ﬁ

SBA

U.S. Small Business
Administration

Testimony of

Patrick Kelley
Associate Administrator
Office of Capital Access

U.S.SmallBusinesAdministration

Before the

Committeeon SmallBusinessand
Entrepreneurship
United States Senate

Hearing on
“Qversidgt of SBA's COVID Ecommic Injury Disaster Loan Progrdm

August2, 2022



Testimony ofPatrick Kelley
Associate AdministrateiOffice of Capital Access
U.S. Small Business Administration

Good morningChairman CardinRanking MembePaul and members of theommittee
On behalf of our Administrator, IsaleelCasillasGuzman, and the entire Agency, | want to start
by thanking you f or youlendiagtprogramgadlWS Smallt of t h
Business AdministratiorSBA) programs

SinceMarch2021, | have serveds theAssociate Administrator for the Office of Capital
Accesg(OCA). Previouslyl served aPeputy Chief of Staff, Deputy Associate Administrator,
and Senior Advisor for the SBMuring the first year ofhe pandemi¢cmy respeciand
admirationfor thecivil servants othe SBA only grew, as the Agenaerved as a lifeline for
America’s small businesses confrontedtdwaswi t h a
humbled to help continue this wooker the past yean my curent role alongsid& B A ¢ivd
servantswho continue towork tirelessly to provide small business owners the ralef capital
they desperately need.

In my current role] am responsible far he Of fi ce of Capital Acce
S B A 7(&) business loas) the Community Advantage Pilot program, the 504 Loan Proginam,
Surety Bond Progranandthe Microloan Progma. Collectively, thes@programsconnectsmall
busines®ntrepreneurs that otherwise are unable to obtain conventional sourapgalingth
paticipating private sector lendewslling to lendnecessary capital to start or grow small
businessesSBA loans are behincompanies and products that are now household names, like
Ben& J e r fcg/Cremm South bySouthwest and Boppy Pilbw.

Supporting Small Business Growth

In 2021, the U.S. economy addeéd million new jobs. In no small part, that is because
2021 was also a record year for new business starts. According to Censbsaiaition
Americandfiled an application for a new businesmore than 20 percent higher than any
previous year on recoahd more than twthirds higher than the annual average of 3.2 million
new businesses applications per year in the five years prior to the start of the paAdehgc
SBA transitions its focus from pandemic relieftocore missionthe agency has nevhad
more startups to support. As agtrepreneuknows, new startup businesses neapital. Not
only is access to affordable, timely capital key to small business growth and survival generally,
but itis particularlyvitalint o d ay ' s whichasmarkad bybothhigh growthand rising
demand, as well as headwinds such as rising prices and a changing labor market.

The SBA’s cor e [seppaitingthys dynamicgohartrofsnewabusmesses
through the tail wi ndsnomynSthallmanafattwreraykich arekkeytdo oday’
t he Pr esi daekhngsumply chairablottlenetks head by increasing domestic
production benefit uniquely from the 504 Loan Program. Main Street businessegjing from
the pandemican manage cost pressures with-oest working capital loans under the 7(a)
program.Small government contractersincluding thoseéouilding new infrastructurander the
Bipartisan Infrastructure Lawr el y on SBA’ s raf.Vetaan gntrdprenewrs apd o g



those from historically underrepresented backgroarwlkich make up an increasingly large
share of startup ownersare served by the Community Advantage program.

Across our programs, SBA supportet#.8billion in new lendingn Fiscal Year 2021.
That high volume was supported in large part by temporary program enhancements passed by
Congress, including debt reljgee waivers, and increased guarantee rates. t he HFY esi den
2023 Budget Request, the SBequeshg a 13%increasean lending authority across our
capital programs, to support ongoing demfordhese programs.

Admini strator Guzman has also taken action
and make them accessible to a broader array of entreprendurasaness typeSpecifically,
she has extended the Community Advantage Pilot Program, expanded its accessibility to
underserved borrowers, and made it more accessiblgrgpreneurs previously involved in the
justicesystem.We continue texploreways to extend changes like these to our other loan
programs And finally, as envisioned by this committee, SBAnisrking to make our loan
programs more accessible to emplopased businessesd those seeking toansition to
employee ownershjy helpng owners exit their business whigving their workers
opportunity to build wealth.

