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Over v iew of  the  Paycheck  Protect ion  Program
• Created by the federal CARES Act (March 27, 2020) to provide a direct incentive for 

small businesses to keep their workers on the payroll. Extended in December 2020.

• Administered by the SBA, but SBA delegated its approval authority to lenders.

• Round 1 ran through August 8, 2020 – 5.2 million borrowers received loans for 
$512 billion. An average loan of $101,000. When Round 1 ended, there was still 
about $134 billion in PPP funds that were not used.

• Round 2 started in January 2021. As of April 4th, about 2.1 million Round 1 
borrowers have received a 2nd draw loan, and about 1.9 million new borrowers 
have received a 1st draw loan. Eligibility for a second draw loan requires borrowers 
to have exhausted the remainder of their first draw loans, have no more than 300 
employees, and demonstrate at least a 25% reduction in gross receipts between 
comparable quarters in 2019 and 2020. For most borrowers, the maximum loan 
amount of a second draw loan is 2.5x average monthly 2019 or 2020 payroll costs 
up to $2 million.



B e f o r e  w e  l o o k  a t  t h e  P P P  i n  d e t a i l ,  l e t ’s  s t a r t  w i t h  s o m e  
A M L  a n d  f r a u d  b a s i c s  w h e n  i t  c o m e s  t o  f o r g i v e a b l e l o a n s

T h e r e  a r e  f o u r  k e y  s t a g e s :
• Prior to funding

• Funding

• Borrowers’ use of the PPP loan funds

• Forgiveness

A n d  y o u r  i n s t i t u t i o n  c a n  h a v e  o n e  o r  m o r e  o f  t h e s e  r o l e s :

• PPP loan processor

• PPP lender

• Financial institution directly receiving PPP funds deposited to a customer’s account

• Financial institution receiving deposits to a customer’s account electronically, by check, or in 
cash



F ra u d  m a n a ge m e n t  i s  a  b a l a n c e  o f  f ra u d  p r e v e n t i o n
a n d  f ra u d  d e t e c t i o n .  I t  i s  a l w a y s b e tt e r  t o  p re ve nt  
f ra u d  s o  y o u  d o n ’ t  h ave  t o  d e t e c t  i t  a n d  s e e k  t o
re c o ve r  t h e  f ra u d u l e n t l y  o b t a i n e d  f u n d s .

B u t  S B A  a n d  Tre a s u r y  t o o k  t h e  o p p o s i t e  a p p ro a c h :  
t h e y  favo re d  s p e e d  o f  l e n d i n g  o ve r  s t ro n g  l o a n  
u n d e r w r i t i n g  ( f ra u d  p re ve n t i o n ) .  T h e y  a l l o w e d  
l e n d e rs  t o  re l y  o n  b o r ro w e rs ’  d o c u m e n t a t i o n  a n d  
c e r t i f i c a t i o n s .  I t  w a s  a  “ t r u st  a n d  d o n ’ t  ve r i f y ”  
a p p ro a c h .

A n d  w e ’re  s e e i n g  t h e  i m p a c t :  a s  m u c h  a s  $ 2 0 0  
b i l l i o n  c o u l d  b e  l o s t  t o  f ra u d .



The SBA’s Inspector General has issued a number of reports on SBA’s handling 
of the PPP. The SBA-OIG Flash Report “Duplicate Loans Made Under the 
Paycheck Protection Program”, No. 21-09 (March 15, 2021) had this conclusion:

“Establishing strong controls to prevent improper or duplicate disbursements from 
occurring during initial loan processing is more effective than attempting to identify and 
resolve improper disbursements in the loan review phase. SBA’s efforts should focus on 
safeguarding funds up front, as it is more prudent and effective to prevent a loan from 
occurring than attempting to recover funds after the loan has been disbursed.”  
Duplicate Loans Made Under the Paycheck Protection Program (sba.gov)

