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The Biden Administration recently instituted additional checks and 
guardrails to address the potential for waste, fraud, and abuse 
under the CARES Act, and recent actions showcasing some of the 
more egregious, intentional examples of PPP loan fraud provide an 
insight into how enforcement efforts are being applied.

On February 10, 2021, David Hines pled guilty to one count of wire 
fraud in connection with fraudulently obtaining funds from the 
Paycheck Protection Program (PPP), established as part of the 
Coronavirus Aid, Relief, and Economic Security (CARES) Act in 
2020.1

Hines made several applications for PPP loans on behalf of 
different companies, using false and misleading statements, 
receiving approximately $3.9 million. He used the funds 
(intended to provide forgivable loans to small businesses, for job 
retention and other expenses) on personal expenses including a 
$318,000 Lamborghini.2 For his crime, Hines was sentenced to more 
than six years in prison.

This outcome is not a surprise — the U.S. Department of Justice 
(DOJ) Criminal Division’s Fraud Section has been ramping up its 
investigations and prosecutions of individuals that committed 
fraud in obtaining PPP funds.3 More than 120 defendants in over 
70 criminal cases have been prosecuted for such fraud, resulting in 
recovery of more than $60 million.4

This article discusses trends in DOJ’s enforcement actions, how DOJ 
may investigate potential fraud, and identify best practices for PPP 
recipients.

PPP and fraud
The CARES Act and the PPP were designed to provide a direct 
incentive for small businesses to keep their workers employed 
and on payroll.5 Congress expanded these efforts in late 2020 via 
the passage of the Economic Aid to Hard-Hit Small Businesses, 
Nonprofits and Venues Act.6 The House Select Subcommittee on 
the Coronavirus Crisis noted that the Small Business Administration 
(SBA) issued more than 8.2 million PPP loans totaling over 
$718 billion.7

While many deserving businesses benefited from this program, 
there were bad actors.8 To address the potential for waste, fraud, 
and abuse, in February 2021, the Biden Administration instituted 

further checks and guardrails, such as loan guaranty approval 
being contingent on passing SBA fraud checks and a review of U.S. 
Department of the Treasury’s Do Not Pay database, and public 
records.9

An Office of Inspector General (OIG) was established to “conduct, 
supervise, and coordinate audits and investigations” in connection 
with loans made under PPP.10 The Office is now up and running and 
will be “formidably aggressive.”11

The SBA is conducting manual loan reviews for the largest loans in 
the PPP portfolio and a random sampling of the remaining loans. 
A September 2020 analysis conducted by SBA’s OIG identified 
“$4.6 billion in potentially fraudulent PPP loans, including 
$3.6 billion that went to borrowers on the Treasury Department’s Do 
Not Pay list, $692 million in duplicate PPP loans, and $402 million 
to borrowers with Taxpayer Identification Numbers (TINs) created 
after the program cutoff date.”12

An Office of Inspector General (OIG)  
was established to “conduct, supervise, 

and coordinate audits and investigations” 
in connection with loans made under PPP.

Further, SBA’s OIG identified another 55,000 loans, which totaled 
$7 billion, that was made to “companies that exceeded maximum 
loan amounts based on the number of employees, exceeded 
maximum business size standards, or received TINs after the 
program cutoff date.”

In December 2020, SBA’s independent financial auditor identified a 
broader set of more than two million PPP loans worth $189 billion 
(more than one third of all PPP loans issued in that period) that 
“are potentially not in conformance with the CARES Act and related 
legislation.”13

In addition to the DOJ and the SBA OIG, the House Select 
Subcommittee on the Coronavirus Crisis is also looking into 
issued PPP loans, targeting fintech firms and the banks that 
partnered with them. The fintech firms would process the loans 
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and the partner banks would issue the funds. On May 27, 2021, the 
Subcommittee sent requests for information to those companies 
seeking documents and information related to their handling 
of PPP loans, questioning whether they followed the proper 
screening methods before issuing the loans.14 This is because of 
their connection to PPP fraud cases being pursued by the DOJ.15 
A May 28, 2021 Press Release from the Subcommittee stated 
that, “FinTechs and their bank partners handled 75 percent of the 
approved PPP loans that have been connected to fraud by DOJ, 
despite facilitating just 15 percent of PPP loans overall.”16 This shows 
that as time goes on, additional scrutiny is going to be placed not 
only on who received PPP loans, but how they received them.

Two laws that DOJ could rely upon in pursuing PPP fraud are 
the Financial Institution Reform, Recover, and Enforcement Act 
(FIRREA) and the False Claims Act (FCA). The FIRREA makes 
it a crime for an individual or entity to make false statements to 
obtain a loan from the SBA. An individual or entity found to have 
violated FIRREA is subject to a civil penalty of up to $1,000,000 (or 
$5,000,000 for a continuing violation).17

Under the FCA, it is a crime for a person to defraud a federal 
program by submitting false claims for funds and, if convicted, 
the government can recover: (1) a civil penalty between $5,000 
and $10,000 for each false claim, (2) three times the amount of 
damages actually suffered and (3) the costs of any civil action the 
government brings to recover a penalty or damages.18

obtaining approximately $1.5 million in PPP loans on behalf 
of five businesses in Georgia and South Carolina. DOJ alleges 
that the individuals were part of a larger group that obtained 
approximately $3 million. The indictment alleges that one 
defendant recruited five other individuals to apply for PPP loans 
for their respective businesses and aided the other applicants 
in submitting the loan applications containing numerous false 
and misleading statements in exchange for a percentage of the 
loan proceeds.20

