accountability Office here in
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Washington, D.C. At the GAO, Ms. Ayers leads and oversees efforts
to provide Congress with high quality forensic audits and investiga-
tion fraud, waste, and abuse, other special investigations and secu-
rity vulnerability assessments. Prior to being named managing di-
rector, Ms. Ayers served as director in GAQ’s defense capabilities
and management team. Ms. Ayers earned her bachelor of arts de-
gree in international relations and affairs from the American Uni-
versity and went on to earn her master of arts in international re-
lations and affairs from George Washington University. Thank you
for joining us today and we look forward to the conversation we are
going to have.

And before we recognize the witnesses, I would like to remind
them that their whole testimony is restricted to 5 minutes in
length. If you see the light turn red in front of you it means your
5 minutes have concluded and you should wrap up your testimony.
And periodically you may, if you go over you will hear this, and
that is to remind you to wind it up, okay?

I II{IOW recognize Dr. LaFountain for her 5-minute opening re-
marks.

STATEMENT OF DR. COURTNEY LAFOUNTAIN, ACTING DIREC-
TOR, U.S. GOVERNMENT ACCOUNTABILITY OFFICE, FINAN-
CIAL MARKETS AND COMMUNITY INVESTMENTS, ACCOM-
PANIED BY JOHANA AYERS, MANAGING DIRECTOR, U.S. GOV-
ERNMENT ACCOUNTABILITY OFFICE, FORENSIC AUDITS,
AND INVESTIGATIVE SERVICES

STATEMENT OF DR. COURTNEY LAFOUNTAIN

Ms. LAFOUNTAIN. Thank you, Chairman Williams, Ranking
Member Velazquez, and Members of the Committee. Thank you for
the opportunity to discuss GAO’s work on Small Business Adminis-
tration programs.

SBA’s mission is to help Americans start, build, and grow busi-
nesses and help communities recover from disasters. Based on our
work, I would like to highlight three areas where SBA can improve
program management and more effectively meet that mission in
the future.

The first area, as you have alluded to, is SBA’s pandemic relief
programs. SBA quickly set up programs to respond to the unprece-
dented economic shock of the pandemic, and altogether, it made or
guaranteed more than $1 trillion in loans and grants and assisted
more than 10 million small businesses.

However, quick loan approvals came at the expense of oversight
and Fraud Risk Management, especially early in the pandemic.
Our work uncovered a number of weaknesses, such as reliance on
inefficient pay and chase approaches instead of up-front prevention
of fraud and other improper payments. These early decisions also
affected the reliability of SBA’s financial reporting, and its inde-
pendent financial auditor has repeatedly identified weaknesses and
its ability to support the numbers on its balance sheet.

Where SBA has addressed our recommendations, it has signifi-
cantly strengthened oversight and management of fraud risks. For
example, it put controls in place to prevent funding for potentially
fraudulent or ineligible applications, and monitor forgiveness of



5

certain loans. As a of fiscal year 2023, we estimated that taking
these steps saved the government at least $12 billion.

So, we think SBA should keep going. It should continue to build
out data analytics for preventing and detecting fraud and fully ad-
dresses the weaknesses in its financial statements. With a robust
system of internal controls and Fraud Risk Management, SBA will
be better placed to support small businesses in future emergencies,
and in normal operations while also ensuring that taxpayer dollars
are going where they should.

The second area I will highlight is SBA’s disaster loan program,
which offers low-interest loans to small businesses and households
after disaster. For example, SBA made over $7 billion in loans to
those affected by hurricanes Harvey, Irma, and Maria in 2017.

Our reviews of this program uncovered obstacles to those pro-
viding and obtaining disaster recovery assistance. We found that
SBA struggled to operate effectively after the 2017 hurricanes
where the power was out, or the phone lines were down, and espe-
cially in rural areas. We also found issues with clear communica-
tion and an uneven playing field for accessing federal disaster as-
sistance in general.

So, SBA has made a start here. It has improved disaster-specific
action planning and started looking at its operating risks. But we
would urge SBA to take further action. We recommended that SBA
review its lending standards and see if it can reduce barriers while
still managing its credit risk.

We also think SBA should continue working with other federal
agencies to level the playing field for access to disaster assistance.
These steps can improve how communities recover in the future.

The last area I will highlight cuts across multiple SBA activities.
Our reviews of SBA’s 8(a) program, its oversight of small business
research programs, and its efforts to support veteran-owned small
businesses all revealed that SBA wasn’t providing required reports
to Congress in a timely or complete manner. These reports contain
key data elements describing program participation and funding
amounts and various outcomes, and fully addressing our rec-
ommendations in this area would improve SBA’s capacity to deliver
reports on time, completely, and provide information needed for ef-
fective oversight for small business programs.

So, this concludes my opening remarks. Thank you again for the
opportunity to speak here today. And my colleague and I would be
glad to take your questions.

Chairman WILLIAMS. Thank you. And we will now move to the
Member questions under the 5-minute rule we talked about. I rec-
ognize myself now for 5 minutes.

The COVID-19 pandemic showed some serious weaknesses with-
in the SBA which we have already heard. The agency’s inspector
general estimates there was over $200 billion in fraudulent pan-
demic dollars stolen by criminals. This is unacceptable and it is a
high number, and I am proud of the creative solutions coming out
of this Committee to get some of these funds returned to the tax-
payers. However, I don’t want everything we do to be backwards
looking. If there is ever another time where the SBA needs to de-
liver funds quickly, I am extremely concerned that they have yet
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to institute the proper guardrails to prevent and detect fraud with-
in these programs.

So, the GAO has also highlighted some outstanding concerns on
this issue. So, I am going to open the floor to either one of you,
both of you: What is the single most important fraud control meas-
ure that the SBA could implement to fix the remaining
vulnerabilities. Johana?

Ms. AYERS. So thank you for that question. I think the key con-
trol that SBA does need to put in place is what you alluded to, and
that is, focusing on prevention. So if I could ask for one thing for
SBA to do, it is to end the reliance on self-certification. And I will
take a second to make a pitch for data analytics so that SBA can
appropriately screen applications as they come in, flag those that
look suspicious, and quickly take actions to resolve them. And if
the fraudster does happen to receive money, have those analytics
in place so that SBA can readily detect when fraud has occurred.
But the number one thing would be to end self-certification.

Chairman WILLIAMS. You want to add to that?

Ms. LAFOUNTAIN. No, nothing to add, sir.

Chairman WILLIAMS. Okay. All right.

Ms. LAFOUNTAIN. Thank you.

Chairman WILLIAMS. So, one of the high-risk recommendations
has been identified as a major issue for the agency is their weak-
ness in the audited financial statements. For any small business
owner, complete and accurate financial statements are necessary to
stay in business. They have to be able to track all the money com-
ing in and out of their businesses. So can, again, either of you dis-
cuss in greater detail some of why this recommendation remains on
the SBA’s priority list and what the agency has yet to do to it.

Ms. LAFOUNTAIN. So, this is a really important issue that you
are raising. As you mentioned, to operate effectively and efficiently
as possible, we need to understand the, you know, status of the bal-
ance sheet, what is happening in SBA. So, what SBA’s financial
auditors found were a number of material weaknesses related to
the pandemic relief programs, that basically boiled down to a lack
of documentation and being able to just support where the num-
bers on its balance sheet came from. There are a lot of details to
dig into there but that is the main issue.

Some driving factors that led to this situation were the, you
know, the speed and the size and the newness of the programs, but
what we see here is a real opportunity for SBA to address the
weaknesses in its internal controls around these programs so that,
you know, going forward, they will have a stronger financial man-
agement system.

Clﬁairman WILLIAMS. Just do what they are told, that always
works.

I have a little time left here, can either of you summarize a re-
cent GAO report on the SBIR programs so this Committee can en-
sure it is receiving all the pertinent information on the program be-
fore it expires in a few years.

Ms. LAFOUNTAIN. So, this is another important issue, the
small business research programs. So, SBA’s role in the Small
Business Innovation Research is an oversight role, and kind of a
central body for communicating and policymaking, and then also
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producing a report to Congress on various outcomes related to the
Small Business Research Programs. Some of the challenges we
have highlighted with those programs are staffing at SBA, and re-
source constraints, but also, there’s a lot of variety in the federal
agencies from whom SBA is trying to collect information. But we
think there is some opportunities here for SBA to improve that
process, to fully document, you know, a plan and some policies and
procedures to improving the timeliness with which it can produce
that information.

Chairman WILLIAMS. Well, they require so much from the bor-
rower. They probably need to do the same thing they require the
borrower to do; fill the right paperwork out and fill all the blanks
in and do what they are asked to do.

I now recognize the Ranking Member for 5 minutes of questions.

Ms. VELAZQUEZ. Thank you, Mr. Chairman. Administrator
Guzman has said that she takes GAO’s recommendations seriously.
In your view, is SBA cooperating with ongoing audits and working
to implement the open recommendations in a timely manner?

Ms. LAFOUNTAIN. So, there is a couple of indicators we can
look at to shed some light on SBA’s responsiveness and get a sense
of how seriously they are taking GAQO’s recommendations. One is
their 4-year implementation rate. In the past few years that has
been high at 100 percent, I think for the past 3 years. And then
for a handful of years prior to that, it was mostly at or higher than
the government average of about 77 percent. So, they are on the
high end of the distribution there.

Ms. VELAZQUEZ. Thank you.

Ms. Ayers, could you share your experience with the current ad-
ministration, and then discuss the difficulties you face in obtaining
PPP and EIDL data from the previous administration?

Ms. AYERS. Yes, thank you for that question. I think I will an-
swer it in a little bit reverse order. So throughout 2020, as SBA
was designing and implementing the pandemic relief programs, we
did, as you alluded to in your statement, encounter significant chal-
lenges and delays in receiving the data and documentation that we
needed to help support congressional oversight of these programs.
And those delays and challenges certainly hindered accountability
and transparency in those programs.

In 2021, we did start to receive large volumes of the data and
documentation that we needed for oversight of those particular pro-
grams. And I think on the whole, we have continued to see coopera-
tion and responsiveness from SBA officials at all levels in response
to our request, not only on the pandemic relief programs, but
across the range of programs that SBA is responsible for.

Ms. VELAZQUEZ. Thank you, thank you.

Ms. Ayers, in 2015 GAO developed a Fraud Risk Framework to
help agencies manage their risk both in normal operations and in
emergencies. In 2016, the Fraud Reduction and Data Analytics Act
required the Office of Management and Budget to incorporate these
leading practices into guidelines for agencies. What steps did the
Trump administration’s SBA take to implement these practices?

Ms. AYERS. So unfortunately between 2015 when we released
the Fraud Risk Framework and its leading practices, and 2020, at
the start of the pandemic, SBA had not taken action to implement
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the various controls outlined in the Fraud Risk Framework for pre-
venting, detecting and responding to fraud in a strategic manner.
And as a result, when the pandemic began, SBA was not well-posi-
tioned to manage the heightened fraud risk that emerged.

Ms. VELAZQUEZ. Would you say that if these practices were in
place could some of that fraud have been prevented?

Ms. AYERS. Yes.