The House Financial Services Committee Majority Staff Report, “Lowering the 
Guardrails – How the Trump Administration Failed to Prevent Billions in 
Pandemic Small Business Fraud”, was highly critical of the “self certification” 
aspect of the PPP, Economic Injury Disaster Loan (EIDL) program, and the 
various Pandemic Unemployment Assistance (PUA) programs. See 2020-03-25 Staff 

Memo - Small Business Fraud.pdf (house.gov)

https://www.sba.gov/document/report-21-09-duplicate-loans-made-under-paycheck-protection-program
https://coronavirus.house.gov/sites/democrats.coronavirus.house.gov/files/2020-03-25%20Staff%20Memo%20-%20Small%20Business%20Fraud.pdf


Over v iew of  Paycheck  Protect ion  Program (cont ’d  …)

• Lender does not need to conduct any verification if the borrower submits 
documentation supporting its request for loan forgiveness and attests or 
certifies various attributes of the borrower and its principals, and that it has 
verified the payments for eligible costs. 

• SBA will hold harmless any lender that relies on such borrower documents 
and certifications/attestations from the applicant … the only real standard is 
that the lender acts “in good faith”. 

• 4,000 of 5,000+ PPP lenders had never processed SBA loans prior to the PPP.

• Over 4 million loans for more than $600 billion were processed in the first 
month of Round 1: SBA has never approved more than 60,000 loans in a year. 
SBA and its loan systems were overwhelmed. The early processing had all 
sorts of issues. Most of those issues have been resolved.



PPP Loan Terms

• Loan size – 2.5 times the borrower’s average monthly payroll costs 
(excluding annualized salaries greater than $100,000), up to a 
maximum of $10 million. So the maximum a PPP borrower can 
receive is ($100,000/12 x 2.5) or $20,833 per employee.

• This is important to understand for financial crimes purposes:

Loan Size Fewest Number of Employees

Up to $50,000 $50,000/$20,833 = 2.4

Up to $150,000 $150,000/$20,833 = 7.2

Up to $350,000 $350,000/$20,833 = 16.8

Up to $2,000,000 $2,000,000/$20,833 = 96

Up to $10,000,000 $10,000,000/$20,833 = 480



Why is this important?

Round 1 had 660,504 loans of $150,000 or greater. So 
every one of those borrowers must have “protected” at 
least eight jobs. But … the lenders for one out of seven of 
these 660,504 borrowers reported that the borrower had 
fewer than 8 employees. And 25% of the borrowers that 
got the maximum $10 million reported fewer than 480 
employees (the minimum number for a $10 million loan).

Lenders have reported 
that they didn’t carefully 
report the number of 
jobs (paychecks) 
protected by the 
Paycheck Protection 
Program. Because it 
wasn’t a mandatory 
reporting requirement.



Who are the PPP Lenders?
Three of the four biggest PPP Round 1 lenders – by number of loans processed – were the 
biggest banks in the country: JPMorgan, Bank of America, and Wells Fargo. But surprisingly, 
New Jersey-based Cross River Bank, with 400 employees, was the third biggest lender.



The two biggest PPP Round 2 lenders – by number of loans processed – are not 
JPMorgan and Bank of America, but Itria Ventures LLC, a subsidiary of Biz2Credit, and 
Cross River Bank. For both rounds, Cross River has processed almost as many loans as 
each of JPMorgan and Bank of America. And for Round 2, Itria, Cross River, and Capital 
Plus Financial, LLC are processing more than 2 PPP loans every minute of every day ...

SBA estimated it would 
take a lender 25 minutes 
to prepare and submit 
the Lender application 
form (Form 2484) for 
each PPP borrower.
See 85FR42479



Capital Plus Financial LLC is a CDFI that “specializes in minority and underserved communities by 
partnering with Blueacorn to provide a simple and efficient platform for small businesses across the 
country to apply for first and second draw Paycheck Protection Program loans via the Small Business 
Administration …”.

