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This report presents the results of our audit of the State of Michigan’s 
use of funds awarded under the State Small Business Credit 
Initiative (SSBCI), which was established by the Small Business Jobs 
Act of 2010 (the Act).  In June 2011 Michigan was awarded 
approximately $79.1 million,1 of which $4.2 million was allocated to 
the Michigan Capital Access (CAP) Program, $68.9 million was 
allocated to the Michigan Business Growth Fund, and $6 million went 
to the Small Business Mezzanine Fund.  As of March 2012, the State 
had received the first two disbursements of funding totaling 
approximately $52.2 million, and had obligated or spent approximately 
$38.5 million on loans enrolled either in the CAP or the Michigan 
Business Growth Fund. 

The Act requires the Treasury Office of Inspector General (OIG) to 
conduct audits of the use of funds made available under SSBCI and to 
identify any instances of reckless or intentional misuse.  Treasury has 
defined reckless misuse as a use of funds that the participating state 
or administering entity should have known was unauthorized or 
prohibited, and which is a highly unreasonable departure or willful 
disregard from the standards of ordinary care.  Intentional misuse is 
any unauthorized or prohibited use of funds that the participating state 
or its administering entity knew was unauthorized or prohibited. 

Our audit objective was to test participant compliance with program 
requirements and prohibitions to identify any reckless or intentional 

                                                           

1 Rounded down from the actual award amount of $79,157,742. 
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misuse of funds.  We reviewed a statistical sample of 36 small 
business loans enrolled in the Michigan CAP and 23 small business 
loans enrolled in the Michigan Business Growth Fund prior to 
December 31, 2011.  We reviewed the loans to determine whether 
they complied with program requirements for loan use, capital at risk, 
and other restrictions.  We also reviewed the administrative costs 
charged against SSBCI funds related to these programs to ensure they 
were accurate and supported in accordance with Treasury Guidelines 
and Office of Management and Budget (OMB) Circular A-87, Cost 
Principles for State, Local, and Indian Tribal Governments.  We visited 
the offices of the Michigan Economic Development Corporation 
(MEDC), the administrative entity that was given program 
responsibility for overseeing the use of SSBCI funds in Michigan.  All 
loan files sampled from the applicable lending institutions were directly 
forwarded to us electronically or provided to us on site at MEDC.  
Appendix 1 contains a more detailed description of our audit objective, 
scope, and methodology. 

We conducted our audit from April 2012 to November 2012 in 
accordance with 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 objective.  We believe that the 
evidence obtained to address our audit objective provides a reasonable 
basis for our findings and conclusions. 

Results In Brief 

Our sample results suggest that the majority of the $38.5 million in 
SSBCI funds obligated or expended by the State of Michigan prior to 
December 31, 2011, was used properly.  However, we identified 
approximately $2.524 million in misuse, of which: 

• $2.5 million was used to finance lender purchase transactions 
that did not involve extensions of additional credit to borrowers; 
 

• $3,000 supported a partner buy-out, a prohibited purpose; and 
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• $21,000 was used to pay the CAP insurance premium on a loan 
closed and funded prior to Michigan’s acceptance into the 
SSBCI program and Treasury’s allocation of funds to the State. 

 
We determined that $21,000 of the $2.524 million constituted a 
“reckless” misuse of funds as defined by Treasury guidance, which 
under the provisions of the Small Business Jobs Act must be 
recouped.  While we did not find that the $2.5 million in lender 
purchases constituted reckless misuse, we questioned whether loan 
purchase transactions that do not increase capital to new businesses 
are consistent with the intent of the Act to help small businesses 
expand, grow, and create jobs.  Therefore, Treasury will need to 
develop guidance for such transactions.  We also noted that 
Michigan’s application was worded so broadly that it allowed the 
State to use its SSBCI funds to help a failing business, which was an 
exception from how it stated it anticipated using its SSBCI funds.  We 
did not find the $3,000 supporting a partner buy-out to be a reckless 
or intentional misuse because even though the purpose of the loan 
was clearly prohibited, State officials were unaware of the loan’s 
purpose, as the loan enrollment form they reviewed and signed did not 
disclose the loan’s purpose. 

