U.S. Small Business Administration
Washington, D.C. 20416

OFFICE OF
INSPECTOR GENERAL

AUDIT REPORT

Issue Date:
December 16, 1999
Number: 0-02

To: Joseph P. Loddo

Acting Chief Financial Officer
From: Robert G. Seabrooks
Assistant Inspector General for Auditing
Subject: Audit of SBA’s FY 1998 Financial Statements — Management Letter

Pursuant to the Chief Financial Officers Act of 1990, attached is the Independent
Auditor’ s Management Letter (Attachment 1) issued by Cotton & Co., CPAs. The Management
Letter includes conditions related to the (1) transfer of funds from one fiscal year to another, and
(2) inventory of capitalized property. The conditions were identified during the audit of SBA’s
Fiscal Year 1998 financial statements but were not required to be included in the Auditor’s
Report. SBA officials agreed with the findings and recommendation. The findingsin this
report are subject to review, management decision, and action by your office in accordance
with existing Agency proceduresfor audit follow-up and resolution. Please provide your
management decisions on SBA Form 1824, Recommendation Action Sheet, also attached, within
30 days.

Should you or your staff have any questions, please contact Victor R. Ruiz, Director,
Business Development Programs, on (202) 205-7204.
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August 13, 1999

MANAGEMENT LETTER COMMENTS
INDEPENDENT AUDIT OF FISCAL YEAR 1998
PRINCIPAL FINANCIAL STATEMENTS

Inspector General
Small Business Administration

We have audited the Small Business Administration's (SBA) principal financia
statements as of September 30, 1998, and for the year then ended and have issued our reports on

SBA’sinternal control structure and compliance with laws and regulations dated August 13,
1999, to SBA under separate cover.

The purpose of this management letter is to communicate two non-reportable findings to
SBA management.

Thisletter isintended solely for the information and use of SBA management.

We would like to express our appreciation to the SBA representatives who assisted usin
completing our audit. They were always courteous, helpful, and professional.

Very truly yours,

COTTON & COMPANY, LLP

703/836-6701« FAX 703/836-0941. HTTP:.//WWW.COTTONCPA.COM « E-MAIL: DCOTTON@COTTONCPA.COM
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INDEPENDENT AUDIT OF FISCAL YEAR 1998
PRINCIPAL FINANCIAL STATEMENTS
U.S.SMALL BUSINESSADMINISTRATION
NONREPORTABLE FINDINGS

Certain nonreportabl e findings came to our attention during the audit of the Small Business
Administration's (SBA) Fiscal Year (FY) 1998 principal financial statements. The first finding
pertains to compliance with laws and regulations and the second to the SBA’sinternal control
structure. These are discussed below.

1. Small Business Development Center Cooper ative Agreements

The Small Business Development Center (SBDC) Program is a partnership between SBA
and host organizations to provide small businesses with quality assistance to promote growth,
expansion, innovation, productivity, and management improvement. SBA funds SBDCs through
cooperative agreements that link Federal, state, and local governments resources with those of
colleges, universities, and the private sector. To qualify for assistance, an SBDC must provide
matching funds equal to the total amount of SBA funding.

SBA recieves annual appropriations for fundign the SBDC program. These appropriations
state that the SBDC may use the funds over a 2-year period. Payments are made to an SBDC by
the letter of-credit system when they present a“request for funds.” SBDC funds are usually
awarded for a 12-month period, and costs incurred in a specific budget period must be charged to
that period even if funds remain from the previous period. Under certain circumstances, an SBDC
may request approval to “carryover” a Federal unobligated balance to the next budget period to
make it available for spending during the next period. Carryover of unexpended fundsis
permissible, however, only if these leftover funds are used for a non-recurring project or activity
within the scope of the original grant. Approved carryover requests require the issuance of a
revised Notice of Award.

During our audit of SBA’s 1997 financia statements, we noted that the Denver Finance
Center (DFC) did not record SBDC disbursements to the correct grants. DFC officials stated that
grantees did not always identify grant numbers. We recommended that SBDCs be required to
identify grant numbers on disbursements, and that DFC reconcile each grant with the final
financial status report.

During the reconciliation process in FY 1998, SBA found that a significant amount of
funds ($5.3 million) were unexpended by the SBDCs from prior years (including FY's 1997 and
1998). Thethen Chief Financial Officer directed DFC to transfer FY 1998 and 1999 drawdowns
to the FY s 1997 and 1998 accounts of some SBDCs, thereby freeing up FY's 1998 and 1999 funds.
The transfer was made without any request from the SBDCs, to carry over funds and without
amending the Notice of Awards. 31 United States Code (USC) 150(a)(5), Grants and Subsidies,
requires that “there must be documentary evidence of the commitment” and “award terms must be
communicated to the grantee and where the grantee is required to comply with certain
prerequisites, such as matching funds, the award must be accepted by the grantee during the period



of availability of the grant funds.” SBA did, upon questioning by the auditors, move the
drawdowns back to the FY s 1998 and 1999 appropriation by reversing the accounting
transactions.

The effect of transferring the FY 1998 drawdowns created the appearance that funds from
the FY 1998 appropriation were still available for obligation. If the transfer of funds had not
been corrected, SBA could potentially have exceeded its FY 1998 obligation authority by the
$5.3 million that was transferred.

2. Capitalized Property

The Office of the Chief Financial Officer (OCFO), Denver Finance Center (DFC), is
responsible for maintaining capitalized property records for SBA. Specifically, DFC maintains
records of capitalized property on the Administrative Accountable Property (AAP) system and
SBA'’ s general ledger control accounts in the Federal Financial System (FFS). DFC adsois
responsible for reconciling the FFS control accounts to the AAP system. Property officersin
headquarters and field offices are responsible for physical inventory of capitalized property.