Ms. VELAZQUEZ. Okay. What steps has the Biden SBA under
the leadership of Administrator Guzman taken to implement this
recommendation?

Ms. AYERS. SBA has taken a number of actions that are in
alignment with the Fraud Risk Framework. For example, it has
designated an entity to lead its antifraud efforts, the Fraud Risk
Management Board. It has also begun conducting fraud risk as-
sessments in alignment with leading practices. And it has also de-
veloped antifraud strategies for some of programs, and that can
serve as a bJueprint for going forward.

Ms. VELAZQUEZ. Thank you. Are there areas where SBA can
improve?

Ms. AYERS. I certainly think there is always room for improve-
ment. I think in the fraud risk management space, specifically
what SBA has done to date does represent important steps for-
ward. But SBA needs to build on those in terms of broadening
across the range of programs that SBA is responsible for admin-
istering, and then ensuring that Fraud Risk Management culture
is engrained throughout the agency. From not only the adminis-
trator, but to the lowest-level employee and also to the contractors
and service providers that SBA works with.

Ms. VELAZQUEZ. Thank you. In the fiscal year 2024 budget,
President Biden recommended $47 million for the Office of Inspec-
tor General. Unfortunately, we have been operating under a con-
tinuing resolution that provides level funding. How does under-
funding the inspector general hinder their ability to recover fraudu-
lent money?

Ms. AYERS. So I believe IG Ware has testified before this Com-
mittee on the importance of his office receiving full funding so that
it can carry out the necessary investigations and audits, not only
related to the pandemic relief programs and the fraud that oc-
curred there, but across the range of SBA programs.

Ms. VELAZQUEZ. Thank you. I yield back.

Chairman WILLIAMS. Lady yields back.

I now recognize Representative Crane from the great State of Ar-
izona for 5 minutes.

Mr. CRANE. Thank you, Mr. Chairman and thank you for hold-
ing this hearing today. So am I correct that there was about $200
billion worth of fraud that we have—that we have calculated with
the PPP loans? Is that correct?

Ms. AYERS. So the SBA inspector general has estimated that
fraud in the PPP and COVID-19 EIDL programs was $200 billion,
yes.

Mr. CRANE. Okay. Are we going after any of that money? Is the
SBA going after any of that trying to recuperate any of it?

Ms. AYERS. So I will start off by saying the SBA OIG under In-
spector Ware’s direction has an aggressive effort to conduct inves-
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tigations and refer cases for prosecution. SBA has also taken steps
to review previously approved loans under the pandemic relief pro-
grams and to flag those that are potentially fraudulent and refer
those to the SBA OIG for further investigation.

Mr. CRANE. Ms. Ayers, you said that one of the things you’d rec-
ommend in a future crisis is prevention mechanisms. Is that cor-
rect?

Ms. AYERS. Yes.

Mr. CRANE. To make sure that vetting was done on the front
end?

Ms. AYERS. Yes.

Mr. CRANE. Is that correct?

Ms. AYERS. Yes.

Mr. CRANE. Do you think that that is happening right now at
the SBA?

Ms. AYERS. So in terms of pandemic relief programs. Obviously
at this point, the funds have been distributed and we did see nu-
merous indicators early in the pandemic that the proper vetting
was not being done. And as a result, fraudsters did get money that
they should not have.

Mr. CRANE. That is not the question I asked, ma’am.

Ms. AYERS. In terms of the current programs——

Mr. CRANE. Yeah, has anybody been fired, ma’am, to your
knowledge?

Ms. AYERS. Not to my knowledge, no.

Mr. CRANE. So why would any of these prevention mechanisms
be put in place if nobody’s been held accountable?

Ms. AYERS. We have seen, based on our discussions as well as
information that SBA has provided to us, we do see several indica-
tions that preventative measures are being put in place and that
SBA has an understanding that these measures do need to be in
place, you know, not only looking back at the pandemic relief pro-
grams, but also looking towards, for example, the regular programs
it has such as the 7(a) and the regular EIDL program. So they are
recognizing the importance of having preventative controls put in
place.

Mr. CRANE. Okay. So you are saying that they are putting
measures in place, but still, you acknowledge that nobody yet has
been held accountable at SBA. Is that accurate?

Ms. AYERS. I would say, again, to my knowledge, I am not
aware of anyone being fired.

Mr. CRANE. Do you think that is a problem, Ms. Ayers? I mean,
we are talking about $200 billion, right?

Ms. AYERS. Yes. I believe what was experienced at SBA was a
systemic issue. As I discussed previously, there were not, across
the agency, a range of mechanisms that had been put in place to
manage the fraud risk. So it really very much was a systemic issue
as opposed to the fault of one or two individuals.

Mr. CRANE. Thank you. Is it true that SBA only utilizes about
10 percent of their office space? Either one of you.

Ms. LAFOUNTAIN. I am not aware that we have looked at that.

Mr. CRANE. Okay. All right, moving on.
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Can you repeat the issues you found with SBA’s failure to sup-
port our veteran business community? I think that was you, Ms.
LaFountain.

Ms. LAFOUNTAIN. Thank you. So, this recent work identified
two issues: One is that SBA is required by statute to give special
consideration in its lending programs to veteran-owned small busi-
nesses.

Mr. CRANE. Are they doing that, ma’am?

Ms. LAFOUNTAIN. They pointed to some areas where they—
where veterans are benefiting from some of their lending programs,
but they couldn’t point to how SBA is giving them special consider-
ation, no.

Mr. CRANE. So by statute, they are required to do that and they
are not doing that?

Ms. LAFOUNTAIN. That’s right.

Mr. CRANE. Why do you think that is, ma’am? Do you think this
current administrator doesn’t care about veterans or statute? If you
had to take a guess, why aren’t they, by statute, doing what they
are supposed to to help veteran small business owners?

Ms. LAFOUNTAIN. That is an important question. When we had
talked to them, they cited a lack of awareness. And so one thing
that we would look SBA to do to remedy this situation is put poli-
cies and procedures in place so that doesn’t happen in the future.

Mr. CRANE. A lack of awareness?

Ms. LAFOUNTAIN. Yes, sir.

Mr. CRANE. I yield back.

Chairman WILLIAMS. The gentleman yields back.

I now recognize Representative Davids from the great State of
Kansas for 5 minutes.

Ms. DAVIDS. Thank you, Chairman Williams. And thank you to
you and the Ranking Member both for holding this hearing today.
Thank you to our witnesses from the Government Accountability
Office. I definitely appreciate the work that you all do. I just want
to touch on a couple of things here.

In August of 2022, GAO published a report on Tribal economic
development. And since coming to Congress, I have definitely been
diligently working to improve access to capital and entrepreneur-
ship opportunities in general for Native communities. And I, of
course, am very excited and thrilled that we just passed out of the
House my bill to improve the Office of Native American Affairs at
the Small Business Administration. And actually, I got the chance
to work with my colleague, Mr. Crane, on that bill. So with that
in mind, I am curious if you could speak to the recommendation
that you made regarding SBA and the analysis to improve their
Tribal economic development assistance, and what progress you've
seen made to date or additional issues that I need to be aware of?

Ms. LAFOUNTAIN. I apologize, I do not know those details. So,
we would be glad to connect with our experts and follow up with
you on those topics.

Ms. DAVIDS. Okay. Thank you. We will also follow up with prob-
ably some additional written questions to get into more specifics.
We don’t get a ton of time with 5 minutes here.

So the second thing I was hoping to touch on is GAO’s review
of the disaster recovery activities that happen at—at various agen-
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cies and at SBA specifically. I know that your office recently re-
leased a report about the SBA disaster assistance in rural commu-
nities. And certainly in Kansas, we are absolutely facing a number
of unique challenges. On the eastern side of the State, folks are
often hit with severe storms and flooding that can have just a dev-
astating impact on our entrepreneurs. And then on the western
side of the State we are dealing with drought and, you know, that
is threatening crop yields and this sort of thing, which we are see-
ing rising costs at grocery stores.

So I am just curious if you have a chance to expand on your rec-
ommendations that you made to SBA regarding the disaster assist-
ance outreach, and then the challenges that that program is facing
with regard to the rural communities that they are trying to serve.

Ms. LAFOUNTAIN. So, this is a really important issue. So one
thing we observed in our work on the disaster loan program is that
SBA doesn’t have—doesn’t fully have a grasp on some of its oper-
ating risks for doing business in areas after a disaster, like, phys-
ically, in areas after a disaster, especially in rural areas it can run
into things like downed power lines or poor cell phone service that
can just inhibit its ability to deliver the services that its providing
or that it should be providing. So, one thing we have recommended
is that they take a look at their operational risks and come up with
plans for mitigating those risks, including in rural areas.

Ms. DAVIDS. Did you want to add anything?

All right, thank you so much. And we will follow up with a few
written questions regarding a Tribal economic development activi-
ties. Thank you and I yield back.

Chairman WILLIAMS. Yields back.

I now recognize Representative Meuser from the great State of
Pennsylvania for 5 minutes.

Mr. MEUSER. Thank you very much, Mr. Chairman. I appre-
ciate being here. Thank you to or witnesses very much.

So I want to continue with the Chairman again speaking about
earlier related to fraud issues, billions and billions from, as you
well know EIDL and the PPP, and not assigning any blame, but
we certainly want to avoid this in the future. So what is the GAO
looking at? What have you determined? What have you assessed,
and have you offered any—I apologize I haven’t seen them—writ-
ten i?deas for solutions to keep this from happening again in the fu-
ture?

Ms. AYERS. Yes, thank you for that question. So we have a body
of work going back to, you know, the early days of the pandemic
where we made a number of recommendations to SBA to enhance
controls related to the various pandemic relief programs. And many
of those recommendations are tied to our Fraud Risk Framework
that we issued in 2015 that outlines leading practices for managing
fraud risk. And as I previously noted, prior to the pandemic, SBA
had not been acting on those leading practices. I am very pleased
that in recent years, SBA has started taking action to implement
those leading practices. And going forward, as we think about fu-
ture programs, SBA needs to continue implementing the leading
practices from the Fraud Risk Framework so that it is better posi-
tioned to manage its fraud risk during normal times, and certainly
during emergencies when risks are heightened.
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Mr. MEUSER. So I said I am not assigning blame, you are kind
of assigning blame to the previous SBA. And if you look at the
numbers, there was just as much fraud in the PPP and the EIDL
from this administration as the previous administration. So what
has been done? Back to my question. Okay, if you write a paper,
that is wonderful. That is a wonderful bureaucratic action to take,
was that followed up, was there any improvements actually done,
such as new IT systems? New procedures? Bringing in people from
the private sector? Credit card companies that are so much better
at detecting and keeping fraud, because it’s their money that they
are losing? It is not, you know, the American taxpayer dollars
which sometimes doesn’t get the respect that it deserves. Okay,
does the GAO actually do anything besides write reports?

Ms. AYERS. So we have evaluated the actions that SBA did take
to address fraud as it emerged during the pandemic, and we did
find that the controls that were added such as data analytics, en-
hanced screening of applications as they came in, and then doing
post award reviews did help prevent fraud and help more readily
detect it.