Additionally, we found that $8,506 of administrative costs charged to 
the SSBCI program was incurred prior to June 21, 2011, the date 
Michigan was approved to participate in SSBCI and notified of its 
SSBCI allocation.  As a result, the $8,506 was not allowable or 
properly allocable to the program. 

We recommend that Treasury recoup from Michigan the $21,000 
identified as a reckless misuse of funds, and disallow $8,506 in 
administrative expenses.  We also recommend that Treasury issue 
guidance addressing the conditions under which loan purchase 
transactions would be permissible, and require Michigan to modify its 
application to require that any exceptions granted to its anticipated 
use of funds be documented and approved by Treasury to ensure they 
are made for good causes and in a manner that is consistent with the 
intent of the Act.  Finally, we recommend that Treasury require states 
that grant funds as exceptions to their own stated policies to provide 
written justification for doing so, and that it require states to use 
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enrollment forms for CAP programs that disclose the purpose of the 
loans enrolled. 

Treasury accepted each of our recommendations.  Although Treasury 
believes that Michigan’s purchase of a loan participation was not 
prohibited and was consistent with its approved State program, 
Treasury will issue guidance addressing the conditions under which 
loan purchase transactions would be permitted.  It will also require 
Michigan to acknowledge that it will document and seek approval for 
any use of funds that differs from its original SSBCI application, and 
require states to provide written justification when using SSBCI funds 
in a way that differs from their applications.  Further, Treasury will 
recoup from Michigan $21,000 for enrolling a loan that a financial 
institution closed prior to Michigan’s participation in the program, and 
require states to use enrollment forms for CAP programs that disclose 
the purpose of loans.  Treasury will also disallow the $8,506 in 
impermissible administrative expenses. 

Background 

SSBCI is a $1.5 billion Treasury program that provides participating 
states, territories, and eligible municipalities with funding to 
strengthen CAPs and other credit support programs that provide 
financial assistance to small businesses and manufacturers.  CAPs 
provide portfolio insurance for business loans based on a separate loan 
loss reserve fund for each participating financial institution.  Other 
credit support programs include collateral support, loan participation, 
loan guarantee, and venture capital programs.  Each participating state 
is required to designate specific departments, agencies, or political 
subdivisions to implement the programs approved for funding.  The 
designated state entity distributes the SSBCI funds to various public 
and private institutions, which may include a subdivision of another 
state, a for-profit entity supervised by the state, or a non-profit entity 
supervised by the state.  These entities use funds to make loans or 
provide credit access to small businesses. 

Primary oversight of the use of SSBCI funds is the responsibility of 
each participant.  To ensure that funds are properly controlled and 
expended, the Act requires that Treasury execute an Allocation 
Agreement with participants setting forth internal controls, and 
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compliance and reporting requirements before allocating SSBCI funds.  
SSBCI disbursements to participating states are made in three 
tranches: the first when the Secretary approves the state for 
participation, and the second and third after the participating state 
certifies that it has obligated, transferred, or spent at least 80 percent 
of the previous tranche.  In addition, the participating state is required 
to certify that it has complied with all applicable program 
requirements. 

The State of Michigan’s Participation in SSBCI 

On June 21, 2011, Treasury approved Michigan’s application for the 
Michigan CAP, Michigan Business Growth Fund, and Small Business 
Mezzanine Fund programs, and awarded the State a total of 
$79,157,742.  On July 8, 2011, Treasury disbursed the first of the 
State’s allocation, $26,122,055, and on January 11, 2012, Treasury 
approved disbursement of the State’s second allocation, 
$26,122,055.  As of March 31, 2012, Michigan had obligated or 
spent $38,566,045, representing all of the first tranche and 
$12,443,990 of the second tranche.  The State also used $198,811 
of the $38,566,045 to pay administrative costs associated with 
implementing the State programs. 
 
