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Assistant Secretary for Financial Institutions 
      
This report presents the results of our audit of the state of Indiana’s use of 
Federal funds awarded under the State Small Business Credit Initiative 
(SSBCI).  At the request of Treasury SSBCI program officials, we determined 
whether two investments (hereinafter referred to as Investment A and B), 
made by the Indiana Angel Network Fund (IANF) under Indiana’s Venture 
Capital Program, complied with SSBCI Policy Guidelines.  On May 27, 2011, 
Treasury awarded the state of Indiana approximately $34.3 million,1 and as 
of September 30, 2013,2 had transferred to the State approximately $22.7 
million3 of the awarded amount.  Of the funds received, Indiana allocated 
$21 million to the Venture Capital Program, of which $9.5 million went to 
the IANF, and designated Elevate Ventures to manage all program 
investments.  Elevate Ventures approved 15 investments totaling 
approximately $2.5 million.4 
                                                                                                                                                                                                                                              
The Act requires the U.S. 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 allocated 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 defined as a use 
of allocated funds that the participating state or its administering entity knew 
was unauthorized or prohibited. 

                                                 
1 Rounded down from $34,339,074. 
2 September 30, 2013, was the most current data available at the start of audit fieldwork. 
3 Rounded up from $22,663,788. 
4 Rounded down from $2,523,475 -  the total amount funded as of September 30, 2013. 
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To test participant compliance for each investment, we (1) compared 
investment documentation to program requirements regarding the use of 
proceeds, capital-at-risk, and other restrictions in the SSBCI Policy 
Guidelines, and (2) evaluated the investment oversight process.  We also 
discussed program and investment details with personnel from the Indiana 
Economic Development Corporation (IEDC), which is responsible for 
managing Indiana’s Venture Capital Program, and its contractor, Elevate 
Ventures.  Finally, we interviewed Elevate Ventures personnel to obtain 
transactional information.   
 
We performed our audit from July 2013 to June 2014 in accordance with 
Government Auditing Standards.  Those standards require that the audit be 
planned and performed 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 the audit 
objectives provides a reasonable basis for the audit findings and conclusions. 
 

Results In Brief 
 

Both IANF investments involved transactions between the Board Chairman of 
Elevate Ventures and the investees.  Investment A, totaling $499,986, 
constituted a misuse of funds because the Board Chairman had a controlling 
interest and voting stock ownership of more than 10 percent in the investee, 
which created a “prohibited related party interest.”  SSBCI Policy Guidelines 
prohibit an investee receiving SSBCI funds from a related interest of any 
such executive officer, director, principal shareholder or immediate family.   
 
The misuse was intentional because the Elevate Ventures CEO, who certified 
the investment was compliant with SSBCI rules, including those prohibiting 
related party interests, was notified prior to investment closing that the 
Board Chairman’s ownership interest could exceed the allowable share, and 
did not disclose the information to Elevate’s Investment Committee, who 
unanimously approved the investment.  In addition, the Elevate Ventures 
CEO knew that the capitalization tables used to calculate the Chairman’s 
ownership interest at investment closing on November 2, 2012 were diluted 
with SSBCI funds the investee had not yet received.  The diluted tables 
reduced the Chairman’s ownership interest to below the 10-percent 
threshold.  The CEO of Elevate Ventures also sent a letter to the OIG stating 
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that prior to the investment closing, Elevate evaluated the November 2, 
2012 capitalization tables and found them adequate after considering the 
dilutive effect of SSBCI funds on the Board Chairman’s ownership.   
 
Full compliance with program requirements and prohibitions is a condition 
precedent to the investment closing.  That is, the investor’s ownership 
position at the time of closing must be compliant before a specific financial 
obligation can be entered into with the investee, rather than determined 
based on an ownership interest after the funds are invested.  While Elevate 
officials defended their position by stating that use of diluted tables is an 
accepted industry practice, it is not a sufficient practice for purposes of 
ensuring compliance with the SSBCI program requirement that related party 
interests be determined prior to investment closing.   
 