I do think it is fair to say based on our work as well as the work
of the inspector general that while there was progress made, there
were, at times, plans that SBA put into place that weren’t always
followed. For example, SBA, for a period of time, had not been run-
ning applications through Treasury’s Do Not Pay system to flag
people—applicants—with potential problems. SBA then began run-
ning applications through the Do Not Pay system. But in some
cases, for reasons that are not necessarily clear to us or the IG they
made decisions not to run all of the applications through that por-
tal.

Mr. MEUSER. Thank you. Could we see some of the ideas and
the plan that you have to improve? Do you have that in outline
form or, in some way, an action plan for minimizing fraud?

Ms. AYERS. So we have outlined the steps that we think SBA
does need to take and that is outlined in the Fraud Risk Frame-
work. It is up to SBA to develop that action plan to see how it will
carry it out. And we have seen action plans that SBA has devel-
oped related to Fraud Risk Management and we will continue to
follow up with them to see the status of the implementation, to
make sure that it isn’t just a plan on the shelf gathering dust, but
it is resulting in real change.

Mr. MEUSER. That is great. I yield back, Mr. Chairman.

Chairman WILLIAMS. The gentleman yields back. And we are
going to kind of go into a little mini second round here, we haven’t
asked all of our questions.

This Committee has been investigating the SBA’s Community
Navigator’s pilot program. Now this program essentially is a dupli-
cative of existing SBA programs such as Small Business Develop-
ment Centers. However, it is much less effective. This leads to a
waste of taxpayers’ dollars. So, can you all discuss how the GAO
is looking at this program and what you are finding?

Ms. LAFOUNTAIN. So, these are important issues that you are
raising and we do have ongoing work looking at the Community
Navigator program. Because it is ongoing work, we don’t have any
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findings to share at this time, but we would be glad to when that
work is completed.

Chairman WILLIAMS. When do you think it will be completed?

Ms. LAFOUNTAIN. I think our goal is to complete it later this
fall but let me double-check that detail.

Chairman WILLIAMS. Yeah, we need to follow through so we
can see what you have found, okay?

All right. Next go back to Congressman Meuser for his second
round of questions

Mr. MEUSER. Thank you again, Mr. Chairman. Thanks again
for being with us.

So during a GAO review, agencies seem to, don’t know for sure,
appease the GAO recommendation, and turn around and revert
back to the old ways of implementing the recommendations in an
inadequate manner. It is imperative that, in this case, the SBA,
commits to addressing the GAO’s concerns in a lasting and effec-
tive way. However, audits of internal SBA controls and processes
paint a picture that the agency struggles with developing such ade-
quate processes that protect taxpayer dollars. With that in mind,
how does the GAO look at the long-term effectiveness of the SBA’s
actions in closing out these recommendations, and how can that
improve?

Ms. LAFOUNTAIN. So, this is another important issue that you
are raising. We do have a robust recommendation follow-up proce-
dure. As agencies are trying to address our recommendations, we
are applying the same scrutiny and evidentiary standards and pro-
fessional skepticism that we apply when we write the original re-
ports. After a recommendation has been closed, then we rely on
working with our congressional partners to see if additional follow
up needs to happen, and we need to open another audit.

Mr. MEUSER. Okay. You don’t have an easy job, I can see that,
but it can also be an extremely important job that can really make
a difference.

Let me ask you if I can about the Community Navigator. Is this
a point of focus for the GAO? Are you aware of some of the discrep-
ancies and problems that some small businesses have brought to
our attention regarding not being part of a targeted group, and
therefore not receiving some of the benefits or access? Is this some-
thing that your—something you are looking at?

Ms. LAFOUNTAIN. So, we do have ongoing work looking at the
Community Navigator program. And like I said, because it is ongo-
ing work, we don’t have findings yet to share with you, but you are
raising some important issues and we—you know, we would be
glad to work with the Committee to look into them further.

Mr. MEUSER. Great, yeah. My understanding is it is very im-
portant and it probably doesn’t need a lot to necessarily improve
in the manner it was designed to perform.

We—I will just ask, is the SBA prepared, in your view, the next
major national disaster in dealing with the various responsibilities
they have in such a situation?

Ms. AYERS. I certainly think it is fair to say that they are better
prepared today than they were in 2020. But I do think there is
more action that they can and should take. This includes imple-
menting our open recommendations related to Fraud Risk Manage-
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ment generally, and then also the recommendations we have re-
lated to the disaster programs, as well as recommendations from
the inspector general. So there are actions that they should contin-
ually be taking to improve and be better prepared in this area.

Mr. MEUSER. Okay. Do you have a team at the GAO that fo-
cuses on, or a couple of people anyway, that focuses on the SBA
exclusively?

Ms. LAFOUNTAIN. So, the Financial Markets and Community
Investment Team where I am currently situated, we do a lot of re-
views of various SBA programs. But other teams across the agency
have also looked at what SBA is doing, and yeah, in various as-
pects of its operations.

Mr. MEUSER. Can you point to one area that you got involved,
showed them how it could be improved and it actually did get im-
proved?

Ms. LAFOUNTAIN. An area that springs to mind is the over-
sight of the PPP and EIDL programs. We had some recommenda-
tions for them to develop and implement an oversight plan, and
they did that.

Mr. MEUSER. Okay. Thank you. I yield back, Mr. Chairman.

Chairman WILLIAMS. The gentleman yields back.

I now recognize Representative Scholten from the great State of
Michigan for 5 minutes.

Ms. SCHOLTEN. Thank you so much, Mr. Chair. Thank you to
our witnesses for being here today. Though our numbers might be
a little bit sparse, your testimony is critical for the work that we
do every single day.

One positive trend I observed is that the SBA’s 4-year implemen-
tation rate for GAO recommendations since 2021 is 100 percent. It
is no surprise that the SBA met their goals under the leadership
of Administrator Guzman who I have had the pleasure of hosting
twice now in our district, as well as in conjunction with a visit by
Vice President Harris just a couple weeks ago. This question is for
both Dr. LaFountain and Ms. Ayers: With Administrator Guzman
coming to testify in the next couple of weeks, what component of
what we have discussed here today would you like us to share with
the Administrator?

Ms. LAFOUNTAIN. I can start. I think what is really important
is for SBA to keep going where it has made significant progress
and addressing our recommendations related to the pandemic relief
programs, so there is more work to be done, and we would like to
see them move forward there. And also, move forward with the
work they are doing on the disaster loan program, and leveling out
the playing field for disaster recovery assistance.

Ms. AYERS. And I would simply add to that that we hope and
expect that SBA continues to broaden and deepen its Fraud Risk
Management efforts across the agency implementing the lessons
learned and the experiences that it had during the pandemic so
that it continues to be better positioned for the next disaster as
well as its everyday operations.

Ms. SCHOLTEN. So continuing to keep going on the programs
that are successful and that are delivering, but also broadening
and deepening areas of need. What elements do you think are es-
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sential from us as Members of Congress to ensure that those things
can happen?

Ms. AYERS. Well, I think events like today’s hearing and the
continued oversight. And the one aspect I would mention is that
stressing to agencies like SBA that it is not just enough to deliver
the funds quickly. I know at various times, that is the appropriate
focus, but it also needs to be stressed that when you are delivering
funds quickly, it is not an either/or. You can manage fraud risk;
you can protect taxpayer interest while also delivering funds quick-
ly. And that is the message that I believe SBA is starting to under-
stand in a way it did not before. But I think that pressure and that
message needs to stay on SBA, as well as any number of other fed-
eral agencies.

Ms. SCHOLTEN. Yeah. Thank you. Anything to add on that?

Ms. LAFOUNTAIN. I would just add that there are some themes
in our recommendations that we highlighted today. And so not just
focusing on addressing a single recommendation for a single pro-
gram. But if there are lessons learned that can have positive
spillovers across the agency, that seems like a great opportunity.

Ms. SCHOLTEN. Yeah. My second question, the SBA’s delivered
over $1 trillion to small businesses through economic relief pro-
grams during the pandemic, as we have talked about. Part of this
Committee’s role is to exercise oversight. You referenced that in
your response, Ms. Ayers, of the SBA and ensuring the agency is
being a good steward of those taxpayers’ hard-earned dollars. If
there were to be another crisis, like the pandemic in 2020, is the
SBA better prepared to handle it today than it was 4 years ago?
And is it in any better position to combat fraud?

Ms. AYERS. I would say yes to both questions.

Ms. SCHOLTEN. What specifically do you think puts it in that
position?

Ms. AYERS. So SBA has, in the last couple of years, taken ac-
tions that implement controls for better managing fraud risk to
prevent, detect, and respond to fraud in a strategic way. It had
been either not paying sufficient attention to fraud or handling it
in an ad hoc manner. It is now better positioned to do so strategi-
cally and that is, again, where I believe it does need to broaden and
deepen those efforts across the range of programs. It may be a com-
pletely different program that is called on next time to provide as-
sistance and relief. And that program needs to build on what SBA
has done to date and not start over, as we saw PPP and COVID
EIDL having to do.

Ms. SCHOLTEN. Yeah, that is very helpful. Thank you very
much. I yield back.

Chairman WILLIAMS. Lady yields back.

And I now recognize Representative Maloy from the great State
of Utah for 5 minutes.

Ms. MALOY. Thank you, Mr. Chairman. Thank you both for
being here. One of the nice things about being a really new Mem-
ber of Congress is I get to go last on these things and back clean
up. So I get to ask the fun questions.

I read through the report and I read through the materials for
the hearing and some of the things that GAO’s finding in your re-
port are very upsetting. And I know that you are part of the execu-
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tive branch and you have a responsibility for making sure that the
SBA is accountable, but we as the legislative branch also have a
responsibility to hold the executive branch accountable and clean
up waste, fraud, and abuse. And it looks like you are working with
us to do that, and I appreciate that. But one of the things I noticed
is that these SBA programs are failing to help some of the groups
they are supposed to help, like Veterans, Women Owned Small
Businesses, or WOSBs, and rural areas in the wake of disasters.

Rep. Scholten, who just asked questions, and I have a bill to try
to address some of the loopholes in the WOSB program and make
it cleaner, more accountable and more transparent. I want more ac-
countability, you want more accountability. What have you not had
a chance to talk about today that this Committee, or Congress can
do, to help make SBA more accountable, more transparent and
make sure the dollars we are spending are actually helping small
businesses in America?

Ms. LAFOUNTAIN. Well, a thing that springs to mind, and
thank you for the question, is having a hearing like this where we
get to talk about how the issues that we are finding at SBA, how
they have an effect, again where they have made progress, but
where they really need to keep going.

Ms. MALOY. So we have your report, is there anything other
than your report that we can use to help make sure that happens?

Ms. LAFOUNTAIN. It is a great question. In addition to the re-
port we have provided, we have—we would welcome or actually we
would welcome talking to you all about what your interests and
priorities are and seeing where we can do work on those topics. Ac-
tually, that would probably be my answer to that question. Thank

you.

Ms. MALOY. Okay. Thank you. I am going to have my staff
reach out, because I would like to work with you on how we can
make these programs work better for veterans, women-owned
small businesses, and rural communities. Those are really impor-
tant constituencies for me. Ms. Ayers?

