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UNVEILING FINANCIAL FRAUD: A CASE STUDY OF SMALL 
BUSINESSES AND THE PAYCHECK PROTECTION PROGRAM

Abstract:
The aim of this research is to demonstrate contemporary instruments of fraud in the banking 
industry that small businesses use by using a simple case study of the PayCheck Protection Program. 
Furthermore, modern lending institutions are having to move from traditional ways of financing 
and innovate based on globalization, digitalization, and internationalization processes. With the 
skyrocketing competition, lenders are facing challenges, whereas additional requirements and checks 
could cause them to lose business if the additional measures are not applied; there is a chance for 
potential fraud; hence, the lenders are left with a dilemma. Their choice is becoming more complex 
as there is a rising number of players entering the market, therefore creating substantial competition. 
Ultimately, there is an opportunity for fraud that can be relatively easily committed, and small 
businesses are presented as a byproduct of the contemporary economic conditions, impacting the 
need for even economic and social development.
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1. INTRODUCTION

In the contemporary business environment, particularly in developed countries, 
there are limited growth opportunities. Moreover, stable economies have already 
developed their markets as well as market players and strategies for particular 
industries. Although, it can be challenging for the developed economy to grow at 
the same pace as developing economies simply due to the number of opportuni-
ties to promote such growth. One such opportunity for all economies, especially 
developed ones, is the growth of small businesses. Due to their unique structure, 
small businesses are a limitless opportunity for growth and innovation. Contrarily, 
big corporations can only grow so much within the country and the industry, and 
there can only be so many of them in the market at a particular time. However, 
small businesses can quickly enter the market by taking a small share and growing 
therein. Taking that into consideration, small businesses in the United States are con-
sidered a valid investment opportunity due to their skyrocketing growth and profit-
ability potential. There are numerous players who are interested in working with 
small businesses and providing them with various sources of funding nowadays. 
Besides banks, traditional lending institutions, and the government that works on 
economic development, some of the players in the market are venture capital and 
private equity firms, as well as investment banks and FinTechs. Throughout the 
years, there has been a massive interest in funding small businesses, and the market 
has consequently become more complex. Considering the fact that small busi-
nesses now have a plethora of choices to get funding that they need to start and/
or further grow their business, and the intense market competition that is strong, 
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lenders and investors have to come up with innovative 
and unique ways to create a competitive advantage for the 
target clients. Such market conditions where lenders and 
investors are actually competing against each other in order 
to win over more clients than has been the case in the past, 
which causes the market to have different requirements for 
small businesses to get funding. When the market only 
consisted of one or two players, institutions such as banks 
could make their own rules and use all the processes and 
procedures that they considered prudent lending. Nev-
ertheless, with the increased competition, there is a valid 
reason for a change, and traditional lenders need to adapt 
to new market conditions in order to stay relevant to the 
competition. Initially, banks were the ones that chose the 
best candidates to be their clients, but nowadays, clients 
are choosing the best lending institution to be their lender. 

2. LITERATURE REVIEW

Banks represent a vital segment of financial markets 
in the modern economy (Perić & Barjaktarović, 2023). 
Traditionally, banks were the only option for obtaining 
financing, and in some countries, they still are. Banking 
products that include retail and corporate banking (Nóra 
& Bíró-Szigeti, 2023) face banks with a plethora of pri-
vate and business clients daily. Moreover, such trust es-
tablished between banks and their customers is inevitable 
due to the reputation of bank lenders and players in the 
financial markets. One of the primary forces driving the 
modern economy is globalization (Nebozhenko et al., 
2023). As a byproduct of globalization, companies will no 
longer only be limited to the local markets but also include 
global markets, which would ultimately bring additional 
profitability, besides other benefits. Although, many of the 
banks are emerging into different markets and looking for 
growth opportunities (Tabash et al., 2024). Nevertheless, 
banks must follow trends of globalization in order to stay 
relevant in the market, hence offering innovative products 
to consumers and businesses. While improving the bank-
ing products and services that are offered to customers, 
globalization has also created multiple challenges for the 
banking industry, including banks having such a superior 
asset size that they cannot compete in the market. Simi-
larly, local banks and credit unions, in that case, are suffer-
ing due to the sheer size of their competitors that operate 
globally. Also, banks are no longer limited to geographical 
territory, which allows for rapid growth (Radojević, 2019). 
Some of the banking products, however, are only appli-
cable in specific markets. Further, the banking industry 
has experienced major reforms in the business environ-
ment in which the business is conducted (Korneev et al., 
2023). Traditionally, all bank operations and transactions 
took place in the physical location. In the contemporary 