For Round 2, Congress set aside $15 billion across first and second draw PPP loans for lending by 
community development financial institutions, or CDFIs. Separately, the SBA has set aside $40 
billion loans for borrowers with a maximum of 10 employees or for loans less than $250,000 to 
borrowers in low-or-moderate income neighborhoods. This seems to be working …

https://blueacorn.co/


PPP Round 1  Data  … and Benef ic ia l  Ownersh ip

These are the only 
two legal entity types 
that are actually 
described in the 
Corporate 
Transparency Act of 
2020



PPP Loan Terms – Forgiveness
• The entire loan amount may be forgiven if: 

• the amount is expended only on payroll costs, mortgage interest payments, 
rent, and utilities; 

• no more than 40% (originally 25%) of the amount is expended on mortgage 
interest, rent, and utilities; and 

• the borrower maintains employee and compensation levels. 

• Per SBA rule, if borrower reduces payroll by laying off workers or reducing 
salaries, amount of forgiveness is reduced.

• Treasury added an exception for business with laid off workers that refuse to 
return to work (applies if employer makes a written job offer that is turned 
down).

• As of April 1, 2021, about 2.4 million of the Round 1 PPP loans (46%) for $209 billion 
(40%) have been forgiven. An equal number and amount have not yet been received, 
and 290,000 are under review.

The forgiveness process may reveal a lot of “usage” fraud. Unless Congress grants 
blanket forgiveness for loans under $xx,xxx.



Financial Crimes Issues for PPP Loans
• SBA Interim Final Rule addresses BSA requirements:

• Lenders must follow all BSA requirements.  

• Depository institutions must follow their existing AML policies 
subject to FinCEN, OCC & Treasury Guidance

• Lenders without an AML policy must create one equivalent to that 
employed by a federally-insured depository institution.  

• Lenders do not need to collect or re-verify beneficial ownership 
information from existing customers, unless indicated by the financial 
institution’s risk-based approach to BSA compliance ... and most risk-based 
programs will require re-verification for higher- and high-risk customer 
types (e.g., cash intensive businesses, nail and beauty salons, construction 
firms)



Financial Crimes Issues for PPP Loans (cont’d …)

• For new customers, lenders must collect certain information from 
holders of a 20% or greater ownership interest in a prospective 
customer and verify that information pursuant to the institution’s 
risk-based approach to BSA compliance.

• SBA requires that up to five legal owners provide five types of 
information: name, SSN, address, percentage ownership, title

• BSA requires that up to four legal owners and one “control” person 
provide four pieces of information: name, SSN, address, DOB

• BSA requirements for SBA’s PPP loans require that up to five legal 
owners provide SIX pieces of information: name, SSN, address, DOB, 
percentage ownership, title  …

SBA – 5 owners, 5 attributes
BSA - 5 owners, 4 attributes

Result?
To satisfy the SBA and BSA

5 owners, 6 attributes



Financial Crimes Issues for PPP Loans (cont’d)

• There has been no guidance from the prudential regulators or FinCEN on 
whether and how customer risk ratings are impacted by PPP loans.

• BSA requires that up to four legal owners and one “control” person provide 
four pieces of information: name, SSN, address, DOB. But the BSA 
requirements for SBA’s PPP loans require that up to five legal owners 
provide SIX pieces of information: name, SSN, address, DOB, percentage 
ownership, title … neither FinCEN nor any of the regulatory agencies have 
commented on this.

• Remember those four “roles” (PPP loan processor, PPP lender, financial 
institution directly receiving PPP funds deposited to a customer’s account, 
and financial institution receiving deposits to a customer’s account 
electronically, by check, or in cash)?  There has been no guidance from the 
prudential regulators or FinCEN on whether and how institutions are to 
monitor for and investigate potential, and report, suspicious activity 
(although more than 21,000 PPP-related SARs have been filed through 
October 2020).



Liability and Other PPP Risks

• Potential Liability :

• The SBA provided a “safe harbor” by allowing applicants that repay 
outstanding PPP loans in full by May 18, 2020, to be deemed by the 
SBA to have made the required certification in good faith at the time of 
the PPP loan application and funding.  (over $30 billion was returned.)

