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�ECTIO� 7(a) BUSINtss LOAN PROGRAM 
·-

•• 

During the six-month period ended March 31, 1979, 
a summary report of 360 compliance audits of 7(a) Loans was 
issu�d to the Associate Administrator for Operations and to 
the Associate�dministrator for Finance and Investment for 
their considcrQtion and appropriate action. Action on this 
report has not been finalized. These audits were made by 
two CPA firms under contract with SBA. The audits were made 
of borrow�s and participating banks for the purpose of evalu­
ating their compliance with the terms of the loan authoriza­
tions and loan agreements. The loans for audit were selected 
from Regions IT, IV and IX. Separate reports were prepared 
on each borrower and were forwarded to the responsible SBA 
district office for appropriate action and response. 
Satisfactory responses have been received on each of these 
reports. 

The audits disclosed approximately 1,100 findings 
which were-grouped into 18 categories. 

Generally, the most significant findings were 
included in categories described as (1) improper use of 
loan proce�ds, (2) violations of collateral provisions, 
(3) required equity not invested or maintained, (4) bank
loan servicing violations, and (S) financial reporting 
deficiencies. These five categories of findings, reported 
on in the 360 audit reports, represent over one-half of all 
reported findings. The following is a summary of these 
categories of findings: 

1. Improper Use of Proceeds

A certain use of lo�n proceeds is specified by 
the loan authori:z.ation. An impropC'r use occurs 
whenever a small business concC'rn uses th� pro­
ceeds of th� loan for purposes other than thnt 
stated in th� loan :iuthorizat:ion. The improper 
use of procC'eds rnngcd from $5,000 to over 
·s100,ooo, and includcJ some instances of use
of loan procC'cds for non-business purposes.
SomC' of the finding� also includ�d possible
false statcm�nt� hr-borrowers.
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Tl,<.· :1lrnn· rc·fc·rrab \·;<.·rt· m:1dc• h:1sc-d on fnlsC' st:tt<'· 
Y!'t'nt� in :1pjl)h·ati1111:,; fu1 a:-;:d�t:rncC', TC'mo,·:il of SBA c-nJ):ttC'raJ, 
frauJ :1�:dn.st tin· r.nn·rn::1<•nt, ,·iol:1Uon� of the Fc<ler:i'I Ues<'l'\'l' 
,h·t. hr participating bt111ks nn<l conspiracy to defraud SB.\ •.

�c also received information !Tom the Department of 
.Ju�tjcC' that,tC'n (10) co!lvjctjC"as :ind two (2) indictrnC'nts 
were Tt'porteJ during the rC'porting period from previous 
referrnls of cas�� involving 7(a) loan borrowers. 

MI�ORJTY LOAN PROGRAM

During the reporting period, fifty-four {54) referrals 
were m:ide to the nepartment of Justice concerning borrowers 
in this program. These were made for various reasons such ns 
false statements, conversion of collateral and misuse of loan 
proceeds. Also during this period, four (4) convictions were 
reported As a result of previous referrals to the Department 
cf Justice. 

DISASTER LO.\X PROGRA�I 

Investigations were initiated with regard to two 
(2) disaster loans during the reporting period. · In one case
no nctjon was required and in the other case, the loan was
placed in liquiJation and was also referred to the Department
of Ju�ticC' for Investigation anJ/or prosecution.

In addjtion to the above, SS additional dis�ster 
lo�n rcl3tC'd rC'fcrrnls were made to Justice for further 
inve�tjgntion and/or prosecutions. Thes� involved 30 busjncss 
loan�, 20 hotnl"' lo:rn� :11hl five f:trm loans. These rcfC'rrals 
Wl"'r< .' h:1:-<.'cl on such rea�on� n� false statements, misusC' of 
10:rn fund:--, C'tl'. 1'hC' rC'fC'rral:-: \\·ere made based on inform:1tion 
r��<.'ivcd from our field offjccs. 

Also Judn).! thb� pC'rio,I, th,· OC'partrnt'nt of .lu�ticC' 
l"l"portl'll C'l1w (1) ithlh·tnll"llt :1�11.t t,,·o (1) con\'ictions on 
lli�a::.tl'l' loan horro,,:""'r:-. 

lh1rin�: thl' l"l'p1,rt in� p,•riod, ·lllll' (1) l'l"' f.'rraJ ,,:1:-­
n:1,\· t ,, t lH' ll,•i,:1rt1:i,'J1l ,,f ,1u�t.i,·l,. I\\• al �o h:tVl" IH·,·n int\,n:.,·,l 
th:it 01H' ll) ii1.li"·t::i,•11t ,,:1:-- 1:1:1�h· ,,n a pn·,·ion� rc-f,•r1= :ll. 
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• SBA NAME CHECK PROGRAM 

·�11 recipients of SBA assistance are screened for
the purpos.c of determining present or past criminal records. 
TJ1is function is performed by the Office of Inspecto1· General. 
The following are the results of this program for the reporting 
period: 

SBIC Principals Checked through 
�ndices of FBI and SEC 416 

Loan Applicants Check�d through 
FBI Indices 

Loans Declined for Policy Reasons 

Loans Declined for Parole/Probation/ 
Pending Criminal Charges 

. 63,146

1 

Dollar Volume of Declined Loans 
, 

INVESTIGATIO:X OF SBA PERSONNEL 

27 

$1,535,044 

During the reporting period, thirty-eight (38) 
investigations involving SBA personnel were completed. As 
a result of these· investigations, the following personnel 
actions were taken: two resignations, one demotion, three 
reprimands and two admonishments. 

Possible administrative action on twenty (20) 
completed invcs t igat ions is st ill pending. The in,rcs ti ga tion� 
of ten (10) cases did not disclose any basis for administrative 
or any other action. 

In addition to the above, eleven (11) cases h:ivc-
h�cn rcf�rrcd to the Dcpartm�nt of Justice for its consideration 
of further invc.-stigntion :inJ/or prosecution. These r�fcrrals 
were ha��d on po�siblc brib�ry, false trJvel vouchers, false 
time nn<l attendance records and conflict of interest. 

Al so durins: thl� rcpc,rtin� pcrioJ, the Dcp:irtmcnt of 
Justirc reported one (1) inJictmcnt and one (1) conviction 
of SBA J>C'rs onn t' 1 •
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• SU�NARY OF
REFERR,\I.S, lSlll CT:.H:XTS A�n CONVJ CTJO�S

FOR THE Pl;RJOJJ OCTOBER 1, 1978 THROUGH MARCH 31, 1979 
. ' 
·•,

. 

PROGRAM 

' 

S(a) Contractors 

Small Business 
Jnvest111ent Co. 

Sect.ion 7 (a) 
Business Loans 

Minority Loan 

Disaster Loan 

Surety Bond' 
Guar�nlcc 

Handic�pped Assist­
ance Loans 

Applicant Represen-
tatives 

Investigations of 
SBA Personnel 

Forgery 

Impersonation of 
SBA Pcrsonnt>l 

Employee Murdered 
hy Ron·o\\·cr 

TOTALS 

DEPARTME�T 

OF JllSTirE 
REFEl,i � 1·� 

... 

. .  
., ... 

94 

54 

55 

1 

3 

1 

11 

0 

1 

0 

2�4 
--· 

t '•· 

INDJCTMESTS 

0 

4 

2 

0 

1 

1 

0 

0 

1 

0 

0 

0 

, 9 

CONVICTIONS 

0 

7 

10 

4 

2 

0 

0 

0 

1 

1 

0 

1 

26 