business environment, the process of digitalization that 
encouraged the transfer of business activities from the 
physical to the digital environment has gained a skyrock-
eting importance (Singh et al., 2023). In addition to that, 
the COVID-19 pandemic has also played a significant role 
in speeding up the digitalization process for companies 
that have yet to transition to the online environment (In-
ascu & Barbu, 2023). Even before the pandemic, the need 
for digitalization has become apparent, as the digitaliza-
tion and globalization processes are closely related and 
interconnected (Van Zeeland & Pierson, 2024). Similar 
to globalization, the digitalization process has brought a 
plethora of growth opportunities as well as cost reduc-
tion and operational efficiencies (Levy, 2022). for many of 
the already existing players in the market, but it has also 
enabled new players to penetrate the market and become 
direct competitors. As an example, FinTechs are a crea-
tion of the digital economy, and the name itself further 
suggests the immersion of the two, up until now, not con-
nected industries – the financial industry and the technol-
ogy industry (Garekwe et al., 2024). Finally, the digitaliza-
tion process provides skyrocketing benefits not only in a 
time of need but also keeps providing numerous benefits 
to society and the economy daily (Chauhan et al, 2022). 
But at the same time, it has also provided base grounds 
for financial fraud in many different industries, including 
the banking industry, which has had colossal challenges 
navigating financial fraud attempts and dealing with their 
consequences (Mangala & Soni, 2023).

3. US BANKING PRODUCTS – COMMERCIAL 
AND SBA LENDING

In the United States, there is a plethora of different 
banking product options. However, the most valuable 
products for small businesses are commercial and SBA 
loans. Moreover, they will provide financing for business-
es for different types of clients all across the country, no 
matter if the business is only being started when financing 
is being obtained, or the business has already been oper-
ating and needs additional funds for different purposes. 
Either way, such lending practices with a focus on vari-
ous clients within the B2B market have a massive role in 
economic development and growth since not only does 
the bank benefit from the additional clients and/or loan 
facilities but also so are the businesses that are then con-
tributing directly to the economy. Economic development 
as such is a viable target of all types of lending, not lim-
ited to commercial and SBA financing, but also including 
impact investing and private equities, as well as FinTech 
lenders and their sources of financing. Albeit, Commercial 
and SBA Lending are still the most valuable for the bank, 
and that is not only because of their profitability but also 
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for the above-mentioned greater good that making loan 
facilities facilitates. On one hand, Commercial Loans are 
all loans that are not real estate (mortgage) originated, nor 
are they consumer loans. Furthermore, loans will include 
those that are fully secured or collateralized and those 
that are not. Some of the loans will be short-term, and 
some of them will be long-term, and all loans will require 
extensive documentation checks to include business and 
personal financial data. On the other hand, SBA loans rep-
resent a unique loan structure that is only present in the 
United States, where the private-public partnership will 
allow businesses that otherwise would not qualify for the 
commercial loan to still get access to the needed capital. 
SBA (Small Business Administration) is a government 
agency created in 1953 to protect and advocate for small 
businesses. Being relatively new, especially compared to 
traditional banking, which has been around for hundreds 
of years, small business lending has gained skyrocketing 
importance for the US economy. The private component 
of the partnership is found in banks that will source and 
process applications on the SBA’s behalf in return for the 
SBA’s guarantee on the loan processed. After the SBA ap-
proves the loan that a lender submitted, they promise to 
guarantee a major portion of the loan, that is, in all cases, 
above 50% and, in some cases, up to 90% but never 100%. 
As a byproduct of such a unique structure and public-
private partnership, the credit box is more comprehensive 
and includes many more businesses that will further be a 
crucial asset in the contribution towards the greater good 
(promotion of economic development and prosperity) as 
well as profitability for both the agency and the bank fa-
cilitating the loan facility and doing a loan. SBA loans will 
also allow for not fully collateralized loans that are not as 
popular among commercial loans.