Investment B of $300,000 did not involve a prohibited related party interest 
because the Board Chairman of Elevate Ventures was not an executive 
officer or director of the investee.  However, both the Board Chairman and 
his spouse owned shares in the investee, and their son is the investee’s 
Chief Executive Officer.  While investment B is technically compliant with 
the SSBCI Policy Guidelines, investing in a company managed by a family 
member of the Board Chairman created the appearance of potential 
nepotism.  The closeness of relationships between the Elevate Board 
Chairman and applicant, while not prohibited, may raise the appearance of 
partiality and should be addressed by SSBCI Policy Guidelines.     
 
We recommend that Treasury recoup the $499,986 of SSBCI funds 
intentionally misused on Investment A, declare a specific event of default of 
Indiana’s Allocation Agreement, and determine whether future funding to the 
State should be reduced, suspended or terminated.  Also, Treasury should 
require the State to ensure that IEDC reviews each IANF investment decision 
going forward.  
 
Treasury concurred with all three recommendations, stating it would recoup 
the $499,986 in intentionally misused funds, determine whether Indiana’s 
funding should be reduced, suspended or terminated, and require Indiana to 
review each IANF investment decision.  We consider Treasury’s proposed 
actions to be responsive to the recommendations. However, although 
Treasury agreed to recoup the misused funds, it commented that it would 
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not characterize investment A as an “intentional” misuse of funds because 
the action did not constitute a knowing effort to violate program rules. 
Indiana also disagreed with the finding of intentional misuse, asserting that 
the report’s conclusion is unsupported by the factual record and misstates 
program rules. Formal written responses from Treasury and Indiana are 
included in their entirety in Appendix 1. 
 
We believe that Treasury’s disagreement with our characterization of 
intentional misuse is based on a definition that is different than the one it 
formally established for the program.  The current definition does not state 
that the misuse must constitute a “knowing effort to violate program rules.” 
Moreover, even if it did, the misuse would still qualify as “intentional.”  
Elevate’s CEO, by his own statements, knew that the Board Chairman’s 
ownership interest was an issue as early as August 2012, which he did not 
disclose to Elevate’s Investment Committee before it decided to proceed 
with the investment.  He also knew, based on a November 2012 
capitalization table, that the only way the Chairman’s ownership share could 
qualify was by diluting it with almost $500,000 of SSBCI funding that had 
not yet been awarded.  Based on this knowledge, he knew that the 
investee’s certification of compliance was inaccurate.  Finally, the CEO 
certified that the investment was fully compliant despite his own knowledge 
that the related party interest prohibition had not been met. 
 
We disagree with Indiana that the factual record does not support a finding 
of intentional misuse and that we incorrectly interpreted program rules.  As 
outlined above, we believe the facts speak for themselves.  Additionally, 
contrary to Indiana’s assertions, we relied on Treasury’s SSBCI Policy 
Guidelines and not Regulation O in concluding that the calculation of voting 
interest has to occur prior to investment closing because the guidelines 
require the investee certification of compliance before the SSBCI funds can 
be awarded.   
 

Background 
 

SSBCI is a $1.5 billion Treasury program that provides participating states, 
territories, and eligible municipalities with funds to strengthen programs that 
provide financial assistance to small businesses and manufacturers.  SSBCI 
disbursements to states are made in three allocations: the first when the 
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Secretary approves the state for participation, and the second and third after 
the state certifies that it has obligated, transferred, or spent at least 
80 percent of its previous allocation.  In addition, the participating state is 
required to certify quarterly that it has complied with program requirements. 

 
Indiana’s Venture Capital Program makes direct investments in high-growth 
companies through three initiatives, the Indiana High Growth Fund, Indiana 
Seed Fund Holdings, and the IANF.  As of September 30, 2013, Indiana had 
allocated $21 million of its SSBCI allocation to the Venture Capital Program, 
of which $9.5 million was allocated to the IANF.  As of the same date, the 
IANF used the SSBCI funds to make 15 investments totaling approximately 
$2.5 million.  Of the $2.5 million invested by the IANF, approximately 32 
percent went to the two investments audited.  Investment A, approved on 
July 27, 2012 , totaled $499,986, and Investment B, approved on January 
11, 2013, totaled $300,000.   
 