Paycheck Protection Program

At the onset of the pandemic in March 202@ Agencytook on the role of
administering th&aycheckProtectionProgram (PPR)increasing loan volume tefold in a
matter of weekdn 2020, the SBAapproveda total of 5.2 million loans fad8522 billionto
Amer i ca’ s s mrdlcdrtairbnorprofitddes Ecanemic Aid Act exteratithe
authority to make PPP loans through MaBdh 2021with an additiona$284 billionin lending
authorityand modified rules for PPP loan eligibility and forgivenasd allowed certain
borrowers to obtain second draw PPP lo&m#larch 2021the AmericarRescue PlaAct
provided an additional $7 2 billion through the program.

In the 2021 rounds of PPthe SBAapprovedver 63 million loanstotalingover $270
billion in loan volumeln the third round of PPRhe SBAprioritizedreaching themmallest
businessedow and moderattncomecommunitiesandrural areaso achieve aequitable
distribution.

Delivering over$788 billion in reliefwould not have been possible without the
partnership of over 5,000 lenders that participated in the WBRwreextremely grateful foall
thar hard workand dedication executing this program with udVith theinvolvementof
community banks, credit unions, Community Development Financial Institutions, Minority
Depository Institutions, farm credit lenders, ficai technology firms, and traditional lenders
we have been able to reasmall business owneesross Americand protectillions of jobs.
Even after PPP, @hope to continuéo fosterthese relationshipsndexpand access to capital.



Addressing Fraud Waste and Abusén PPP

One of the criticisms of the PPP whg lack of eligibility and fraud checks potential
borrowersIn responsgtheAgencydeveloped a detailed loan review plan in October of 2020.
The process is designed to maximize program integrityoapd i mi ze t he use of
review resourcesyhile considering the challenges posed by the high volume of PPP loans and
the statutoryimeframe foremittance of forgiveness payments

As part of this proces#) late 2020he SBAreviewed the entire portfolio of PPP loans
through the use of an automated screening process comparing loan data with publicly available
information and applying eligibility and fraud detection rules.

Additionally, unlike in the first rounds of PPEhe 2021 guarantprocessliminated
instant pprovalof applicatiors. Instead, funding for loangascontingent on passirfgont-end

SBA compliance checksuch as verifying income with IRSandcrashhe c ki ng T-reasury

Not-Pay list

SBA has made significant progresexposing fraudsters, regimg them to law
enforcement, and preventiagditional fraudLast month, Administrator Guzman annountesl
creation of a new Fraud Risk Management Board (FRMB) to replace the Fraud Risk
Management Council. She also designated a Special Counsel for Enterprise Risk to work across
the Agencyto further limit fraud and riskVe arealsoworking closely with théffice of
Inspector General and other federal authorities to refer suspected fraud to law enforcement
authorities. The steps we have taken to strengthen program controls have been recognized by
Congressional auditars

PPPForgiveness Process

One ofthe highest prioritieof ourfirst year was to ensure eligible small businesses
could accesPPP forgiveness in a smooth, simple wRlyP loans are eligible for forgiveness if
funds are usefbr eligible payroll costsat least60% of total fundsand nonpayroll costs such as
mortgagepaymentsinterest payments, rent or lease payments, utilities paynopetstions
expendituressupplier costsproperty damage costs, awdrker protection expendituseluring
the coveredperiod. The coveredperiod is the &o0-24 weekperiod afterdisbursement ahe loan.

To that end, th&gencyworked diligently over the summef 2021t o | aunch t he

Direct ForgivenesBrocessLenders could opt in to using the Portal, whstfeamlined the
forgiveness process by allowing their borrowers to apply for forgiveness directly through SBA,
provided the loans were $150,000 or |88 SBA renderetd o r r ofargiveressapplicatiors

in a web and mobile friendly platform, with most of the questiongpppailated based on
information they already provided in their original PPP application. After submission, SBA sent
the applications to the lender for review and decision, and thertd&kA for final decisionlt

takes borrowers 6 minutes or less on average to complete the applid&ionmoeonly

reduced the time it takes for eligible borrowers to access the relief they need as theybatover,
we' ve al stbetimditdaks fer leraders to process these applicatiboglate more

N



than1,500 lenders have opted and SBA has processed 1.9 million loans through Direct
Forgiveness

Overall SBA hasprocessed 0 million forgivenesslecisionsor approximately91% of
all PPPloans,totaling ¥43billion. Thistotal consist®f 4.9 million, or 97%, of 2020 loans and
5.4 million, or 8%, of 2021 loans.