In conducting our audit of SBA’s 1998 financial statements, we found that SBA does not
perform periodic inventories of its capitalized property. Further, we found that the disposal of
capitalized property is not always recorded. Because SBA does not perform periodic inventories,
it cannot assure itself that capitalize property is accurately reported on it financial statements.
This problem is compounded by the inconsistent recording of disposals on SBA property records.

For FY 1998, SBA conducted a“Record to Floor” physical inventory of its capitalized
property, tracing property as recorded on the AAP system (Record) to the actual physical item
(Floor). 1t did not, however, attempt to inventory property that actually exists but may not be
recorded on the AAP system, or “Floor to Record.” Thisinventory thus resulted in significant
adjustmentsto SBA’ s property accounts. We commend SBA on this effort and encourage it to
conduct the “Record to Floor” inventory as well asa*Floor to Record” inventory on a periodic
basis.

SBA'’ s Standard Operating Procedure (SOP) 20-13-3, Capitalized Property Accounting,
requires that items of property on hand be periodically verified. Specifically, it states that
capitalized property be inventoried at least once ayear. The cut-off date for the annual physical
inventory is September 30 of each calendar year. The SOP further requires that DFC remove
excess personal property that has been disposed of from the AAP system.

We recommend that the Director of DFC request responsible personnel to adhere to the
reguirements of SOP 20-13-3.
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Data: Cacaryar 14, 1994

From: Juseph P. Lodda, Adling Chief FInancial Qfficer T 3-ddar
To: Rober G. Seatwooks, Assstant Inspeclor General Tor Awditing
Subject: Aodit of SBA' FY 1928 Financial Statements = Managemant Leller

We have reviewesd Ihe deefl Managemani Letter submitled by Cotten & Company {Calten] for SBA'S
FY 1938 fingncial gwdit. Collon has ldantlfied only two non-reporiable iemz — Small Busmass
Development Cenbar Coupsativa Apresments and Capilalized Propardy.  While we socept Lha
sudilars' Mndmgs, wa s peased 10 note Ihat this i3 significentty lemmr tams han identfied 0 prior
wears, and that wa have already comected one item and subsiantially correcled o second.

Emall Buslness Davelapmant Centar Coogerallve Agreamants

The FY 1997 audil contained a recammendation to improve the disbursemenl process for SBOCs -
specifically, 1o require dishursemant requests to [denlfy the proper grant year. An S8A Notice was
[szued a3 well 83 8 letter Lo all SBDCE natifying tham of this requirement, Aleg resulling fram i
audit tam, the Denver Finance Centar (OFS) cndertoek 2 comprehensive reconcgiliation of all SBDC
grant actlvity for 3l years durdng FY 1538, As idenlifled by the auditors, some fransaclions wers
Identified as queslignable, and immed iately corfecled.

Resufting from thal P 18998 recsnciliation expenence, the DFC worked with the Office of SEDC ard
Ihe Office of General Counsel 1o document the carmect disbursemant procedures. My, a8 noted N
ihe current Marnagarment Letter, all drawdown activity has bean reconcded and recorded inihe proper
fisga| year. Therefore, (hts tem has been comected.

Capitallzed Proparty

Curing the planning phase for the FY 1588 audit, Cotton identifed capitalized property 26 a potential
igsua. In responsa b thal “heads-up” 5 comgrehensive review of gll capialized propay recordsd In
the agency's Iracking syslam was undaertaken during the summer of 1038, Ustngs of all proparty
wera sent oul to flald officas for physieal inspaction.  And, resuliing from (et revdew, @ number of
adjusiments wars mads (o raconclle Iha caplialized property system. Cotton describes this affort as a
“Record tg Flogor rewviem,

Dua Lo Ihe recancy of e FY 1958 reconciiglion, we took a difement approacsh during FY 1889,
Transactions axcesding the £5, 000 threshold were downinaded fram the agancy’s socounting =ystem,
Historically, only cartain BOCs xuch as 31140, 2415, 3120, 3125 havwa resutted in capllalired proparty -
items such &% copy machines, file statage units, phone systams and compuler fike sorvers, Thesa
transaclions wers reviewsd and thoss [lams whlch met the capitallzed propenty criteria wers added to
the Irecking system. Althaugh nod initiated at the Nield office level, Colton describes this efon as a
Floor to Record” review. This method yielded belter infermmation then oier eppmachas from a
trecking slardpaint as tocthe lacalkan and cument disposition of the property,

Bazed on thess efforts, the onty ramalning araa of concern is validation of the recking systam foF pra-
FY 15986 aogulstlons.  n ofdor to address thes area for final resalution, DFC will da the fllowing
during Y 2000:

v [asue an SBA Notica (areedy drafted) remindlng the ield ofices of thelr respons|blity regerding
the eoquistion, iracking and disposal of caplalzed property es conlained in SOF 20-13-3,

« Thlz Hotlos will also Inatrugt office I0 condust B cormprahenshva “Flooe 16 Racord™ ceddlew of
capilalized proparty, focimslng on pre-Fy 1958 acqulsitlans.



*  DFC will continue to walidede the copilalized propsety racking syslam on an annusl basls wilh &
"Reocord o Figar® review with fisdd afficas.

The OCFO will raspond Ia the SBA Form 1824, cancarning capilalized propery, once recelved. The
tem regandng the SBOC ectivity ia completed. |f you hava any addiional quastions for us or wish Io
digoues these mattars further, please let me know.



	INDEPENDENT AUDIT OF FISCAL YEAR 1998
	PRINCIPAL FINANCIAL STATEMENTS