Elevate Ventures, Inc., an Indiana nonprofit corporation, administers the 
State Venture Capital Program under a contract with the IEDC.  To manage 
the program, Elevate Ventures, Inc., formed Elevate Advisors, LLC.  The 
investment committee of Elevate Advisors, LLC (which is comprised of 
employees from Elevate Ventures, Inc.) approves and executes the IANF 
venture capital investments.   
 
In July 2013, after the OIG initiated its audit, Indiana’s Governor requested a 
review of the business practices of the IEDC and Elevate Ventures.  KPMG 
was engaged to perform the review and provided a report to Indiana on 
October 24, 2013.  KPMG’s review included the two investments we 
audited, but did not evaluate compliance of the investments with the SSBCI 
Policy Guidelines’ prohibition on related party interests.  The review noted 
that the IEDC does not review or approve individual IANF investments, which 
could lead to related party interest conflict issues not being properly 
disclosed and addressed.  KPMG recommended that the IEDC play a more 
active oversight role by reviewing the IANF investment decisions and that 
Elevate Ventures explicitly identify conflicts of interest pertaining to each 
investment.   
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Investment A Constituted an Intentional Misuse of $499,986 in SSBCI 
Funds  

 
IANF’s expenditure of $499,986, in Investee A (approved and executed by 
Elevate Advisors, LLC) constituted a misuse of SSBCI funds because the 
Board Chairman of Elevate Ventures had a prohibited related party interest 
with the investee due to his controlling interest in the investee, which is a 
program prohibition.  SSBCI Policy Guidelines prohibit transactions in which 
an investee receiving SSBCI funds is a related party interest of any executive 
officer, director, principal shareholder or member of the immediate family of 
the SSBCI lender or investor.  For the purposes of determining whether a 
related party interest exists, the SSBCI Policy Guidelines refer to Regulation 
O.  As defined in Regulation O: Loans to Executive Officers, Directors, and 
Principal Shareholders of Member Banks,5 a related interest of a person 
means a company that is controlled by that person.  A presumption of 
control is established when a person is (1) an executive officer or director of 
the company or bank, and (2) directly or indirectly owns, controls, or has the 
power to vote more than 10 percent of any class of voting securities of the 
company or bank.   
 
The conflicted Board Chairman is presumed to have control of Investee A 
because he is (1) the CEO, (2) on the Board of Managers, and (3) owned a 
voting interest in Investee A of 11.59 percent as of October 31, 2012 (prior 
to the infusion of SSBCI funds), which is above the 10-percent threshold.  In 
addition, the Board Chairman of Elevate Ventures, (as CEO of Investee A) 
has documented control and a strong degree of controlling influence over the 
day-to-day management and policies of Investee A.  Specifically; 
 

• According to Investee A’s Operating Agreement, its Board of 
Managers on which the Elevate Board Chairman serves is vested in the 
day-to-day management of the investee’s business.   

• The Board Chairman’s September 7, 2011, Employment Agreement 
with Investee A states that he, as CEO, is an owner and member of 
the Board of Managers and, as such, has a vested interest in the 
success of the company. 

                                                 
5 12 CFR Part 215, Section 215.2. 
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• Weekly Management Meeting Minutes from October 2011 to July 
2013 indicate that the CEO has a controlling influence and 
governance/oversight of (1) contract approval and procurement, (2) 
financing and investing, (3) personnel/staffing/hiring, (4) marketing 
and promotion, (5) sales and revenue monitoring, and (6) the structure 
of employee compensation plans.  

Therefore, the Elevate Ventures Board Chairman’s controlling interest and 
voting stock ownership of more than 10 percent in Investee A created a 
prohibited related party interest.  As a result, the entire $499,986 
investment in Investee A constituted a misuse of funds.    