• An applicant making false statement to obtain a PPP loan is punishable 
under various laws by imprisonment and penalties. 

• Misrepresentation or false certifications may also be subject to 
penalties under the False Claims Act.

• Lenders will be held harmless so long as they “act in good faith” … 
whatever that means.



Liability and Other PPP Risks

• SBA will review compliance with certain PPP loans:
• Will review all loans in excess of $2 million.
• Other PPP loans will be reviewed “as appropriate.” 

following a lender’s submission of a PPP loan forgiveness 
application by a borrower. 

• The SBA has stated it will provide additional guidance on 
the PPP loan forgiveness process. 

• Lack of SBA review does not mean others (e.g., DOJ might 
not also review the loan).



Lender Considerations / Next Steps

• While lenders have limited underwriting roles and liability, they still 
face certain risks:

• Reputational risks.

• Potential impact on future exams.

• Lawsuits (e.g., suits against Wells Fargo and Bank of America)

• Lenders must:

• Satisfy all BSA/AML obligations – CIP, CDD, SAR, CTR, OFAC

• Satisfy all attestation / documentation obligations

• Be aware of potential red flags or other indicia of fraud

• Incorporate PPP and other COVID-19 relief payments into 
underwriting guidelines.

PPP loan fraudsters have been using the identities of innocent small business 
owners and employees. One of the biggest issues yet to emerge is how financial 
institutions (and the FTC) will handle these victims.



The Fraudsters

The PPP Loan Fraud Cases Are Piling Up: I have a database of 200 
defendants in 144 cases filed in 49 of 93 federal district courts. 

I have also posted 99 “PPP Loan Fraud Episodes” on LinkedIn, 
including …











Some Red Flags …

• The borrower wasn’t in existence before February 15, 2020

• Supporting documents bear indicia of fraud

• Employee information is suspect – sequential SSNs

• Business entity opens up a new account at a financial institution 
that is not its PPP lender

• Common IP addresses

• Borrower does not seek forgiveness



Takeaways for Processors, Lenders, and those directly 
or indirectly receiving PPP loan proceeds: 

• Document, document, document: maintain good records of 
decision-making and spending. Hindsight is 20/20.  Even if a 
decision looks strange in the future, good records will help 
explain why you took action during the pandemic.

• Even if liability is limited under terms of CARES Act, there is still 
risk from poor controls including reputational risk, fraud, and 
False Claims.



The Final Word: we don’t know 
what the final word is, yet.

“We’ll be judged tomorrow on what we’re 
building today, based on regulations that 
haven’t yet been written and best practices that 
haven’t been shared.”

Jim Richards - December 2006



And two final thoughts:

To  d a t e ,  a b o u t  $ 3 0  b i l l i o n  i n  fe e s  h a v e  b e e n  p a i d  
t o  P P P  l e n d e r s .  I f  C o n g r e s s  a n d  Tr e a s u r y  d e c i d e d  
t h a t  l e n d e r s  co u l d  r e l y  o n  t h e  b o r r o w e r s ’  
c e r t i f i c a t i o n s  a n d  d o c u m e n ta t i o n ,  a n d  n o t  h a v e  t o  
d o  a ny  r e a l  v e r i f i c a t i o n  o r  d u e  d i l i g e n c e ,  w hy  d i d  
t h e y  b o t h e r  u s i n g  l e n d e r s  a s  a  $ 3 0  b i l l i o n  
m i d d l e m a n ?

M y  g u e s s  i s  t h a t  C o n g r e s s  w i l l  g i v e  b l a n ke t  
f o r g i v e n e s s  f o r  a l l  l o a n s  o f  $ 5 0 , 0 0 0  a n d  l e s s ,  o r  
6 . 8  m i l l i o n  o f  9 . 2  m i l l i o n  P P P  l o a n s .



Jim Richards
Find me at:

www.regtechconsulting.net

Follow me on LinkedIn: 
https://www.linkedin.com/in/richards1

http://www.regtechconsulting.net/
https://www.linkedin.com/in/richards1