The Governor of Michigan designated the Michigan Strategic Fund 
(MSF) to receive SSBCI funds and administer the program under the 
Allocation Agreement with the U.S. Treasury.  The MSF operates as 
an autonomous entity within the Michigan Department of Treasury.  
A Memorandum of Understanding was executed between the MSF 
and the MEDC, pursuant to which MEDC staff provide certain SSBCI 
administrative services to the MSF, subject to the direction and control 
of the MSF.  The MSF is authorized to use allocated SSBCI funds only 
for the purposes and activities specified in the State’s Allocation 
Agreement with Treasury, including for direct and indirect 
administrative costs. 
 
Michigan CAP.  The MSF established the Michigan CAP in 1986, and 
it operated until 2002.  In 2005, State law directed the MSF to re-
establish CAP as part of the State’s loan enhancement program.  CAP, 
at its peak, participated in over 1,000 loans per year and cost the MSF 



 
 

 
Michigan’s Use of Federal Funds for Capital Access and  Page 6 
Other Credit Support Programs (OIG-SBLF-13-002) 

approximately $2 million per year to operate.  MSF’s cost was 
principally for loan insurance premiums. 
 
Each loan that a participating financial institution enrolls in the 
Michigan CAP is protected by a reserve account in the institution’s 
name.  The reserve is funded through a one-time premium paid into 
the reserve in equal parts by the borrower and the lender.  The MSF 
then matches the combined premium.  The lender selects a premium, 
from 1.5 percent to 3.5 percent of the loan amount, based on the 
lending institution’s assessment of the risk of the loan. 
 
Michigan’s Allocation Agreement provided up to $4.2 million in SSBCI 
funds to support Michigan’s CAP.  As of March 31, 2012, $340,901 
of SSBCI funds had been expended for CAP insurance premiums for 
167 loans with a total value of $10,454,685. 
 
Michigan Business Growth Fund.  In 2009, prior to the receipt of 
SSBCI funds, the MSF created the Michigan Supplier Diversification 
Fund to provide State funding in support of private lending activities.  
The State designed the fund to provide credit opportunities for 
Michigan suppliers that may not qualify for credit through traditional 
lenders.  The Michigan Supplier Diversification Fund assisted in the 
underwriting of 20 separate lending facilities until State funds were 
substantially expended in April 2011. 
 
In May 2011, the MSF established the Michigan Business Growth 
Fund to administer SSBCI funds approved for use in other credit 
support programs.  The Michigan Business Growth Fund is a combined 
collateral support program and loan participation program.  Collateral 
support programs help viable businesses that are struggling to get 
credit because the value of the collateral they hold has fallen, possibly 
due to the decline of commercial real estate values.  Loan participation 
programs entail risk sharing among financial institution lenders and the 
State.  Other credit support programs must demonstrate a 1:1 private 
leveraging ratio, meaning that each dollar of investment by the State 
must result in at least one dollar of new private credit. 
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The Allocation Agreement provided up to $68,957,742 in SSBCI 
funds for MSF’s collateral support and loan participation programs.  As 
of March 31, 2012, $14,244,319 of this amount had been expended 
for collateral support on 21 small business loans with a total value of 
$48,888,935.  Additionally, the MSF directly lent an additional 
$18,816,020 to small businesses via 18 loan participation 
transactions totaling $42,180,937. 
 
The Small Business Mezzanine Fund Program.  The MSF has run a 
mezzanine fund program in the State since 2006 and has committed 
$17.5 million in State funds to support $460 million raised in the 
private sector for such financings.  Michigan’s Allocation Agreement 
with Treasury provides up to $6 million in SSBCI funds in support of 
this program.  The State has been in talks with three capital formation 
groups that are raising mezzanine funds focused on small industrial 
technology and growth service sector firms.  However, as of 
March 31, 2012, the MSF had not spent or obligated any SSBCI funds 
on this program. 