Ms. AYERS. So I would echo what my colleague said. And, while
the focus of my work has largely been on fraud and Fraud Risk
Management, the programs you mentioned are ones that, you
know, we can talk to you about as well through that lens. And so,
we are here to support you as a legislative body, and in fact, I will
m?ntion that we actually are part of the legislative branch our-
selves.

Ms. MALOY. Thank you for that correction.

Ms. AYERS. And we are happy to support you and your col-
leagues in your oversight role in a nonpartisan, non-ideological,
fact-based way. And so, yes, we have the reports that we issue, but
we also have a wealth of knowledge and expertise that goes behind
that. And we are always happy to meet with you or your staff to
discuss issues of interest.

Ms. MALOY. Okay, I am going to have any staff reach out to you
as well because I am also interested in reducing fraud. I mean,
that is something that is nonpartisan that we all want to get under
control so work with us on that, let’s come up with some ideas to
close these loopholes and accountability.

With that, Mr. Chairman, I yield back the remainder of my time.
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Chairman WILLIAMS. Yields back.

I now recognize Representative Thanedar from Michigan, the
great State of Michigan for 5 minutes.

Mr. THANEDAR. I think I am going to pass.

Chairman WILLIAMS. Okay. I next recognize Representative
Alford from the great State of Missouri for 5 minutes.

Mr. ALFORD. Thank you, Mr. Chair, I appreciate it. Thank you
for our witnesses being here today. This is a very important meet-
ing. You know, one of the core duties of Congress, I don’t have to
tell you, is to conduct oversight of the executive branch. We have
to make sure that the agencies are using their budget sufficiently
to complete their duties for the American people. A key tool of Con-
gress center oversight of the executive branch is the Government
Accountability Office, an independent nonpartisan government
agency with the legislative branch.

Right now, the SBA has a staggering 41 open recommendations
from the GAO leading to the conclusion on the high-risk list. One
glaring recommendation the SBA has not adopted is to meet re-
porting requirements in a timely manner. And right now, many of
the SBA’s Veterans’ business outreach centers are not submitting
their quarterly or yearly reports, and the SBA does not even have
a process to make sure it happens.

Another major problem is the SBA’s minimal return-to-work pol-
icy. When we tried to visit the Small Business Administration just
down the street here to conduct congressional oversight, our re-
quest was repeatedly denied. Sitting Members of Congress were not
allowed in the building. This is why we introduced the Congres-
sional Access to Bureaucratic Office, or the CABO Act. The CABO
Act would require any agency headquarters to allow sitting Mem-
bers of Congress and their staff in their buildings.

As a result of introducing the CABO Act, we were finally allowed
in, and led a delegation with Chairman Williams to the SBA and
met with the Administrator Guzman. We were later told, however,
that the administration had condensed the staff to two floors that
we were allowed on to make it appear that the workplaces were ac-
tive, and it still looked meager. Rows and rows of empty desks.
Look, we need bureaucrats to get back to work. It is time, COVID
is over. Let’s get back to work for the American people.

Dr. LaFountain, how often do you work from home or phone it
in?

Ms. LAFOUNTAIN. I make sure I am in the office——

Mr. ALFORD. Why is that?

Ms. LAFOUNTAIN.—as needed.

Mr. ALFORD. Why do you feel a need to be in the office?

Ms. LAFOUNTAIN. So, this question about telework and work
from home is actually—it is a really important issue. There is a lot
of open questions about the effect of telework.

Mr. ALFORD. Just answer the question, why do you feel a need
to be in the office?

Ms. LAFOUNTAIN. I—for some of my work tasks it is good to
be in person——

Mr. ALFORD. Why?

Ms. LAFOUNTAIN.—to interact with my colleagues in person.
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Mr. ALFORD. To interact, to build camaraderie, to get things
done. Ms. Ayers, how about you?

Ms. AYERS. Yes, I similarly am in the office as needed for in-
person meetings. And with my colleagues to help build culture and
camaraderie.

Mr. ALFORD. Culture and camaraderie. You know the federal
government operates more than half a billion square feet of offices
space. It has cost taxpayers $7 billion to operate. According to a
September 2023 study, 17 of the 24 federal agencies uses an esti-
mated average of 25 percent or less of their capacity. The SBA is
estimated at 10 percent of their office space. This is a waste of tax-
payer money. Down at the Department of Ag, 2 million square feet,
they won’t let us in either. We are getting in there. They have
about 11 percent of the people showing up for work.

This is my schedule today. I am running ragged but I'm here
working for the American people earning my pay, 16 appointments
I have today. I can’t do this from home. Why are people in the fed-
eral government not at their desk working for the American peo-
ple? Doctor.

Ms. LAFOUNTAIN. So, we have looked at the effects of telework
and work-from-home policies in a recent report. And its—the ef-
fects of telework are really uncertain on productivity.

Mr. ALFORD. Well, if it is uncertain, then let’s go with what we
know works, get them back to the office. Let’s start this community
of workers together so we can have this camaraderie and collective
thought and practice and get something done. Why are we waiting
on studies to figure out if this works as continued telehealth—
telework?

Ms. LAFOUNTAIN. You are raising some really important and
timely issues, and we would be glad to work with you to find a way
to look into this further.

Mr. ALFORD. Well, thank you. I know that is a bit of a rant.
But I am really upset that we even had to file this act that sitting
Members of Congress cannot go down to the offices that we have
oversight. And then when we get down there, it is staged to make
it look like an act of workforce is down there. I look forward to Ad-
ministrator Guzman coming here and answering some of these
questions. Thank you for being here. I appreciate your service to
our nation. With that, I yield back, Mr. Chairman.

Chairman WILLIAMS. The gentleman yields back. I now recog-
nize Representative Thanedar from the great State of Michigan for
5 minutes.

Mr. THANEDAR. Thank you, Chairman. I appreciate your con-
sideration here. I appreciate both your organization and how bipar-
tisan it is. And in this partisan environment, it is refreshing to see
that. You know, I am a small business owner. I have owned small
businesses for 25 years, and I have had some really good luck with
SBA, able to get things like 504 loan programs so that can help my
business succeed.

I also had some frustrations with the red tape and the paper-
work and getting things approved. What immediate steps can SBA
take, in your mind? Maybe give me two, three things that they
could do to improve its effectiveness and ability to serve the busi-
ness community?
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Ms. LAFOUNTAIN. So, one perspective on this based on our re-
cent work is that SBA could improve its capacity to turn in some
of its required reports in a timely manner. There are some themes
there where SBA has, for a variety of reasons, faced some obstacles
providing outcome information about its programs. And we think
that if it addresses our recommendations in this area, it would pro-
vide more information to Congress and others who want to effec-
tively oversee how its programs are performing.

Mr. THANEDAR. Thank you. And, particularly, I represent De-
troit, Michigan, a 78 percent African 'American city, we have some
amazing entrepreneurs very, very successful. But many of my
small businesses are struggling. They are struggling. They don’t
have the time to go through the paperwork and be able to access
SBA services. Often, they are unaware of what is available. Now,
SBA has indicated they want to work with your organization. But
are there any else where there is disagreement between your orga-
nization and SBA, and if so, what are those?

Ms. LAFOUNTAIN. So, SBA has generally agreed with the rec-
ommendations that we have made, particularly, the ones we have
highlighted today. Yeah, there may be a detail here and there that
they push back. However, we have found that they are willing to
takei1 steps to address our recommendations and are doing that.
Yeah.

Mr. THANEDAR. Any disagreement? Is there total agreement,
1{)0 p)ercent, or can you identify any areas where you are strug-
gling?

Ms. LAFOUNTAIN. I think what I would say here is that some
of the things we have asked SBA to do are not easy. And the rec-
ommendations will take time to address, and may need some sus-
tained attention. So as an example, we have asked SBA to work
with other agencies on improving access to federal disaster assist-
ance. And that, you know, looking to see, is the playing field un-
even? Do you have the right data and analytics to look into this
issue? If you find a gap, do you have the right structures in place
to address it? And that is a big thing to do. It is also an extremely
important thing to do. So, we understand that it takes time to ad-
dress the issues we have raised, but we see them—we do see them
trying.

Mr. THANEDAR. All right. Thank you. And in terms of—under
the Biden administration, I see there is a lot more—Latino owner-
ship has increased. African American ownership of small busi-
nesses have increased. We have seen more women-owned busi-
nesses flourishing. But we still need to do more to help, especially
the Black and Brown community in terms of, you know, being able
to—their ability to achieve the American Dream. What specific
steps would you recommend to SBA to help improve access for the
minority businessowners?

Ms. LAFOUNTAIN. So here I will just say that you are raising
some really important questions, and we would love an opportunity
to work with you and the Committee to look into them further.

Mr. THANEDAR. All right. Thank you, and my time is up.

Chairman WILLIAMS. The gentleman yields back. And I would
like to thank our witnesses today for your testimony and for ap-
pearing before us.
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Without objection, the Members have five legislative days to sub-
mit additional materials and written questions for the witnesses to
the Chair, which will be forwarded to the witnesses. I ask the wit-
nesses to please respond promptly. And if there is no further busi-
ness, without objection, the Committee is adjourned.

[Whereupon, at 11:14 a.m., the Committee was adjourned.]
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SMALL BUSINESS ADMINISTRATION

Progress and Work Remaining to Implement Key
Management Improvements

What GAO Found

In response to the economic downturmn caused by the COVID-19 pandemic, the
Small Business Administration (SBA) quickly set up the Paycheck Protection
Program {PPP}, COVID-18 Economic Injury Disaster Loan (COVID-18 EIDL)
program, and other relief programs. SBA also administers a Disaster Loan
Program that heips smali businesses and others recover after natural disasters.

Since February 2020, GAQ has made recommendations to improve SBA
programs, including 23 key recommendations. SBA fully addressed 10 of the key
recommendations, including the following:

«  PPP oversight. Because SBA initially had limited safeguards, GAQ
recommended in June 2020 that it implement plans to respond to PPP risks,
help ensure program integrity, and address potential fraud. In response, SBA
developed a loan review process in December 2020. As of the end of fiscal
year 2023, GAO estimated that SBA’s use of additional safeguards in PPP
and other COVID programs had resulted in more than $12 billion in savings.

» Assessment of fraud risks. SBA did not conduct a formal fraud risk
assessment before implementing PPP or COVID-19 EIDL. In March 2021, |
GAQ recommended that SBA conduct a formal assessment and develop a
strategy to manage fraud risks for each program. SBA completed these steps
in August 2023.

8BA has not vet fully addressed 13 of these recommendations, including the
following:

« Enhancing data analytics. In May 2023, GAO recommended that SBA
identify data that could help verify applicant information and detect potential
fraud. GAQ also recommended that SBA develop cross-program data
analytics that would better identify applicants who tried to defraud multiple
programs. According to SBA, to begin addressing these recommendations, it
has procured third-party services to help validate customer identity and has
begun a comprehensive review of its data analytics.