We further determined that the evidence is sufficient to provide a reasonable 
basis to find that the misuse was intentional.  In August 2012, prior to the 
close of Investment A, an IEDC official alerted Elevate’s CFO to the Board 
Chairman’s high ownership interest based upon his review of a July 2012 
capitalization table.  According to that table, the Board Chairman had a 10.9 
percent ownership interest.  The IEDC official asked Elevate to address the 
issue through its due diligence and the applicable certifications.  Elevate’s 
CFO, in turn, informed Elevate’s CEO.  However, instead of acting on this 
information, the CEO did not disclose the ownership issue at Elevate’s 
October 12, 2012, Board meeting where the decision was made to proceed 
with the investment.  Moreover, Elevate Ventures’ CEO told the OIG that he 
knew the capitalization tables presented by Investee A on November 2, 
2012, were diluted with SSBCI funds that were applied for, but not yet 
received.  The tables, which were prepared to determine the percentage of 
ownership interest the Board Chairman had in the investee, showed that the 
Chairman’s interest would be diluted to 9.91 percent after receipt of nearly 
$500,000 in SSBCI funds that had not yet been awarded.  Based on the 
Chairman’s diluted interest, the transaction would be eligible for the SSBCI 
investment.  The CEO of Elevate Ventures also sent a letter to the OIG 
stating that prior to the investment closing, Elevate evaluated the November 
2, 2012, capitalization tables and found them adequate after considering the 
dilutive effect of the SSBCI investment. 

The SSBCI program requires a determination of related party interests prior 
to the investment closing.  Under SSBCI guidance, the investee’s 
certification of compliance with program rules on prohibited related party 
interests is a condition precedent to the investment closing.  In fact, the 
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SSBCI funds can be awarded only if all of the precedent conditions are met 
prior to closing.  Therefore, the certification must be based on the investor’s 
ownership position prior to closing, because without first establishing the 
investee’s actual qualification status for the program, no specific financial 
obligation can be entered into with the investee.  As a result, relying on post 
investment capitalization tables to establish the investor’s ownership position 
is not appropriate.  The fact that the CEO of Elevate was aware of the terms 
of the contract, not to mention the SSBCI Policy Guidelines, as well as his 
failure to act on the information regarding potential issues identified by IEDC, 
establishes that his knowing acceptance of diluted capitalization tables as 
proof of the investee’s eligibility was with the intent to process a transaction 
based upon knowingly false information.  

Despite his knowledge prior to and at investment closing that the Board 
Chairman’s ownership interest exceeded the allowable threshold, the CEO, 
along with the investee, certified compliance with SSBCI rules, including the 
prohibition against related party interests.  While Treasury allows states to 
rely in good faith on investee certifications, the CEO had knowledge that the 
investee certification was inaccurate because he personally knew that the 
Board Chairman’s ownership exceeded the allowable threshold without the 
SSBCI funds.  As a result, the investee’s certification could not be accepted 
in good faith. 

Because the Act requires that any funds identified as “intentionally misused” 
must be returned to Treasury, the entire amount disbursed to Investee A 
must be recouped.  In addition, because the Board’s conflict-of-interest 
policy is not sufficient to establish prohibited related party interests and the 
State does not provide oversight of investment decisions, other IANF 
investments may not be compliant with prohibitions in the SSBCI Policy 
Guidelines.   

On January 10, 2014, Indiana informed the OIG that the Board Chairman 
resigned his position with Elevate Ventures, effective December 31, 2013.  
They also advised us that on January 9, 2014, Investee A entered into a 
Unit Repurchase and Release Agreement, whereby Investee A will 
repurchase IANF’s shares in Investee A with proceeds from either its existing 
investors or with new capital.  On February 6, 2014, the originally invested 
SSBCI funds, including a 15-percent return, were repaid to the IANF.   
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We also note that the IEDC engaged an independent firm to review all IANF 
investments, excluding the two investments examined by the OIG.  The 
review did not identify any conflicts of interest or prohibited related party 
interests.    

While we commend Indiana for taking swift action to prevent future conflicts 
of interest from arising between the now former Board Chairman and 
investees approved by Elevate Ventures, such action does not reverse or 
remedy the OIG’s finding that the $499,986 given to Investee A was 
intentionally misused.  The Act provides that Treasury shall recoup any 
allocated funds transferred to the State if an OIG audit finds that there was 
an intentional or reckless misuse of the transferred funds.  Also, the State 
will need to ensure that IEDC reviews each IANF investment decision going 
forward. 