4 COVID-19 PANDEMIC AND THE US BANKING 
INDUSTRY

The start of 2020 was not great for the world since the 
COVID-19 pandemic had just begun. In early 2020, a 
pandemic was also declared in the United States (Bailey et 
al., 2022), followed by the shutdown of many businesses, 
including banks, therefore adversely affecting their prof-
itability (Peerbhai & Kunjal, 2024). Customers were still 
able to use ATMs, but the business has been taken online. 
Traditionally, to open an account or get approved for a 
line of credit or credit, an individual would typically go to 
the local branch of the bank of choice to request such ser-
vices. However, COVID-19 made it impossible to visit the 
actual location of the bank, forcing the banks to operate 
in a strictly digital environment. The digitalization process 
has, nonetheless, started way before the pandemic, but the 
pandemic itself made it obligatory for the institutions that 

did not allow digital processing to do so in the shortest 
timeframe in order not to lose customers and miss out 
on opportunities. Prior to the pandemic, there were only 
a certain number of banks that were operating strictly 
online, with the majority of the banks heavily relying on 
their geographical presence as their competitive advan-
tage over their solely online competitors. In that sense, the 
banking industry was able to create additional value for 
customers so that they would be able to go to the physical 
location of the bank, aka the branch, and talk to someone 
in person. Such an advantage over competing industries, 
such as FinTech, has created a valuable position for banks 
and has further made it possible for both to operate in 
their market segments. However, due to the pandemic, 
banks were forced to switch their business model and be-
come more like their competition – FinTechs. Processes 
were not digitalized to the full extent, and all operations 
were done remotely. From the credit application through 
the approval process and the loan closing, all steps were 
not remote, even if they previously were not. Again, some 
of the more advanced banking models and organizations 
following them have already had such models in place, 
making it easier for them to adjust to the newly created 
challenges caused by the pandemic. Applying the FinTech 
business model, banks faced a new set of challenges not 
only related to the digitalization process but also devel-
oped a greater sense of the issue that has been skyrocket-
ing among the technology competitors, which is financial 
fraud. Moreover, financial engineering has always been 
present in the banking industry, and fraud was not an 
ambiguous term in the industry. Regardless of that, the 
traditional business model of banks, including the request 
of hard copies as well as wet signatures and other means 
of fraud prevention, was keeping the fraud levels under 
control for the banks. However, going digital created 
more opportunities for fraud in the banking industry and 
has caused banks to have to develop a new set of defense 
mechanisms against fraud that is now not only present in 
the traditional business environment, but now financial 
fraud is actually being used as an instrument of the digital 
economy as well.

4.1. PAYCHECK PROTECTION PROGRAM

During the shutdown, which varied in time by the 
state, many businesses were forced to change their busi-
ness model and move the place of business to the online 
environment (Atkins et al., 2022). Some industries have 
not had any issues with the transition because they were 
in either of the following scenarios: already operating in 
the digital environment, or they were working towards 
that, again, thanks to the digitalization process. Nonethe-
less, industries such as restaurants, both limited and full 
service, have suffered a major loss because they were not 
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able to translate their business model to the digital en-
vironment simply due to the nature of the business ac-
tivities. There was a blatant increase in the demand for 
food-delivery services, but due to government restrictions, 
restaurants were not allowed to serve guests but rather 
only take to-go orders. Such issues were similar for many 
other industries that were operating by using a business 

model similar to that of restaurants, including but not 
limited to other hospitability-oriented businesses such as 
hotels and manufacturing and retail-oriented businesses. 
As a response, the US government issued the CARES Act 
that created the PPP Program (Kickul et al., 2021). PPP 
program was designed to be the most straightforward 
loan program that would use government contractors 

Figure 1. Number of loans originated versus the number of loans forgiven. 

Figure 2. Number of loans originated versus the number of loans forgiven. 