Michigan Generally Used SSBCI Funds Properly, but Misused 
$2.524 Million 

Of the 59 loans sampled, 55, or approximately 93 percent, complied 
with SSBCI program requirements.  However, we identified 
$2.524 million that was misused on two loans enrolled in Michigan’s 
CAP and two loans enrolled in Michigan’s Business Growth Fund.  The 
two loans enrolled in the Business Growth Fund were used to finance 
$2.5 million in lender purchase transactions that did not involve 
extensions of additional credit to borrowers.  Another loan provided 
$3,000 for a business purpose prohibited under the Small Business 
Jobs Act.  The remaining loan of $21,000 was made prior to 
Michigan’s acceptance into the SSBCI program.  However, only 
$21,000 met the Department’s definition of “reckless misuse.”  The 
Act requires Treasury to recoup funds that were recklessly misused. 
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Michigan Business Growth Fund Financed $2.5 Million in Lender 
Purchases that Did Not Extend Credit to Borrowers 

Michigan provided $2.5 million of SSBCI funds to a lender through its 
Michigan Business Growth Fund that was used to jointly purchase 
with the State two loans from another lender.  The purchase was 
made to prevent the borrower, which was in bankruptcy, from being 
liquidated until it was purchased by an out-of-state private equity firm. 
The loan purchases also benefitted the prior lender by removing bad 
loans from its books.  The new lender benefitted too by recouping, 
with interest, the funds it had loaned when the borrower’s business 
was sold months after the loan purchases.  Finally, the State recouped 
the SSBCI funds used to purchase the loans. 

The loan purchases constituted a misuse of funds because they did 
not provide new credit or a cash infusion to the borrower, but rather 
transferred an existing loan from one lender to another.  Thus, the 
transaction was not unlike a lender selling a home mortgage to 
another financial institution with no involvement by the borrower.  
However, the purchases helped the company avert chapter 7 
bankruptcy and attract a buyer (although the company remains in 
chapter 11 bankruptcy).  Because SSBCI Policy Guidelines do not 
address this type of transaction, we relied on our interpretation of the 
intent of the Act, as states must comply with both the Act and SSBCI 
Policy Guidelines. 

While the transactions temporarily kept the borrower from defaulting 
on its two loans, we question whether loan purchases are consistent 
with the intent of the Act to increase capital to allow small businesses 
to expand, grow, and create jobs.  If such transactions are allowed, 
SSBCI funds could be used to largely finance repeated loan purchases 
that do not increase the amount of capital extended to small 
businesses.  While Treasury considers an increase in credit on a 
lender’s books to constitute “new credit,” regardless of whether the 
small business is advanced new monies, viewing this issue solely from 
the lender perspective could lead to sanctioning transactions that 
result in no net increases in lending or capital to small businesses.  
It would also allow Treasury to measure the success of the program 
by the amount of existing debt transferred from one lender to another, 
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instead of the amount of capital that is made available to small 
businesses.  Therefore, Treasury will need to issue guidance 
addressing the conditions under which loan purchases would be 
permitted. 

We also believe the loan purchases did not meet the intent of the Act 
because the funds bailed out a failing company.  The company had 
ceased operating about 3 weeks prior to the loan purchases, was in 
chapter 11 bankruptcy, and the prior lender was seeking to force the 
company into chapter 7 bankruptcy.  There were also serious 
assertions made by the borrower’s creditors that the company did not 
have a strong management team in place.2  Therefore, we question 
whether using SSBCI funds to support a failing company met the 
intent of the program, which was to grow businesses and create jobs. 

We noted that Michigan’s application stated that “…generally, 
companies using the program would be otherwise strong, with 
typically modest historical cash flow coverage and typically strong 
indicators of future sales.  They would also tend to have strong 
management teams in place, which the lender believes will perform 
well going forward in a normal collateral position.”  This wording of 
Michigan’s application is so broad that it left a “loophole” by which 
the State could grant exceptions to the types of companies in which it 
would invest.  While we believe there may be valid reasons for 
granting exceptions, exceptions should be documented and approved 
by Treasury to ensure that the intended use is for good cause and is 
consistent with the goals of the Act.  Therefore, we believe that 
Treasury should modify Michigan’s application to ensure the State is 
held accountable for making appropriate investments with its SSBCI 
funds.  Treasury should also require states that make funding 
exceptions to their own stated policies to provide written justification 
for doing so. 