 
Investment B Was Compliant with Program Requirements, but Could Be 
Construed as Nepotism  
 

Indiana’s $300,000 transfer of funds to Investee B that was approved and 
executed by Elevate Advisors, LLC was compliant with SSBCI Policy 
Guidelines.  Based on the investment documentation provided by IEDC, the 
Board Chairman of Elevate Ventures did not have a controlling interest in 
Investee B.  While the Board Chairman and his spouse owned approximately 
17 percent of the voting shares in Investee B as of February 27, 2013, 
which exceeded the 10-percent threshold required to establish controlling 
interest in Investee B, the Board Chairman was not an executive officer or 
director of the Investee.  Additionally, although Investee B’s CEO is the adult 
son of the Board Chairman, the son is not considered an immediate family 
member because he does not reside with his father nor is he a minor. 
Therefore, while the investment constituted a related party transaction, it did 
not meet the criteria needed to establish it as a prohibited related party 
interest. 
 
The conflict of interest existing for Investment B was disclosed to the Board 
of Elevate Ventures in accordance with Elevate Venture’s conflict-of-interest 
policy, and the Board approved the investment without any review by the 
State.  While Investment B is technically compliant with SSBCI Policy 
Guidelines, relying on Elevate Venture’s conflict-of-interest policy is not 
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sufficient when determining if a related party interest exists as defined in the 
SSBCI Policy Guidelines.   
 
The closeness of the relationships between the Elevate Board Chairman and 
applicant, while not prohibited, may raise the appearance of partiality and 
should be addressed by SSBCI Policy Guidelines.  In our opinion, the 
investment gives the appearance that SSBCI funds were steered to Investee 
B based on family relationships and raises concerns about whether other 
legitimate companies received fair consideration.   
 

Recommendations 
 

We recommend that the Assistant Secretary for Financial Institutions: 
 

1. Recoup the $499,986 of federal funds “intentionally” misused for 
Investment A and declare a specific event of default of its Allocation 
Agreement with Indiana. 

2. Determine whether the State’s funding should be reduced, suspended 
or terminated as a result of the specific event of default. 

3. Require the State to ensure that IEDC reviews each IANF investment 
decision going forward. 

Management Comments and OIG Response 
  

We provided a draft of the report to Treasury on May 9, 2014, and received 
formal written responses from Treasury and Indiana on May 30, 2014.  
Treasury concurred with all three recommendations, stating it would recoup 
the $499,986 in intentionally misused funds, determine whether Indiana’s 
funding should be reduced, suspended or terminated, and require Indiana to 
review each IANF investment decision.  We consider Treasury’s proposed 
actions to be responsive to the recommendations. 
 
However, although Treasury agreed to recoup the misused funds, it 
commented that it would not characterize investment A as an “intentional” 
misuse of funds based on the facts set forth in the report.  Treasury stated 
that intentional misuse requires knowledge that the use of the funds is 
contrary to the program rules, and action taken must be in a knowing effort 
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to violate those rules.  In addition, Treasury stated that its policy as 
published in the FAQs and the National Standards for Compliance and 
Oversight allows states to rely in good faith on an investee certification – 
absent a reason to believe the certification is inaccurate – without such 
actions being an “intentional” misuse.  Indiana also disagreed with the 
finding of intentional misuse, asserting that the report’s conclusion is 
unsupported by the factual record and misstates program rules.  Officials 
suggested that the OIG’s finding is based on the reliance by IEDC and 
Elevate on post-investment capitalization tables that reduced the Chairman’s 
ownership interest and their knowledge that the Board Chairman held an 
interest in Investee A—neither of which, separately or collectively, 
demonstrate that the IEDC knew the Board Chairman’s interest exceeded 10 
percent.  The State also commented that the OIG’s entire basis for the 
finding is predicated on its conclusion that reliance on a post-investment 
capitalization table diluting the Board Chairman’s ownership interest was 
improper when Regulation O, which sets out the requirement, is ambiguous 
on the matter. 
 