* Addressing access barriers. GAO found in December 2021 that 8BA's
Disaster Loan Frogram and five other federal programs did not have key
information for examining barriers to access and disparate recovery
outcomes among various socioeconomic and demographic groups, GAQ
recommended SBA work with two other agencies to implement an
interagency plan to address these equity issues. SBA officials said the
agencies are in the process of developing such a plan.

in addition, SBA's independent financial statement auditor has issued four
consecutive disclaimers of opinion on SBA's consolidated financial statements
since fiscal year 2020. SBA was unable to support a significant number of
transactions and account balances related to PPP and COVID-18 EIDL. The
auditor identified six material weaknesses in internal conirols over financial
accounting, including in controls for PPP and COVID-18 EIDL. GAD supports the
auditor's recommendations to address these weaknesses and encourages SBA
to develop and implement a corrective action plan to address them.
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Chalrman Williams, Ranking Member Velazquez, and Members of the
Committee:

Thank you for the opportunity to be here today to discuss the status of
selected recommendations we have made to the Small Business
Administration {(SBA) and concerns related to its financial accounting.

Since spring 2020, SBA has done much to help small businesses
adversely affected by the COVID-19 pandemic. SBA made or guaranteed
more than $1 trillion in loans and grants and assisted more than 10 million
small businesses, primarily through the Paycheck Protection Program
{PPP) and COVID-19 Economic Injury Disaster Loan {(COVID-19 EIDL)
program. SBA also continued to operate programs providing small
businesses with access fo capital, help with federal contracting
opportunities, and aid in disaster recoveries.

Although SBA helped millions of small businesses with its pandemic relief
programs, our concerns about its implementation of PPP and COVID-1@
EIDL led us to include emergency loans for small businesses on our
High-Risk List in March 2021.1 We identified significant program integrity
risks, potential for fraud, and the need for improved management and
oversight.

We also have issued a number of reports with recommendations to
improve a range of non-pandemic-related efforts at SBA. These include
SBA's Disaster Loan Program, 8(a) Business Development Program,
Small Business Innovation Research (SBIR) and Small Business
Technology Transfer (STTR) programs, and support for veteran-owned
small businesses. In May 2023, we identified seven non-pandemic-
refated recommendations as high priorities for SBA .2

1BAO, High-Risk Series: Dedicated Leadership Needed to Address Limited Progress in
Most High-Risk Areas, GAQ-21-1198P (Washington, D.C.: Mar. 2, 2021). We provided an
update on this high-risk area in April 2023. See High-Risk Serfes; Effarts Made to Achieve
Progress Need to Be Maintained and Expanded {o Fully Address All Areas, GAD-23-
106203 (Washington, D.C.: Apr. 20, 2023).

2GAQ, Priority Open Recommendations: Small Businass Administration, GAQ-23-108377
{Washington, D.C.: May 15, 2023). Priority recommendations are those that GAO believes
warrant priority attention from heads of key departments or agencies. They are highlighted
because, upon implementation, they may significantly improve government operations, for
example, by realizing large dollar savings; eliminating mismanagement, fraud, and abuse;
or making progress toward addressing a high-risk or duplication issue.
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SBA has made progress over the years improving its programs in
regponse 1o our recommendations. Overall, as of February 28, 2024, SBA
had fully addressed about 84 percent of the 397 recommendations we
have made since 2000, including about 87 percent of those made from
2020 through 2023,

in this statement, | will discuss the status of 23 key recommendations
made to SBA in the following three areas: (1) pandemic relief programs,
including PPP and COVID-19 EIDL; (2) the Disaster Loan Program; and
(3) the 8(a) Business Development Program, SBIR and STTR programs,
and veteran-owned business support.? | will also discuss concemns
identified by SBA's independent financial statement auditor.

For this statement, we relied primarily on our body of work issued from
June 2020 through May 2023 on SBA's implementation of four pandemic
relief programs.¢ We also relied on work issued from February 2020
through December 2023 on SBA's Disaster Loan Program, SBIR and

3We have designated 18 of these recommendations as a priority for SBA. We made the
remaining five since the most recent high priority designation in May 2023,

4These programs are PPP, COVID-19 EIDL, the Restaurant Revitalization Fund, and
Shuttered Venue Operators Grants. GAO, COVID-19: Opportunities to Improve Federal
Response and Recovery Efforts, GAD-20-825 (Washington, .C.: June 25, 2020,
COQVID-19: Urgent Actions Needed to Better Ensure an Effective Federal Response,
GAD-21-181 (Washington, D.C.: Nov, 30, 2020); COVID-19: Critical Vaccine Distribution,
Supply Chain, Program Integrity, and Other Chaflenges Require Focused Federal
Attention, GAD-21-265 (Washington, D.C.: Jan. 28, 2021}, COVID-19: Sustained Faderal
Action Is Crucial as Pandemic Enters Its Second Year, GAD-21-387 {(Washington, D.C..
Mar, 31, 2021); Economic Injury Disaster Loan Program: Additional Actions Needed fo
Improve Communication with Applicants and Address Fraud Risks, GAQ-21-589
{Washington, D.C.: July 30, 2021}, COVID-19: Current and Future Federal Preparedness
Requires Fixes to Improve Health Data and Address Improper Payments, GAO-22-
105397 (Washington, D.C.: Apr. 27, 2022); Restaurant Revitalization Fund: Opportunities
Exist to Improve Oversight, GAO-22-105442 (Washington, D.C. July 14, 2022}, COVID
Relief: SBA Could Improve Communications and Fraud Risk Monitoring for Its Arts and
Entertainment Venues Grant Program, GAQ-23-10519% (Washington, D.C.: Oct. 11,
2022); and COVID Relief: Fraud Schemes and indicators in SBA Pandemic Programs,
GAO-23-105331 (Washington, .C.; May 18, 2023},
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STTR programs, and support for veteran-owned small businesses.? For
those reports, we reviewed SBA documentation and analyzed program
data, and interviewed officials from SBA and other federal agencies, such
as the Department of the Treasury. For this statement, we also updated
the status of agency efforts to implement recommendations made in our
prior work. We also reviewed the opinions of SBA’s independent financiat
statement auditor. More detailed information on our scope and
methodotogy can be found in the individual reports we cite.

We conducted the work on which this statement is based in accordance
with generally accepted government auditing standards. Those standards
require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on
our audit objectives.

Background

SBA's Pandemic Relief
Programs

Paycheck Protection Program. Congress established PPP in the
CARES Act to help small businesses affected by the COVID-19
pandemic.® In total, Congress provided approximately $814 billion in
commitment authority for PPP.7 PPP loans were made by lenders and
guaranteed 100 percent by SBA. The loans were low interest (1 percent)
and fully forgivable if certain conditions were met. For example, af least
60 percent of the loan forgiveness amount had to be for payroll expenses
to qualify for full loan forgiveness.

SGAQ, Small Business Administration: Disaster Loan Processing Was Timefier, but
Flanning Improvements and Pilot Program Evaluation Needed, GAD-20-188 (Washington,
D.C.: Feb. 7, 2020}, Disaster Recovery: Additional Actions Needed to identify and
Address Potential Recovery Barriers, GAQ-22-104038 (Washington, D.C.: Dec, 185, 2021);
Disaster Loan Program: SBA Should Include Key Issues in its Review of How the
Program Affects Underserved Communities, GAQ-24-106682 (Washington, D.C.: Nov. 30,
2023); Smali Business Administration: Recent Changes to the 8(a) Program's Financial
Thresholds Need Evaluation, GAQ-22-104512 {Washington, D.C.: Aug. 30, 2022), Small
Business Research Programs: Reporting on Award Timeliness Could Be Enhanced, GAQ-
23-105501 (Washington, D.C.: Qct. 12, 2022); and Smali Business Administration:
Procedures for Reporting on Veteran-Owned Businesses Need improvement, GAO-24-
108071 (Washington, D.C.: Dec. 21, 2023),

8The CARES Act established PPF as part of SBA's 7{a) lending program.
7American Rescue Plan Act of 2021, Pub, L. No, 117-2, § 5001(d}, 135 Stat. 4, 85,
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According to SBA, as of May 31, 2021 (when SBA stopped accepting new
applications), lenders had made about 11.8 million PPF loans totaling
about $800 billion.&

COVID-18 Economic Injury Disaster Loan Program. Congress
temporarily expanded eligibility for 8BA's EIDL program, which provides
low-interest loans of up to $2 million for expenses that cannot be met
because of a disaster. It also created emergency EIDL advances, a new
program component.? In total, Congress appropriated $50 billion in loan
credit subsidies for the cost of COVID-19 EIDL loans and $55 billion for
advances.® The $50 billion in credit subsidies would enable SBA to
provide about $470 billion in COVID-19 EIDL loans. ¥

8Totals exclude canceled loans. According to SBA, canceled loans may include, but are
not fimited to, duplicative foans, loans nat closed for any reason, and loans fully paid off.

9CARES Act, Pub. L, No. 116-138, §§ 1107(a)(6), 1110, 134 Stat, 281, 302, 306. The
advances could be used toward payroll, sick leave, and other business obligations.
Borrowers did not have to repay them, even if they were subsequently denjed the COVID-
18 EiDL lean.

1USBA provided advances using the $10 bilfion that Congress appropriated under the
CARES Act. On Aprit 18, 2020, SBA announced that the lending authority for COVID-18
EIDL loans and the funding for EIDL advances had been exhausted. Under the Paycheck
Protection Program and Health Care Enhancement Act, Congress appropriated another
$10 billion for advances and $50 billion in joan credit subsidy for COVID-18 EIDL loans.
Additionally, Congress made agricultural enterprises eligible for COVID-18 EIDL foans and
advances. SBA began accepting new applications from only agricultural enterprises on
May 4, 2020. On June 15, 2020, SBA reopened the application portal to all efigible
applicants. In the Consolidated Appropriations Act, 2021, Congress appropriated an
additional $20 biltion for targeted EIDL advances to eligible entities located in low-income
communities with 300 or fewer employees that experienced an economic loss of greater
than 30 percent. Qualifying entities couid receive up to $10,000 In targeted advances. The
American Rescue Plan Act of 2021 appropriated an additional $10 billion for the targeted
EIDL advances. it also appropriated $5 billion for a newly created EIDL advance program
that provided up to $5,000 to business entilies that qualified for the targeted EIDL
advances but also met smaller (amploys less than 10 employees) and more economically
harmed {economic loss greater than 50 percent] criteria than the original targeted EIDL.
advances, The act also appropriated $70 miliion for COVID-18 EIDL loans,

The distributed amount for COVID-13 EIDL is higher than the net appropriated funding
due to the COVID-19 EIDL loan credit subsidy. The loan credit subsidy covers the
government's cost of extending or guaranteeing credit and represents the estimated long-
term cost of providing loans and takes inte account expected future performance,
including loan repayments, prepayments, and defaults. The loan credit subsidy amount
was about one-seventh of the cost of each disaster loan in fiscal year 2020 and one-
elaventh in fiscal year 2021,
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As of April 2022, SBA had approved about 3.9 million loans totaling about
$378 billion. SBA also approved about 6.8 million advances totaling about
$27.5 biliion.