Although the loan purchases constituted a misuse of funds because 
they did not meet the intent of the Act, we determined that they did 

                                                           

2 The Official Committee of Unsecured Creditors of the company proffered allegations that 
two members of the company’s board of directors “looted” the company, while the other 
three directors provided virtually no oversight. 
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not constitute intentional or reckless misuse.  To conclude the misuse 
was reckless, the OIG would have to establish that Michigan should 
have known it was a misuse and that its actions constituted a highly 
unreasonable departure from the standards of ordinary care.  Because 
Treasury guidelines did not address these types of transactions and 
the State’s approved application was written in a way that could be 
broadly interpreted, we did not find that the misuse was reckless. 

Michigan Spent $3,000 on a Loan Used for a Prohibited Business 
Purpose 

Michigan paid $3,000 in SSBCI funds to a lender’s reserve fund for a 
loan to be used for one business owner to buy out a partner.  The Act 
requires that SSBCI loan proceeds be used for a “business purpose.”  
A business purpose includes, but is not limited to, start-up costs, 
working capital, business procurement, franchise fees, equipment, and 
inventory, as well as the purchase, construction, renovation, or tenant 
improvements of an eligible place of business that is not for passive 
real estate investment purposes.  Treasury guidelines state that loan 
proceeds will not be used to purchase any portion of an owner’s 
interest in a business. 
 
Treasury clearly prohibits such loans, but the enrollment form that 
State officials reviewed and signed did not disclose the loan’s 
purpose.  MEDC officials also informed us that its staff does not 
review loans enrolled in the CAP program to ensure the loans meet 
SSBCI criteria.  Further, Treasury does not require the State to validate 
borrower/lender assurances regarding the uses of funds.  Therefore, 
we cannot consider the misuse of the $3,000 to meet Treasury’s 
definition of reckless or intentional. 

However, we believe that allowing states to rely solely on lender and 
borrower assurances, without verifying the truth of the assurances, 
removes any accountability that states could have for preventing the 
misuse of SSBCI funds, which is not Treasury’s intent.  Also, while 
Treasury’s national compliance standards3 highlight additional actions 

                                                           

3 SSBCI National Standards for Compliance and Oversight, effective as of May 15, 2012. 
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states can take to ensure that funds are used appropriately, such 
actions are not required.  The absence of requirements prevents the 
OIG from classifying misuses of funds as reckless or intentional, and 
thus prevents Treasury from recouping misused funds.  Therefore, at a 
minimum, we believe that Treasury should require states to use CAP 
program enrollment forms that disclose the purpose of loans enrolled.  
Doing so will ensure that states are aware of the intended uses of 
funds at the time of loan enrollment and provide the OIG with the 
proof needed to determine whether a misuse was intentional or 
reckless so that states can be held accountable. 

Michigan Paid $21,000 for a CAP Loan Prior to the State’s 
Admission to the SSBCI Program 

We identified another loan that involved the misuse of $21,000 in 
SSBCI funds.  Michigan paid $21,000 in SSBCI funds to the lender’s 
reserve fund even though the loan was closed and funded on 
May 20, 2011 – almost 2 months prior to July 6, 2011, the date 
Michigan signed its Allocation Agreement.  Therefore, the loan was 
not eligible for SSBCI funding. 
 