Treasury’s response to the report reflects a disagreement with the OIG’s 
characterization of the misuse as “intentional.”  We believe that Treasury’s 
disagreement is based on a definition of “intentional misuse” that is different 
than the one it formally established for the program.  Treasury issued 
guidance defining “intentional misuse” as “a use of allocated funds that the 
participating state or its administering entity knew was unauthorized or 
prohibited.”  This is the definition we applied to our audit of Indiana.  Yet, 
Treasury’s formal comments to this audit report expand that definition by 
suggesting the action taken must also constitute “a knowing effort to violate 
those rules.”   Nevertheless, even if the expanded definition were applied, 
the OIG would still characterize the misuse as “intentional.”  The audit 
established that the Elevate CEO knowingly accepted the inaccurate investee 
certification because he had knowledge, based on the notification from IEDC 
and the November 2012 capitalization table, that the Board Chairman’s 
ownership interest would qualify only if it was diluted with the SSBCI funds. 
He also was aware of the program rules making full compliance a condition 
precedent to the investment of SSBCI funds.       

Additionally, we note that in April 2014 Treasury released new program 
guidance expressly prohibiting an “SSBCI insider” or an affiliate in which the 
insider has a personal interest from receiving investments or financial support 
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from SSBCI funds.  Treasury defined an SSBCI insider as any individual who 
had a role in approving the SSBCI investment and who exercised a 
controlling influence on State policy decisions.  In summary, Treasury’s 
guidance targets the very type of “SSBCI insider” transaction that the OIG 
concluded had occurred, which evidences its support for our finding.   

Regarding Indiana’s comments, the factual record does indeed support a 
finding of intentional misuse and the OIG has correctly interpreted program 
rules.  Additionally, Indiana is incorrect in its interpretation of the basis of our 
conclusions and the program rules upon which they are based.  Contrary to 
what Indiana asserts, the intentional misuse finding is not based solely on 
the reliance by IEDC and Elevate on the November 2012 capitalization tables 
showing an ownership interest that was just below 10 percent.  The finding 
is also based on confirmations from IEDC and Elevate’s CEO that the CEO 
was aware of the Board Chairman’s high ownership interest as early as 
August 2012, and had not disclosed it to the Investment Committee.  He 
also knew that the investee’s compliance certification was inaccurate 
because he had knowledge of the November 2012 capitalization tables 
prepared at investment closing that showed the Board Chariman’s interest 
was nonqualifying without the SSBCI funds.  Despite this knowledge, the 
CEO also certified that the transaction was compliant despite having 
knowledge that it was not.  Therefore, we find the State’s argument that the 
Board did not know of the Chairman’s interest until long after the transaction 
was consummated to be unpersuasive.   
 
Further, our findings do not suggest that participating states cannot rely on 
investee certifications regarding prohibited related interests.  Treasury 
intended for a participating state to rely on investee certifications of their 
compliance.  However, where the state has knowledge that the certification 
is inaccurate, and moreover takes it upon itself to certify the truth of the 
statement, as did Elevate, further inquiry is required.  In fact Treasury stated 
in its response to this report that “the FAQs and the National Standards for 
Compliance and Oversight allow states to rely in good faith on an investee 
certification – absent a reason to believe the certification is inaccurate – 
without such actions being an “intentional” misuse.  In this case, there was 
certainly a reason to believe that the investee’s certification was inaccurate. 
 
Indiana’s response to the report also indicates that the State may be 
confused about the relevant program rules used to form our conclusions.  To 
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clarify, we relied on Treasury’s SSBCI Policy Guidelines, which require an 
investee to certify compliance with program requirements and prohibitions, 
including the prohibition on related party interests, before the SSBCI funds 
can be awarded.  Therefore, establishing that a prohibited related party 
interest does not exist is a condition precedent to the investment closing.  
We did not predicate our conclusion on our interpretation of Regulation O, as 
Indiana suggests.  The calculation of voting interest has to occur prior to 
investment closing because the SSBCI Policy Guidelines require the investee 
certification of compliance before the SSBCI funds can be awarded.  
 
Based on the formal responses received,we have made language changes 
throughout the report to further clarify the basis of our finding of intentional 
misuse.  Responses from Treasury and from the state of Indiana are included 
in their entirety in Appendix 1. 
 

*  *  *  * 
 

We appreciate the courtesies and cooperation provided to our staff during 
the audit.  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:  Management Response 
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