Restaurant Revitalization Fund. The Restaurant Revitalization Fund
(RRF) provided awards (which did not need to be repaid) to assist small
businesses in the food service industry affected by the pandemic. 12
Recipients could use the awards on eligible expenses such as payrolf,
business debt, maintenance, or construction of outdoor seating, RRF
accepted applications from May 3, 2021, through June 30, 2021.%%

As of June 30, 2021, RRF had provided $28.8 billion in awards o assist
about 101,000 small businesses.

Shuttered Venue Operators Grants, The Shultered Venue Operators
Grant (8VOG) program provided grants to small businesses in the live
performing arts and entertainment industry affected by the pandemic.™
Recipients could use the funds for eligible expenses such as payroli, rent
or mortgage, and utility payments. 8VOG accepted applications from April
26, 2021, through August 20, 2021.%

As of July 5, 2022, SVOG had provided about $14.8 billion in grants to
about 23,000 small businesses,

Disaster Loan Program

5BA’s Disaster Loan Program generally offers low-interest loans for
physical and economic damage to businesses, nonprofits, homeowners,
and renters to help repair, rebuild, and recover from economic losses
after a declared natural disaster. Most of these loans are made to
individuals and households to help repair and replace homes and
personal property,

2pyb. L. No. 117-2, § 5003, 136 Stat, 4, 85.

13According to SBA, the application portal remained open untit July 14, 2021, to allow
applicants to check their status, address payment corrections, or ask questions.

4Consolidated Appropriations Act, 2021, Pub. L. No. 116-280, § 324, 134 Stat. 1182,
2.
15The application portal initially opened on April 8, 2021, but shut down the same day

bacause of a software problem, reopening on April 26, 2021,
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Small Business Innovation
Research and Small
Business Technology
Transfer Programs

The 8BIR and STTR programs were estabiished to enable federal
agencies to support research and development (R&D) projects carried out
by small businesses.® Pursuant to the Small Business Act, federal
agencies with an extramural budget for research or R&D in excess of
$100 miltion are required to participate in the SBIR program. Those with
such obligations of $1 billion or more are required to participate in the
STTR program.’” According to SBA, which oversees the programs, 11
federal agencies and their components participate in the SBIR program or
in both the SBIR and STTR programs.

8(a) Business
Development Program

The 8(a) Business Development Program supports smali businesses
owned and controlled by socially and economically disadvantaged
individuals and entities. The program is SBA's largest program to support
contracting. It generally provides up to 9 years of developmental support,
such as business counseling and mentoring, contracting guidance, and
access to capital and surety bond guarantees.'® The program also sels
aside federal contracting opportunities for participants.

Veteran-Owned Smali
Business Support

SBA is statutorily required fo give special consideration to veterans in
carrying out its lending programs. ¥ tn addition, SBA offers training and
counseling to veterans interested in starting or growing a small business
through its Veterans Business Quireach Center program. For example,
these centers work with military installations to conduct Boots to Business

186The Small Business Innovation Development Act of 1982 established the SBIR program.
Pub. L. No, 97-219, 96 Stat. 217 (1982). This act amended section 9 of the Small
Business Act, Pub. L. No. 85-538, 72 Stat. 384 (1958), codified as amended at 18 US.C.
§ 638. The Small Business Technology Transfer Act of 1892 established the STTR
program. Pub. L. No, 102-564, tit, If, 106 Stat, 4249, 4256 (1882). This act made
additional amendments to section 9 of the Small Business Act.

1715 U.8.C. § 838(7)(1). (n)(1}{A). Agencies’ R&D programs generally include funding for
two types of R&D: intramural and extramural. intramural R&D is conducted by employees
of a federal agency in or through government-owned, government-operated facllities.
Extramural R&D is generally conducted by nonfederal employees outside of federal
facilities.

1870 agsist smalf businesses adversely affected by the COVID-19 pandemic, Congress

allowed businesses in the 8{a) program on or before September 9, 2020, the option to
extend their participation i the program for 1 year.

HWThe Small Business Act requires SBA to give special consideration to veterans of the
Armed Forces of the United States and their survivors or dependents in carrying out the
programs administerad by SBA, including its loan and loan guarantee functions. 18 U.8.C.
§ 833(b)(1).
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enfrepreneurial training courses for transitioning service membpers and
military spouses.

SBA Improved lts
Oversight of
Pandemic Relief
Programs, but
Additional Work
Remains

SBA quickly set up its pandemic relief programs—particularly PPP and
COVID-19 EIDL-—{o be able to rapidly respond to the adverse sconomic
conditions small businesses faced. However, this was done at the
axpense of appropriate financial and other safeguards, which teft SBA
susceptible to improper payments and fraud.2® As the programs matured
and SBA implemented our recommendations, SBA improved its oversight
and incorporated lessons learned from PPP and COVID-19 EIDL into its
other relief programs, RRF and SVOG. However, SBA still has
opportunities to advance its efforts to prevent and detect fraud using data
analytics and to address material weaknesses in internal controls
reported by its financial statement auditor.

SBA Implemented Most of
Qur Fraud Risk-Related
Recommendations

SBA has implemented most of our recommendations related to identifying
pandemic relief improper payments and managing fraud risks. However, it
is still in the process of implementing some of our recommendations,
particularly those related to enhancing the use of data analytics to prevent
and detect fraud.

incorporating oversight plans—implemented. SBA officials said they
put limited initial safeguards in place when launching PPP to expedite the
toan approval process. This was consistent with a mandate from
Congress, reinforced by Treasury, o provide rapid support for smalt
businesses. In June 2020, we found that SBA had not provided details on
how it would review loans of more than $2 million and did not have plans
for reviewing loans of less than $2 million.2! Therefore, we recommended
SBA develop and implement plans to identify and respond to risks in PPP
to ensure program integrity, achieve program effectiveness, and address
potential fraud.

Consistent with our recommendation, in December 2020, SBA putin
place an oversight plan with multiple layers of review. It also hired a
contractor with expertise in fraud detection to help implement the reviews.
SBA incorporated controls from this plan when it faunched RRF and
SVOG. As of the end of fiscal year 2023, we had estimated that SBA's

2Mmproper payments are any payments that should not have been made or that were
made in an incorrect amount, which can stem from various causes, including fraud. Fraud
involves obtaining something of value through willful mistepresentation.

AGA0-20-625.
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controls to monitor PPP loan forgiveness and prevent funding potentially
fraudulent PPP and RRF applications saved the government more than
$12 billion.

Similarly, because SBA did not have a plan for responding to COVID-18
EIDL risks, we recommended in March 2021 that SBA implement a
comprehensive oversight plan to identify and respond {o risks in the
COVID-19 EIDL program to help ensure program integrity, achieve
program effectiveness, and address potential fraud.2? In August 2022,
SBA provided an oversight plan for the EIDL program that identified
controls SBA had implemented or planned to implement for COVID-19
EIDL loans.

Estimating improper payments—implemented. The lack of initial
safeguards for PPP contributed to the increased risk of improper
payments. Developing reliable improper payment estimates is essential
for understanding and addressing financial vulnerabilities. Because of
concerns about the timely reporting of improper payments, we
recommended in November 2020 that SBA expeditiously estimate
improper payments and report estimates and error rates for PPP.23

In response to our recommendation, SBA began reporting an estimated
improper payment rate and amount for PPP in its Fiscal Year 2022
Agency Financial Report. For that year, SBA reported total estimated
improper and unknown payments of about $29 billion for PPP ioan
approvals.24

2GAO-21-387.

BGAO-21-181, In contrast, SBA had historically reported improper payment rates for its
EIDL program upon which COVID-13 EIDL was based, Agencies are required lo treat as
improper any payments whose propriety cannot be determined due to lacking ar
insufficient documentation. Office of Management and Budget guidance refers to such
payments as unknown payments and instructs agencies to report the portion of their
improper payment estimates attributable to unknown payments separately.

24For fiscal year 2022, SBA reported estimated improper payments of about $7.7 billion
for COVID-19 EIDL (foans and advances). For fiscal year 2023, SBA reported total
estimated improper and unknown payments of about $22.8 billion for PPP loan
forgiveness and loan guarantee purchases and improper payments of about $3.2 billion
for COVID-19 EIDL {loans and advances). Guarantee purchases occur when lenders ask
SBA to honor its guarantee by purchasing the joan if the borrower’s business ceases
operations or the borrower defaulls.
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We have ongoing work examining SBA's process for identifying and
recovering PPP and COVID-18 EiDL overpayments (a type of improper
payment) and on the effectiveness of these efforts.

A ing fraud risks—implemented. Conducting a fraud risk
assessment is a leading practice in strategically managing fraud risks.?s
Such assessments can, for example, help program officials determine
whether certain controls are effectively designed and implemented to
reduce the likelihood or impact of a fraud risk to a tolerable level. They
also can help agencies prioritize risks and allocate resources. Because
SBA officials moved quickly to establish PPP and COVID-19 EIDL, they
did not conduct formal risk assessments for either program.
Consequently, we made two recommendations in March 2021 that SBA
conduct a comprehensive fraud risk assessment for each program.2

In response, SBA hired a contractor to conduct a fraud risk assessment
for both PPP and COVID-19 EIDL in October 2021. The assessment
found that SBA implemented additional fraud prevention controls over the
course of the programs. These controls included cross-referencing
applicant information with Treasury’s Do Not Pay List and introducing a
set of automated screening rules.2” However, the assessment also noted
that the programs continued to be susceptible to fraud risks that required
enhancements to the current mitigation strategies. The contractor
identified 25 active fraud risks in PPP and 21 in COVID-19 EIDL. it made
four recommendations to 8BA 1o aid the agency in establishing a fraud
governance process and inform the agency's fraud tolerance approach.

In addition, we reported in March 2021 that SBA had not designated a
dedicated entity to lead fraud risk management activities, which
contributed to the lack of a timely fraud risk assessment of the

25GAQ, A Framework for Managing Fraud Risks in Federal Programs, GAQ-15-5935F
{Washington, D.C.: July 28, 2015). The Fraud Risk Framework provides a comprehensive
set of leading practices that serve as a guide for agency managers to use when
developing efforis to combat fraud.

BGA0-21-387.

Treasury’s Do Not Pay service is an analytics too! that helps federal agencies detect and
prevent improper payments made to vendors, grantees, loan recipients, and beneficiaries.
Agencies can use the service to check multiple data sources to make payment eligibility
decisions,
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programs. 28 SBA designated such an entity in February 2022, which is
responsible for the oversight and coordination of SBA's fraud risk
prevention, detection, and response activities. 2

Strategy for managing fraud risks—implemented. We made two
recommendations in March 2021 that, once SBA completed a
comprehensive fraud risk assessment for PPP and COVID-18 EIDL, it
should also document an antifraud strategy for each program. 0

As discussed in leading practices, an antifraud strategy describes the
agency's approach for addressing the prioritized fraud risks identified
during a fraud risk assessment.3! The antifraud strategy describes how
the agency will prevent, detect, and respond to fraud, as well as monitor
risks. Without an antifraud strategy based on the results of a fraud risk
assessment, SBA was not positioned to ensure that it was strategically
addressing its most significant fraud risks in either program.