The State’s use of $21,000 to fund a loan that occurred prior to its 
acceptance into the SSBCI program met Treasury’s definition of 
“reckless” misuse of funds, as the State was aware of its program 
admission date.  The State had signed an Allocation Agreement with 
Treasury and received notification that it would receive its first 
allocation almost 2 months after the loan was funded.  Additionally, 
the loan enrollment form was signed by three individuals, all of whom 
approved a transaction ineligible on its face.  We can come to no 
conclusion other than that the review was carried on in a manner 
consciously indifferent to the quality of the review process or the 
likelihood that ineligible applications would be approved.  Maintaining 
a review process lacking effective standards and/or quality 
control - evidenced by the individual approvals of not one, but three, 
reviewers and resulting in the misuse of SSBCI funds - exhibits gross 
indifference to the likelihood that ineligible transactions will be 
approved.  This, in our view, constitutes a highly unreasonable 
departure from the standards of ordinary care. 
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Further, the loan in question already had been enrolled for 3½ months 
in the State’s CAP program prior to being enrolled in the SSBCI 
program in September 2011.  State officials also collected new 
borrower and lender assurances in September 2011, which provided 
another opportunity for the State to check the date the loan was 
funded. 

Therefore, we find that Michigan’s loan enrollment constituted a use 
of funds that the State or its administering entity knew or should have 
known was unauthorized or prohibited, and that its actions constituted 
a highly unreasonable departure from the standards of ordinary care.  
Because the Act requires recoupment of funds identified by the OIG as 
recklessly misused, Treasury will need to recover the $21,000 in 
misused funds associated with this loan. 

A Portion of Administrative Costs Were Not Allowable or 
Allocable 

Additionally, $8,506 in personnel costs incurred for administering 
SSBCI funds should be disallowed because such costs were incurred 
prior to Michigan’s acceptance into the SSBCI program.  We found 
that $8,506 out of $130,316 in administrative costs charged against 
SSBCI funds as of December 31, 2011, were not allowable or 
allocable to the program because the expenses were incurred prior to 
June 21, 2011, the date Michigan entered the program and was 
notified of its SSBCI allocation. 

States may incur administrative costs beginning on the date of the 
Allocation Agreement, which constitutes the beginning of the award 
period and the date that Treasury establishes its obligation to the 
state.  However, Michigan initially charged SSBCI for its May and 
June 2011 personnel costs for three staff members working on the 
SSBCI program.  While the State subsequently reversed the costs for 
two of the staff members, it overlooked the cost for a third.  
According to OMB Circular A-87, pre-award costs are allowable only 
when they would have been allowable if incurred after the date of the 
award and only with written approval of the awarding agency.  
Michigan did not request, and did not receive, written approval from 
Treasury for the pre-award of these administrative costs.  Therefore, 
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Treasury should disallow the $8,506 in pre-award administrative 
expenses. 

Recommendations 

We recommend that the Deputy Assistant Secretary for Small 
Business, Housing, and Community Development: 

1. Issue guidance addressing the conditions under which loan 
purchase transactions would be permitted. 
 
Management Response 

Treasury agreed with this recommendation and will issue guidance 
addressing the conditions under which loan purchase transactions 
would be permitted.  However, Treasury noted that it authorized 
Michigan’s use of funds for purchasing loan participations and 
stated that the transactions identified as misuse constituted new 
extensions of credit that refinanced the debt of an unaffiliated 
lender. 

OIG Comment 

We consider Treasury’s action to be responsive to our 
recommendation.  However, we disagree with Treasury’s 
assessment that the questioned transactions constituted 
refinancing of existing debt by an unaffiliated lender, which is 
permitted.  Industry practice has shown that a refinancing involves 
new loan documents, a credit analysis, appraisal of collateral, and a 
review of financial statements of the business.  None of these 
were present for the transactions questioned.  The loan purchases 
legally were an “Assignment and Assumption” of debt, and were 
simply a transfer of debt obligations from one financial institution 
to another, not unlike a lender selling a home mortgage to another 
financial institution with no involvement by the borrower.  
Therefore, we question whether the loan purchase transactions 
were consistent with the intent of the Act to increase capital to 
small businesses to allow them to expand, grow, and create jobs. 
 