• One man submitted 118 Fraudulent PPP loan applications: 
Leonel Rivero owned a tax-preparation business and submitted 
approximately 118 applications seeking more than $2.3 million 
in PPP loans. The fraudulent applications were submitted 
on behalf of himself and accomplices and contained false 
and fraudulent IRS forms containing purported income and 
expense information, resulting in them receiving more than 
$975,000 in PPP loans.21

• Texas man applied for fifteen PPP loans: In March 2021, 
Dinesh Sah pled guilty to charges that he fraudulently 
applied for fifteen different PPP loans, seeking funds from 
eight different lenders using eleven different companies. The 
applicant obtained $17.3 million by inaccurately claiming 
that the businesses had numerous employees and used the 
proceeds to purchase homes, jewelry, and luxury vehicles.22

• Florida couple filed four applications for PPP loans: 
Latoya Stanley and Johnny Philus filed four fraudulent loan 
applications, seeking more than $1 million in PPP funds, as well 
as funds from the Economic Injury Disaster Loans program. 
Both claimed to employ more than 15 individuals at their 
companies. Neither company employed anyone.23

How to assess your own program
While outright fraud in seeking PPP loans is one thing, the way the 
PPP loans were used is another. DOJ’s pursuit of brazen examples 
of fraud should not provide comfort for those that did not commit 
fraud in applying for and receiving PPP loans. Audits of PPP loans 
are ongoing and if PPP loan proceeds were commingled with the 
businesses’ other funds, then the potential for the loan proceeds to 
be used inappropriately for a non-payroll purpose is high.

In consideration of this, if a company received a PPP loan, it should 
revisit its risk assessment to include government scrutiny relating to 
PPP loans.

When evaluating the loans and proceeds, companies should 
consider the following:

(1) Was the PPP loan application consistent with the company’s 
prior applications for loans? If the circumstances did change 
between the applications, be prepared to explain any 
differences.

(2) Does the company have a thorough understanding and 
accounting for the sources and uses of the PPP loan proceeds? 
Were the funds co-mingled with other funds? Were the funds 
used properly for payroll and payroll-related expenses? If so, 
how will the company demonstrate how the funds were used?

Two laws that DOJ could rely upon  
in pursuing PPP fraud are the Financial 

Institution Reform, Recover,  
and Enforcement Act (FIRREA)  
and the False Claims Act (FCA).

Accordingly, the potential for a significant damages award against a 
defendant guilty of PPP fraud is high and something that should be 
considered in the event of prosecution. Additional causes of action, 
depending on the case, could include, but are not limited to, bank 
fraud, wire fraud, money laundering, and conspiracy.

A few recent actions showcasing some of the more egregious, 
intentional examples of PPP fraud provide insight into how 
enforcement efforts are being applied:

• Bankruptcy debtor sought PPP loan: Prosecutors in the 
Eastern District of California brought civil claims under the 
FCA and FIRREA against online fashion accessories company, 
SlideBelts, Inc., and its CEO, Brigham Taylor, alleging that 
they falsely claimed that the company was not in bankruptcy 
in order to qualify for a PPP loan. In January, the DOJ settled 
its civil action with SlideBelts, Inc. in connection with its 
bankruptcy case.19

• Group sought millions in PPP funds: In January 2021, 
the DOJ charged six individuals with allegedly fraudulently 
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(3) Is everything appropriately documented in accordance with the 
requirements of the PPP loan lender, particularly with how the 
funds were utilized? While the SBA has some standard forms, 
certain lenders may require financial information in a different 
form.

(4) Was due diligence conducted prior to applying for the 
PPP loan, ensuring that the company was eligible to receive 
loan proceeds? Was there appropriate governance and 
oversight over the taking and use of the funds (for example, 
evidence of review and approval from senior levels of 
management)?

(5) Has there been a consideration of data analytics to measurably 
demonstrate and document compliance? For example, can the 
company show a 25 percent reduction in gross receipts during 
2020 compared with the same quarter of 2019 (a requirement 
for companies seeking PPP loans)?

(6) Check the company’s whistleblower hotline. Were there any 
allegations or complaints made regarding how the loan money 
was obtained or used?

(7) Does the company have any affiliates or joint ventures that also 
complied with PPP guidelines or sought PPP funds?

Conclusion
While PPP has expired, the governmental oversight in connection 
with those loans continues. The government appears to be stepping 
up efforts to investigate and determine whether funds were 
obtained and used properly.
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If a company received a PPP loan,  
it should revisit its risk assessment  

to include government scrutiny relating  
to PPP loans.

A company that received PPP loans should, in advance of any such 
inquiry, begin to review what statements and disclosures were made 
in obtaining those loans proceeds, how the funds were held, and 
how the funds were spent. Getting ahead of any investigation and 
identifying potential issues, with proper legal counsel and financial 
advice, will help ensure that you, or your company, is properly 
positioned should the government come calling.
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