Figure 3. Dollar amount of suspected fraud in comparison to the total funds disbursed. 
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(banks) to source and approve applications on SBA’s 
behalf (Bailey & Sokolowski, 2022), similar to the 7a or 
504 programs. The amount to be received was determined 
by the monthly payroll times two and a half for regular 
businesses, and the businesses that suffered significant 
losses during the shutdown that under 72 NACIS code, 
including restaurants and hotels, qualified for three and 
half times their monthly payroll for each employee. Cap in 
terms of the loan amount was $2 million, and applications 
under $150,000 did not require any documentation, again 
highlighting the simplicity of the program. Loans that 
were made in the amount of over $150,000 required the 
borrower to demonstrate at least a 25% revenue reduction 
during the pandemic period, as well as to provide finan-
cials such as tax returns, financials and bank statements, 
and payroll statements. Lenders were also encouraged to 
verify business operations prior to the start of the pan-
demic, which was collectively marked as February 15th, 
2020. Even though the program required SBA’s approval 
(Li & Strahan, 2021), it did not require any collateral, 
which made it highly unique in the market and the most 
straightforward. Starting April 3rd of 2020, small busi-
nesses and sole proprietors filing under Schedule C were 
able to apply, followed by the independent contractors 
and self-employed individuals who were allowed to apply 
a week later. Since round one was a success, the program 
was renewed in 2021, starting from January, with fresh 
funds to be lent in the amount of $284 billion. With the 
exact requirements and speculations that the program will 
be renewed for the second round, the 2021 round can also 
be considered a great success and help small businesses 
not only to survive the pandemic but also to use the funds 
to reinvest, pay off any debts and reopen the business 
after the sanctions have been lifted. PPP loans were ini-
tially made to be forgiven if the loan proceeds were used 
towards eligible expenses, and they were never meant to 
be paid back or partially forgiven (Fairlie & Fossen, 2022).

5. DISCUSSION

One would notice the correlation between the simplic-
ity of the financing and the level of fraud. Figures 1 and 
2 suggest that not all the loans originated are forgiven - 
$30.2 billion was suggested as the outstanding amount. 
The primary reason for the loans not being forgiven is 
the application of the elements of financial fraud when 
applying for the loan. Consequently, Figure 3 illustrates 
that $64 billion is suspected of fraud, which represents 
8% of the total amount. Even though 8% does not seem 
to be a high percentage, the dollar amount sounds com-
pletely different. Based only on the information currently 
available and only taking into consideration the loans 

that were reviewed, these numbers could be higher in the 
future as more investigations and audits are performed. 
Lastly, even though the program has provided numerous 
benefits to small businesses primarily due to the simplicity 
of the program itself, it has also allowed them a plethora of 
opportunities for fraud, as suggested in the above figures.

6. CONCLUSION

Even though the fraud level of the PPP program is 
only 8.8%, $64 billion is not an insignificant amount of 
money. Taking into consideration that the Office of 
Inspector General (dealing with financial fraud) cannot 
have the exact information on the fraud attempt num-
bers but rather can only report the fraud that was already 
discovered leaves room for the percentage growth in the 
suspected fraud. SBA is continuously reviewing all origi-
nation and forgiveness applications to try to identify any 
more fraudulent applications. Anyhow, the simplicity 
of the applications, scarcity of financial requirements, 
and lack of collateral for the loans have contributed to 
the fraud rate. On one hand, the government, as well as 
private institutions, such as banks, want to help small 
businesses grow and thrive, but on the other hand, with 
all that is currently offered to small businesses, there is a 
high chance of forging documents/applications in order 
to show numbers that are not realistic or even to create an 
entire set of false information to gain financial benefits, 
on the other hand. Lack of measures to check the infor-
mation provided by small business applicants results in 
fraud, as the Paycheck Protection Program illustrated in 
mid-2020 and early 2021. Banks are also in a competitive 
market where they are no longer the only players in the 
lending business; therefore, private equities, investment 
funds as well as FinTechs are all targeting the same mar-
ket segment, so the timing, as well as the complexity of 
the application process in addition to the requirements 
might result in one institution winning over the borrower 
and closing a loan. Although, banks are forced to have 
competitive incentives such as not requiring additional 
financial information that the competitors might not 
require or doing an unsecured loan where the risk to the 
bank is greater. Meanwhile, due to the complexity of the 
process and the timing issues, some of the small business 
applicants will use the opportunity to provide incomplete 
or false data that the lending institution might not be able 
to catch. As a byproduct, simple loan applications are still 
in the works and will need further development to ensure 
compliance and protect against fraud. The government 
is continuously working on reviewing past programs 
and how they affected the economy since, on one side, a 
plethora of small businesses were helped during the crisis 
period, by providing funds from the Paycheck Protection 
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Program, but on the other side there is ultimately at least 
$64 billion in fraudulently disbursed funds that could have 
been used where they were needed. Ultimately, as much 
as the opportunity to invest in small businesses in the US 
is significant not only for the contemporary economy but 
also for society, there is also a colossal threat of fraud and 
misuse of the funds.
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