While Treasury has not defined refinancing of existing debt for the 
purposes of this program, SSBCI Policy Guidelines require that new 
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monies must be advanced to the borrower when the same or 
affiliated lenders refinance prior debt.  This change in SSBCI 
guidelines was made in response to our September 2012 report on 
Montana’s Use of Funds Received from the State Small Business 
Credit Initiative.  This report pointed out that allowing SSBCI funds 
to be used on refinancing with no limits on the amount being 
refinanced could result in little new capital being extended to small 
businesses and may allow prior debt to be brought under the 
protection of the SSBCI program.  Although Treasury guidelines are 
silent as to whether the requirement to advance new monies 
should be imposed on loans refinanced by different lenders, it 
would be logical and prudent to apply the same criteria to such 
transactions for the same reasons Treasury changed its policy on 
refinancing prior debt from the same lender.   

2. Require Michigan to modify its SSBCI application to acknowledge 
that when it invests in companies that do not meet the 
representations made in its application, it must document its 
rationale for doing so and seek approval from Treasury to ensure 
the transaction meets the intent of the Act. 

 
Management Response 

Treasury agreed with this recommendation and will require 
Michigan to acknowledge that it will document and seek approval 
for any use of funds that differs from its original SSBCI application. 

OIG Comment 

We consider Treasury’s action to be responsive to our 
recommendation. 
 

3. Require states that grant funds as an exception to their own stated 
policies to provide written justification for doing so. 
 
Management Response 

Treasury agreed with this recommendation and will require states 
that use SSBCI funds in ways that differ from their applications to 
provide written justification for doing so. 
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OIG Comment 

We consider Treasury’s action to be responsive to our 
recommendation. 
 

4. Require states to use enrollment forms for CAP programs that 
disclose the purpose of loans enrolled. 
 
Management Response 

Treasury agreed with this recommendation and will require states 
to use enrollment forms for CAP programs that disclose the 
purpose of loans. 

OIG Comment 

We consider Treasury’s action to be responsive to our 
recommendation. 
 

5. Recoup from the State of Michigan $21,000 of recklessly misused 
funds for the loan that occurred prior to Michigan’s participation in 
the SSBCI program. 

 
Management Response 

Treasury agreed with this recommendation and will recoup from 
Michigan $21,000 for enrolling a loan that the financial institution 
closed prior to Michigan’s participation in the program.  Treasury 
also noted that it does not believe all instances of inadvertent 
errors in enrolling a loan necessarily meet the published definition 
of reckless misuse. 

OIG Comment 

We consider Treasury’s action to be responsive to our 
recommendation.  We also wish to emphasize that Michigan’s 
enrollment of a loan made prior to its participation in SSBCI was 
not an “inadvertent” error.  The loan had been enrolled for 3½ 
months in the State’s CAP program and had to be removed from 
the CAP program and re-enrolled in the SSBCI program, with new 
borrower and lender assurances.  Also the re-enrollment was 
evidenced by three State reviewers, each of which signed the 
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SSBCI loan enrollment form showing the significant time gap 
between the date the loan was made and when it was enrolled in 
the SSBCI program.   

 
6. Disallow the $8,506 in administrative expenses incurred prior to 

June 21, 2011. 
 
Management Response 

Treasury agreed with this recommendation and will disallow the 
$8,506 in impermissible administrative expenses. 

OIG Comment 

We consider Treasury’s action to be responsive to our 
recommendation. 
 

* * * * * * 

We appreciate the courtesies and cooperation provided to our staff 
during the evaluation.  If you wish to discuss the report, you may 
contact me at (202) 622-1090 or Lisa DeAngelis, Audit Director, at 
(202) 927-5621. 

 

/s/ 
Debra Ritt 
Special Deputy Inspector General for 
Office of Small Business Lending Fund Program Oversight 
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Appendix 1:  Objective, Scope, and Methodology 

The objective of our audit was to test participant compliance with 
program requirements and prohibitions to identify reckless or intentional 
misuse of funds.  As of March 31, 2012, Michigan had obligated or spent 
$38,566,045 in State Small Business Credit Initiative (SSBCI) funds 
through its participating programs, including $340,901 for insurance 
premiums through the Michigan Capital Access Program (CAP),  
38,026,333 for collateral support and loan participations through the 
Michigan Business Growth Fund, and $198,811 for costs associated with 
administering the State programs.  An additional program, the Small 
Business Mezzanine Fund, with authorized funds totaling $6 million had 
not spent or obligated any SSBCI funds. 