RRF

In March 2021, the American Rescue Péstablished the Restaurant Revitalization Fund
(RRF) to provide funding thelp restaurants and other eligible businesses keep their doors open.
After shouldering the delivery of ov&i788 billion in PPP relief, the Office of Capital Access
was able to take valuable learnings and implement the RRF prégganmarthreemonthsafter
the bill' s passage.

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

We were al# to accomplish this because of an exceptionally-ussrdly application
technology portal, a highly dedicated and expert team of career civil seah{zoactive
outreach to restauranteurs and other eligible entity types to inform the implemeotaitisn
critical program.

COVID EIDL

The COVID Economic Injury Disaster LoarE(DL) is the largest loan portfolio at the
SBA, with 3.9 million loans totaling over $® billion as of the month ajuly. Nearly 686,000
EIDL loans received an increas@iven the unprecedented demand for the program, in 2021
Administrator Guzman immediately invested heavily in increaSimy A ¢apacity Within
months of assuming leadershfdministrator GuzmaitransitionedCOVID EIDL to the Office
of Capital Access to dechte additional management capacity. Since this transition, the Office of
Capital Access closed oubacklog ofnearlyl million applicans across loan and advance
categories by increasing the agency’ speprocess
day tomore thar20,000 We also increasddan officer productivity from less than two
applicationgperday to an average &b while overhauing the customer service experience and
solidifying robust fraud controldn recent weekshe agency haspprovedan average afver
$900million a day the average processing time for an applicatwisto threeveeks for loans
under $500,000ra aboubnemonth for loans over $500,000hat ison par with or faster than
industry standards.

Despite our progresdhere have been two recurring concerns with the progiams
Congress and other stakeholddéraud and processing delays &pplicants. For fraud, a series
of events contributed to this challenge for the programs that have since been rectified, & 2020



the start of the programs, the CARES Act prohibited the agency from collecting tax documents

to verify business identity @rrevenue, which is one of the strongest safegagdinst fraud

that the agency employs, including for the SB
in 2020, 3.6 million COVID EIDL loans were approved without any tax document verification,
representing 92% of the portfolio. In 2021, with the reversal of the prohibition under the

Economic Aid Act, the agency implemented the IRS verification along with the Do Not Pay

Check.As mentioned earlier, we reaudited the 2020 portfolio with teelvnology to protect

against fraud. These important steps will ensure that the relief funds passed by Congress are
directed to the businesses they were intended to help.

To addresprocessing delaygdministrator Guzman directed the agency to operatie wi
both speed and certainty.@/o not believe there is a tradeoff between speed and fraud controls,
as we have reached a point today where both exist and function cohesively with controls in place
while we process applicants within weeks. The proces®taysl that continue to be experienced
by applicants are mostly by applicants who are filing for reconsideraihversdid not file their
2019 taxes and successfully obtained a loan in 2020 when that control waplaoginrhave
not submitted requiredocumentation for verification. Now that the IRS verification control is in
place, the applicant who was approved in 2020 with no IRS verification is experiencing
challenges obtaining a loan increase. With an average loan increase approval rate a650%, th
means of 3.6nillion loans administered in 2020 with no tax verification, half of those that have
come back to loan increases have been declined for not meeting eligibility and fraud controls.

Despite these cases, the majority of COVID EIDL borroverse obtained decisions and
relief within weeks and the programs have successfully kept millions of small businesses afloat
At the saméime,thef r aud controls introduced under Admir
ensured the SBA can fight againstugafor the remainder of the COVID EIDL programs and
beyond

Moving Forward

| am incredibly grateful for the tremendous amount of work3Ba staff has put in over
the past yeao getover $700 billion ofelief to small business owneaiad nonprofit
organizationsDespite unthinkable circumstances and devasthigsy this teanquickly
executed on the largest SBA program in histprgtectingmillions of Americans and their
livelihoods.Additionally, | would like to thank thenembers of this committee for your support
of the Agency throughout the implementatioriteg Paycheck Protection Prograand for your
dedication to these small busines&wall business s t he | i febl ood dadf our
our communitiesl will continue to put my whole soul into our effortsetiectively concluding
pandemic programs amlivering ongoing support to small businesseshey can rehire and
retain workers, safely reopen, and deliver the ess@als and services our communities
depend on.