In August 2023, SBA finalized a fraud risk management strategy that
identified approaches to prevent, detect, and respond to instances of
active and potential fraud in PPP and COVID-19 EIDL. For example, it
described data analytic methods for reviewing the PPP loan portfolio to
manage fraud risks by reducing false positives, prioritizing identified fraud
typologies and behaviors, and uncovering areas of fraud risk not
previously identified, For COVID-18 EIDL, the document described SBA’s
efforts to use advanced data analytics, machine learning technologies,
and cross-program data analytics to screen for potential fraud and
ineligibility.

Portfolio-level data analytics—implemented. We recommended in
January 2021 that SBA develop and implement portfolio-level data

28As discussed in GAQ's Fraud Risk Framework, it is a leading practice to designate an
entity to design and oversee fraud risk management activities. In carrying out its role, the
antifraud entity, among other things, manages the fraud risk-assessment process,

293BA has since made some changes to its fraud governance structure. According to
SBA, the agency created an Office of Enterprise Integrity in January 2024 led by its Chief
Risk Officer that is responsible for overseeing the agency's enterprise risk management
and fraud risk-management functions, The Chief Risk Officer will be responsible for
ensuring risk management activities across SBA are coordinated, intarnal controls are
designed and implemented to ensure accuracy in SBA's financial reporting, and SBA is
following and in compliance with laws and regulations.

IGAD-21-387.
HMGAO-15-5938P,
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analytics across COVID-19 EIDL program loans and advances to detect
potentially ineligible and fraudulent applications.32 SBA fully implemented
this recommendation by developing and implementing data analytics. For
example, SBA identified applications with foreign area codes, which is an
indicator of ineligibility.

In addition, in July 2022, we found that SBA had not proactively used data
analytics or information from enforcement entities to identify potentially
fraudulent RRF award recipients,33 Therefore, we recommended that SBA
develop and implement data analytics across RRF awards. SBA has fully
addressed this recommendation. It conducted data analytics for the RRF
program that included cross-checking recipient identifiers (such as
address and tax identification number) against recipients flagged for fraud
or identity theft.

Use of enforcement data——open. We recommended in July 2022 that
SBA develop, document, and implement procedures to use enforcement
data on suspected fraud in other SBA programs, such as PPP, to identify
potential fraud by RRF recipients. SBA disagreed with this
recommendation, indicating its current process already addressed the
intent of the recommendation. However, SBA told us in January 2023 that
it was reviewing 10 percent of RRF awards to confirm eligibility and use of
funds compliance. This recommendation will remain open until SBA
provides documentation of using enforcement data (e.g., information on
suspicious borrowers provided by the Department of Justice or 8BA's
Office of Inspector General) on suspected fraud in other SBA programs to
identify potential fraud in RRF reciplents.

Response to improper awards——open. In July 2022, we recommended
that SBA develop and implement a plan to respond to potentially
fraudulent and ineligible RRF awards in a prompt and consistent
manner.3s SBA disagreed with this recommendation, stating that its
planned efforts were sufficient. However, in September 2023, SBA stated
that it would prioritize reviewing all awards flagged for potential fraud and
provide supporting documentation. This recommendation will remain
open until SBA provides documentation showing it is prioritizing the

RGAD-21-265.

BEAO-22-105442.
MGAQ-22-105442.
BGEAQ-22-105442.
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review of potentially fraudulent and ineligible awards in its post-award
reviews.

identifying fraud across multiple programs-—open. We found in May
2023 that SBA had used data analytics to facilitate fraud detection for
PPP and COVID-19 EIDL.3 However, it had not fully leveraged
information to help prevent fraud and identify applicants who tried to
defraud multiple programs. Consequently, we recommended that SBA (1)
develop and use mechanisms to facilitate cross-program data analytics
and (2) identify external data sources that can facilitate the verification of
applicant information and the detection of potential fraud across its
programs. SBA agreed with these two recommendations,

SBA officials told us in November 2023 that they had started a
comprehensive review of fraud prevention and mitigation analytics within
SBA. The review is looking at SBA’s collection of information on internal
and external data used for fraud mitigation, any internally developed or
externally procured tools, and any data-driven fraud controls in place or
planned. SBA officials also told us the agency has procured third-party
services to help validate customer identity. In addition, they said they had
engaged with other federal agencies regarding data sharing to improve
3BA’s fraud risk management capabilities. We will continue to monitor
SBA’s efforts to complete these efforts in response to our
recommendations.

Also, as discussed in our May 2023 report, SBA has developed oversight
plans for PPP and COVID-19 EIDL that include automated and manual
reviews to help identify and refer potentially fraudulent loans and
advances to the SBA Office of Inspector General. This four-step approach
involves (1) initial automated screening that compares each file with
several public and private sector databases, (2) data analytics {o examine
anomalies, (3) human-led review of files not cleared through data
analytics, and (4) referral of files that are identified as likely fraudulent to
the Inspector General. SBA incorporated this approach into its oversight
for RRF and SVOG. We have recently begun an assessment of SBA's
implementation of this four-step approach.

BGAO-23-105331.
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SBA's Financial Statement
Auditor Has Raised
Concerns

in November 2023, SBA's independent financial statement auditor issued
a disclaimer of opinion on SBA's fiscal year 2023 financial statemenis.¥
SBA was unable to provide adequate evidence to support a significant
number of ransactions and account balances related to its pandemic
relief programs because of inadequate processes and controls. The
auditor identified six material weaknesses in internal controls over
financial reporting, including that controls over PPP loan guarantees,
COVID-19 EIDL loans, and monitoring of RRF and SVOG need
improvement.

The fiscal year 2023 financial statement audit included 55
recommendations to SBA, including 38 directly related to its pandemic
relief programs. For example, the auditor found that SBA did not
sufficiently design the PPP loan forgiveness review process. The auditor
also found that SBA did not adequately design and implement controls to
ensure that COVID-19 EIDL loans were provided 1o eligibie borrowers
and accurately recorded, Similarly, the auditor identified shortcomings in
SBA’s monitoring of RRF and the SYOG program. In response, SBA
stated that it continues to work toward improving its audit outcomes
through collaborative partnerships across the agency along with a
strategy that prioritizes the most critical corrective action needs and
optimizes resources.

We support the recommendations the financial statement auditor
provided to address control weaknesses related to PPP, COVID-18 EIDL,
RRF, and SVOG. We encourage SBA to develop and implement a
corrective action plan o address the material weaknesses and continue
to work o improve its controls over the programs.

Our recent audit of the U.S. government’s consolidated financial
statements noted that SBA's internal control deficiencies significantly
increase the risk of fraud and other improper payments.® These
deficiencies also contribute to the federal government's inabillity to
reasonably estimate the value of receivables and liabilities associated
with lending programs.

37Small Business Administration, Office of Performance, Planning, and the Chief
Financial Officer, Agency Financial Report: Fiscal Year 2023 (Washington, D.C.. Nov.
15, 2023}, 3BA's auditor also had issued a disclaimer of opinion on SBA's fiscal year
2020, 2021, and 2022 financial statements.

BGAD, Financial Audit: FY 2023 and FY 2022 Consolidated Financial Statements of the
U.8. Government, GAO-24-108680 (Washington, D.C.: Feb. 15, 2024).
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SBA Can Improve
Risk Assessment in
and Access to lis
Disaster Loan
Program

Disasters affect numerous American communities and cause billions of
doffars of damage. SBA addressed one recommendation for its Disaster
Loan Program related to identifying critical elements of disaster response.
Several other recommendations we have made have not yet been fully
implemented.

tdentifying critical el its of disaster respon: implemented. We
found in February 2020 that 8BA's response plans for Hurricanes Harvey,
Irma, and Maria varied and, in some cases, did not discuss certain
resource requirements for responding to the disaster, such as equipment
needs.’? We recommended that SBA identify the key elements of a
disaster action plan and provide guidance to staff on how to incorporate
those elements into future plans. In December 2022, SBA provided a
revised template for its disaster action plans that requires officials to
identify critical information, such as the projected resource needs and
outreach strategy.

idantifying potential risks—open. We found in February 2020 that
SBA’s major disaster planning documentation following Hurricanes
Harvey, Irma, and Maria lacked in-depth discussions of risks SBA could
face when responding to disasters, such as extended power outages.40
We recommended SBA identify and document risks associated with its
disaster response and plans to mitigate these risks in its disaster planning
documentation. SBA agreed with this recommendation and provided an
updated Disaster Preparedness and Recovery Plan in February 2024.
The updated plan includes an appendix that presents the resulls of
regional risk assessmenis and identifies hazards most likely fo affect SBA
disaster recovery operaticns. Before we can determine if SBA has fully
addressed our recommendation, we will need o obtain and review
internal agency documentation cited in the plan and discuss with SBA
officials the efforts to mitigate the risks identified in the plan.

Communicating with applicants-—open. in July 2021, we found that
SBA's initial communication with potential applicants excluded key
information about the program, such as program terms.4* In addition,
applicants did not receive clear information about their application status.
We recommended that SBA develop a comprehensive strategy for

HGAO-20-168.
40GA0-20-168.
“GAD-21-589.
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communicating with potential and actual program applicants in the event
of a disaster. SBA agreed with the recommendation and told us in
February 2023 that it had started developing a new disaster loan
application portal that would include improved messaging features, such
as immediate status updates. SBA did not provide a time frame for
implementing the new portal.

Addressing access barriers—open. In December 2021, we reported on
what was known about the impact of six federal disaster recovery
programs, including 8BA's Disaster Loan Program, on various
socioeconomic and demaographic groups.*? We found the programs
lacked key data and analysis that would allow them to examine patterns
and indicators of potential access barriers and disparate recovery
outcomes. We recommended SBA work with two other agencies to (1)
develop and implement an interagency plan to help ensure the availability
and use of quality information to aid in identifying access barriers or
disparate outcomes and (2) design and establish routine processes to
address identified access barriers and disparate outcomes. SBA agreed
with these two recommendations.

SBA officials told us in February 2024 that they have been working with
the other agencies to develop an interagency plan for data collection,
sharing, and analysis to identify potential equity issues. SBA officials said
the plan would describe processes the agencies would use to address
any identified equity issues. According to the officials, the plan should be
developed by June 2024,

In November 2023, we found that SBA had identified the lending criteria
for its Disaster Loan Program as a barrier for underserved communities
but had not assessed whether changes were needed.* Thus, we
recommended SBA assess its lending criteria as part of an internal review
of the Disaster Loan Program. SBA agreed with the recommendation and
said it would assess its lending criteria and evaluate any relevant gaps in
loan outcomes.

AGAQ-22-104039. The other recovery programs were the Federal Emergency
Management Agency's Individual Assistance and Public Assistance programs, National
Flood Insurance Pragram, and Hazard Mitigation Grant Program and the Department of
Housing and Urban Development’s Community Development Block Grant-Disaster
Recovery program,

BEA0-24-106682.
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We will continue to monitor SBA's actions to complete these efforts.