The scope of our audit included small business loans enrolled in the 
Michigan CAP and loans made by the Michigan Business Growth Fund, 
which were supported by SSBCI funds (either in the form of collateral 
support or direct loan participations) during the period, June 21, 2011 
(the date Michigan was approved for the program) to 
December 31, 2011. During this period, the Michigan CAP and the 
Michigan Business Growth Fund had enrolled or supported 113 loans with 
a total loan value of $71,936,256.  The total Federal contribution to the 
loan reserve funds associated with the CAP loans amounted to 
$196,989.  The total SSBCI funds used in support of the Michigan 
Business Growth Fund’s other credit support programs amounted to 
$29,725,594.  

We interviewed Michigan Economic Development Corporation (MEDC) 
staff with responsibility for administering the Michigan CAP and the 
Michigan Business Growth Fund on behalf of the MSF to understand and 
assess: 

• Whether the State used its allocated funding under the program in 
accordance with its approved application; 

• Procedures in place to process small business loans and ensure 
compliance with the requirements of the Act and associated 
Treasury guidelines; and 

• Accounting and reporting processes, including methodologies for 
calculating and reporting administrative expenses. 
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In addition, we also reviewed associated policies, procedures, and other 
written guidance provided by The Michigan CAP and the Michigan 
Business Growth Fund related to the use of SSBCI funds. 

We selected a sample of loans enrolled in the Michigan CAP and the 
Michigan Business Growth Fund as of December 31, 2011, and 
performed testing to ensure such loans complied with the requirements 
and prohibitions of the Act and associated Treasury guidelines.  We used 
a statistical sampling methodology for 59 of the loans and judgmentally 
selected one more loan based on the complexities noted in a similar loan 
to the borrower. 

We selected 23 loans enrolled in the Michigan Business Growth Fund for 
our review.  These 23 loans were originated by 12 lending institutions 
throughout Michigan.  During May 2012, we conducted an on-site review 
of loan files at the MEDC and compared the documentation in the loan 
files to specific requirements and prohibitions of the Act and associated 
Treasury guidelines.  MEDC staff provided loan files supporting our 
review of collateral support or loan participation activity in the OCSP 
programs. 

We selected 36 loans enrolled in the Michigan CAP for review.  Eight 
lending institutions throughout Michigan originated the 36 loans, for 
which the Michigan Strategic Fund paid the associated insurance 
premiums, and MEDC provided administration support.  During 
May 2012, we conducted an on-site review of the CAP loan files at the 
MEDC and compared the documentation in the loan files to specific 
requirements and prohibitions of the Act and associated Treasury 
guidelines.  Lender institutions and MEDC staff provided the CAP loan 
files directly or by electronic means. 

We conducted our audit between April 2012 and November 2012 in 
accordance with 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 to address our audit objectives provides a reasonable basis for 
our findings and conclusions. 
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Appendix 2:  Management Response 
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Appendix 3:  Major Contributors 

 

Debra Ritt, Special Deputy Inspector General 

Lisa DeAngelis, Audit Director 

Clayton Boyce, Audit Director 

John Rizek, Audit Manager 

Andrew Morgan, Auditor-in-Charge 

Safal Bhattarai, Auditor 
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Appendix 4:  Distribution List 

Department of the Treasury 
Deputy Secretary 
Office of Strategic Planning and Performance Management 
Risk and Control Group 

 
Office of Management and Budget 

OIG Budget Examiner 
 
United States Senate 

Chairman and Ranking Member 
Committee on Small Business and Entrepreneurship 

 
Chairman and Ranking Member 
Committee on Finance 

 
Chairman and Ranking Member 
Committee on Banking, Housing and Urban Affairs 

 
United States House of Representatives 

Chairman and Ranking Member 
Committee on Small Business 

 
Chairman and Ranking Member 
Committee on Financial Services 
 

Government Accountability Office 
Comptroller General of the United States 
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