SBA Can Provide
More Timely
Reporting and Better
Access for Some
Programs

SBA has periodic reporting requirements designed to ensure that
Congress and other parties have timely information on SBA programs.
SBA also has requirements to target veterans in its lending programs.
SBA has not yet fully implemented recommendations we made related to
these issues.

Ensuring reporting requirements are met—open. SBA must report
annually to Congress on the 8(a) Business Development Program. in
August 2022, we reported that the agency had not submitted the 2016
2021 reports when they were due (April 30 of the following year).
SBA had submitted the 2018 and 2017 reports in February 2020 and
expected to complete the remaining reports by December 2022. We
recommended SBA assess the report process and develop a plan to
address report delays. SBA agreed with the recommendation and told us
in March 2023 that it had assessed its process and begun drafting the
late reports. However, as of February 2024, it had published reports only
through fiscal year 2017,

SBA is also required to report annually agency award timeliness data to
Congress along with ather information about participating agencies’
implementation of the SBIR and STTR programs. In October 2022, we
reported that SBA had been consistently late with its annual reports from
fiscal year 2016 to fiscal year 202145 We recommended that SBA
develop, document, and execute a plan to identify actions that could
improve timely publication of its annual report to Congress and implement
the actions identified. SBA agreed with this recommendation and told us
i August 2023 that it had taken some steps to implement it such as
reviewing all parts of the process and convening an annual meetling with
agency representatives to discuss opportunities to streamline the annual
report. As of February 2024, the most recent report that SBA had
completed was for fiscal year 2019,

Similarly, we found in December 2023 that SBA could not demonstrate
compliance with its statutory responsibility to report annually to
congressional committees on the needs of veteran-owned small

MEAD-22-104512,
45GA0-23-105691.
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businesses. 46 We recommended SBA develop and implement policies
and procedures to ensure compliance. SBA agreed with the
recommendation and said it would implement policies and procedures to
submit an annual report to congressional committees.

We will continue to monitor SBA’s efforts to provide the reporis in a timely
manner.

Ensuring access for target populations—open. We found in
December 2023 that SBA did not have procedures {o ensure it was giving
special consideration to veterans in carrying out its lending programs, as
required by the Small Business Act.47 Consequently, we recommended
SBA implement policies and procedures {o ensure veterans receive such
consideration. SBA agreed with the recommendation and said it would
work to incorporate specific guidance on special consideration o veterans
in its lending platform and standard operating procedures.

We will continue to monitor 3BA’s efforts to update its procedures.

Chairman Williams, Ranking Member Velazquez, and Members of the
Committes, this concludes my statement. | would be pleased to respond
to any questions you may have,

GAO Contact
and Staff
Acknowledgments

If you or your staff have any questions about this testimony, please
contact Courtney LaFountain, Acting Director, Financial Markets and
Community investment, at (202) 512-8678 or lafountainc@gao.gov.
Contact points for our Offices of Congressional Relations and Public
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46GAD-24-106071.
4TGAQ-24-106071, 15 U.S.C. § 633(b)(1).
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Questions for the Record:
“Reducing Mismanagement: GAO Recommendations for Improving the SBA”
Congressman Nick Lal.ota

The Small Business Innovation Research (S8BIR) program was established to increase the
participation of small innovative companies in federally funded research and
development.

SBIR is critical for innovation in the defense industry. The Department of Defense is
responsible for nearly half of all SBIR funding at $1.533 billion in FY2019.

I would like to use more updated statistics for such an important program but for the
past 5 vears the SBA has failed to meet its reporting requirements for the program.

This brings me to my first question.

1. SBIR is scheduled to be reauthorized next year. What information is most vital for
SBA to provide so that Congress can properly consider reauthorizing the SBIR
program?

GAD response:

One vital information gap includes whether the SBIR/Small Business Technology Transfer
(STTR) participating agencies are meeting the minimum spending requirements for these
programs. According to SBA’s annual report for fiscal year 2019, not all agencies met the
minimum spending requirements af that time. Congressional oversight of agency
compliance (i.e., oversight identifying whether agency compliance has improved or become
worse since fiscal year 2018) is important to ensure that the participating agencies are

implementing the programs as directed by law.

In addition, public data on applicants to SBIR/STTR are limited. Although SBA has regularly
published awards data on SBIR.gov, SBA does not publish data on applicants. Regular
public reporting on aggregate applicant frends could, among other things, help Congress
assess the extent to which the programs attract first-time applicants and foster and
encourage participation in innovation by socially and economically disadvantaged small

businesses and women-owned small businesses.
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We have helped to fill the gap with several studies that have provided Congress with
information to support its oversight of the SBIR/STTR programs. For example, in October
2022 (BGAO-23-105591), we provided information on the timeliness of agencies’ awards. in
February 2024 (GAO-24-107004), we provided information on awards to small businesses
with venture capital ownership. in November 2023 (GAO-24-106389), we provided
information about sub-award use and data quality.

in 2021, GAQ conducted a report on the SBA’s Disaster Loan Performance following the
RISE After Disaster Act of 2015,

This bill raised the limit borrowers can obtain a foan up to $25,000 - instead of the

previous $14,000 - without pledging any collateral.

GAOQ reviewed more than 20 years of loan data and found that the loans approved before
the change in collateral requirements had higher default rates than the foans approved

after the change.

2. With that report in mind, how would raising the loan limit without collateral back to

$25,000 impact disaster loan performance?
GAQ response:

Severat factors can affect joan performance, and therefore we cannot determine definitively
how a change in collateral requirements would affect loan performance based on our
previous work. In August 2021 (GAO-21-581R), we reported on the performance of loans
issued before and after the RISE After Disaster Act of 2015 (RISE Act). While we reported
that the default rate for loans issued before the RISE Act was higher than for those issued
after, we could not conclude that RISE Act changes in collateral requirements caused the
change in loan performance. We could not do so because we identified other factors that

affected loan performance independent of the RISE Act.

For example, we found that loans issued before the RISE Act had been performing longer
on average than those issued after the RISE Act and that older loans may have higher
default rates. Relatedly, an average of 53 months elapsed from the disbursement date to the
default date for all the pre-RISE Act loans that ultimately defaulted. However, only 12.3
percent of post-RISE Act loans had this long to perform.
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To account for differences in loan age, we reported on default rates for the first 4 years of
(1) Pre-RISE Act loans issued from January 1, 2011, through November 24, 2015 (the day
before the RISE Act was enacted), and (2) Post-RISE Act loans issued from November 25,
2015, through September 30, 2020, When comparing these two sets of loans, we found that
the default rates for the loans varied by less than 1 percentage point for each year of the

loan performance and less than 2 percentage points cumulatively.

In addition, we identified several other factors that could have affected loan performance,
including (1) changes in 8BA’s lending practices, such as a change in 2014 to consider
applicants’ credit scores and credit history, (2) economic conditions in a given disaster area,
and (3) payment deferrals beginning in March 2020 because of the COVID-19 public health
emergency.

Foliowing Superstorm Sandy, Congress appropriated $779 million to the Small Business
Administration (SBA) for the purpose of disaster assistance,

Despite this, many Sandy victims were unable to obtain loans to assist with their

recovery.

Applicants, especially small businesses, experienced extensive delays in the disaster

foan application, processing, and disbursement process.

According to the September 2014 GAO Report:

3.

» Physical Disaster Business Loan applications were processed in approximately 45

days,
« While Economic Injury Disaster Loans took about 38 days.
is the SBA more or less prepared for a major disaster than they were prior to Sandy?
GAQ response:

We cannot determine definitively SBA's preparedness because we have not compared all
aspects of preparedness since Hurricane Sandy. However, SBA has implemented some
reforms since Hurricane Sandy to help it better respond to a major disaster. These reforms
include efforts to improve the timely processing of loan applications and to identify critical
elements of disaster response. In a February 2020 report on SBA’s response to Hurricanes
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Harvey, Irma, and Maria (GAQ-20-168), we found that despite a high volume of applications,
SBA was able o process applications quicker than it had for Hurricane Sandy because of
changes it made to its loan processing and review functions and the increased use of
electronic applications. it took SBA about 70 days on average to go from acceptance to
initial disbursement following Hurricanes Harvey, Irma, and Maria. In contrast, it took SBA
about 93 days on average to go from acceptance to initial disbursement after Hurricane

Sandy.

in that February 2020 report, we also found that SBA’s response plans for Hurricanes
Harvey, irma, and Maria varied and, in some cases, did not discuss certain resource
reguirements for responding to the disaster, such as equipment needs. We recommended
that SBA identify the key elements of a disaster action plan and provide guidance to staff on
how to incorporate those elements into future plans. In December 2022, SBA provided a
revised template for its disaster action plans that requires officials to identify critical
information, such as the projected resource needs and outreach strategy.

. What open priorities are most important for SBA {o implement before hurricane

season?
GAO response:

Since February 2020, we have made several priority recommendations to SBA to improve
its Disaster Loan program that SBA had not fully implemented as of March 2024. These
recommendations relate to identifying potential risks, communicating with applicants, and

addressing access barriers.

« Identifying potential risks. We found in February 2020 (GAQ-20-168) that SBA’s major
disaster planning documentation following Hurricanes Harvey, Irma, and Maria lacked in-
depth discussions of risks SBA could face when responding to disasters, such as
extended power outages. We recommended that SBA identify and document risks
associated with its disaster response and plans to mitigate these risks in its disaster
planning documentation. SBA agreed with this recommendation and provided an
updated Disaster Preparedness and Recovery Plan in February 2024. The updated plan
includes an appendix that presents the results of regional risk assessments and
identifies hazards most likely fo affect SBA disaster recovery operations. Before we can
determine if SBA has fully addressed our recommendation, we will need to obtain and
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review internal agency documentation cited in the plan and discuss with SBA officials the

efforts to mitigate the risks identified in the plan.

Communicating with applicants. In July 2021 (GAO-21-588), we found that SBA’s
initial communication with potential applicants excluded key information about the
program, such as program terms. In addition, applicants did not receive clear information
about their application status. We recommended that SBA develop a comprehensive
strategy for communicating with potential and actual program applicants in the event of a
disaster. SBA agreed with the recommendation and told us in February 2023 that it had
started developing a new disaster loan application portal that would include improved
messaging features, such as immediate status updates. SBA did not provide a time

frame for implementing the new portal.

Addressing access barriers. In December 2021 (GAD-22-104039), we reported on
what was known about the impact of six federal disaster recovery programs, including
S$SBA's Disaster Loan Program, on various sociogconomic and demographic groups. We
found the programs lacked key data and analysis that would allow them to examine
pattemns and indicators of potential access barriers and disparate recovery cutcomes.
We recommended SBA work with two other agencies to (1) develop and implement an
interagency plan to help ensure the availability and use of quality information to aid in
identifying access barriers or disparate outcomes and (2) design and establish routine
processes to address identified access barriers and disparate outcomes. SBA agreed
with these two recommendations.

SBA officials told us in February 2024 that they have been working with the other
agencies to develop an interagency plan for data collection, sharing, and analysis to
identify potential equity issues. SBA officials said the plan would describe processes the
agencies would use to address any identified equity issues. According to the officials,
the plan should be developed by June 2024.
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