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MANAGEMENT LETTER 
 
 
 
November 14, 2008 
 
 
CONFIDENTIAL 
 
Office of the Inspector General,  
U.S. Small Business Administration and 
Administrator of the SBA: 
 
 
We have audited the consolidated financial statements of the U.S. Small Business Administration (SBA) 
for the year ended September 30, 2008, and have issued our report thereon dated November 14, 2008. In 
planning and performing our audit of the financial statements of SBA, we considered internal control in 
order to determine our auditing procedures for the purpose of expressing our opinion on the financial 
statements. An audit does not include examining the effectiveness of internal control and does not provide 
assurance on internal control. We have not considered internal control since the date of our report.  
 
During our audit, we noted certain matters involving internal control and other operational matters that 
are presented for your consideration. These comments and recommendations, all of which have been 
discussed with the appropriate members of management, are intended to improve internal control or result 
in other operating efficiencies and are presented in Exhibit I. The status of prior year comments is 
presented in Exhibit II. 
 
Our audit procedures are designed primarily to enable us to form an opinion on the financial statements 
and, therefore, may not bring to light all weaknesses in policies or procedures that may exist. We aim, 
however, to use our knowledge of SBA gained during our work to make comments and suggestions that 
we hope will be useful to you.  
 
We would be pleased to discuss these comments and recommendations with you at any time. 
 
This report is intended solely for the information and use of the Office of the Inspector General, 
management, and others within the organization and is not intended to be, and should not be, used by 
anyone other than these specified parties. 
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Cause:  
 
During Fiscal Year 2008, SBA has experienced an increased number of defaults in the direct loan 
program, thus increasing the number of charge-offs to be processed at the sites. According to SBA 
management at the sites visited, the loan centers do not have the required staff to meet the resource needs 
caused by the increase in loan charge-off activity, thus creating a buildup in the number of delinquent 
loans waiting to enter the charge-off process. 
 
Furthermore, although the Treasury has provided a waiver to SBA eliminating the 180-day requirement to 
refer loans to Treasury, we were informed by OCA management that there is no time limit on how long 
collateralized and workout loans may be pursued before charge-off should occur; therefore, no loan 
disposition time line has been established.  
 
Effect: 
 
The lack of a file transfer approval requirement provides offices the opportunity to transfer responsibility 
for loans to other offices, potentially without justification. Consequently, as loan responsibilities are 
transferred between offices, requested charge-off actions may go unprocessed for extended periods.   
 
In addition, a lack of timely charge-off and loan monitoring procedures reduces the likelihood that 
collections will be maximized. Finally, the gross loan receivable and respective allowance accounts are 
overstated by the amount of the backlogged loans. 
 
Recommendations: 
 
We recommend that the directors of the Office of Financial Assistance and OCA work together to: 
 
1. Continue to assess staffing resources at SBA sites to properly manage SBA’s core processes, 

including charge-off. 
 
2. Implement policies and procedures that require the periodic review of delinquency reports for all 

loans in excess of 180 days. The policy should require an action plan be established and monitored 
for each loan that reaches a delinquency threshold (i.e., 270 days), as defined by the policy. This 
policy should also provide guidance that clearly defines what management considers being a loan in 
“active workout,” after which time the policy should require that the loan be referred to Treasury 
Offset in accordance with DCIA.   

 
3. Generate reports weekly, or as needed, at Headquarters to monitor delinquency rates at each servicing 

center and monitor centers as needed to improve loan recovery efforts. 
 
4. Establish an “active workout” loan status comment code in the system.   
 
5. Develop and implement procedures to ensure that all loans are properly coded in the system. 
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6. Implement a monthly procedure requiring each office review all loan files that were transferred to 
their office electronically. This review should ensure that the transfer was appropriate and that the 
physical loan file was received.  

  
Management’s Response: 
 
SBA management concurs with the audit findings and recommendations. 
 
 
IMPROVEMENT NEEDED IN ADHERENCE TO IT GENERAL CONTROL PROCEDURES AND 
IN REVIEW OF PAYMENTS PRIOR TO PROCESSING BY TREASURY 
 
Condition: 
 
On May 16, 2008, the OIG notified KPMG about an issue concerning duplicate payments in which an 
OIG invoice was paid multiple times by SBA. As a result of further investigation of the issue, we were 
notified by SBA that on March 11, 2008, SBA processed a batch payment through the Oracle System 
multiple times resulting in duplicate payments to various vendors totaling $11,205,608.   
 
Criteria:  
 
The Government Accountability Office’s Standards for Internal Control in the Federal Government 
states, “Application system development and maintenance control provides the structure for safely 
developing new systems and modifying existing systems. Included are documentation requirements; 
authorizations for undertaking projects; and reviews, testing, and approvals of development and 
modification activities before placing systems into operation.” 
 
Cause: 
 
In February 2008, SBA applied a vendor patch to its Oracle System. Prior to the upgrade, if an Oracle 
payment schedule had an error or was canceled, the schedule creation process would not be completed 
and would omit a trailer record at the end of the payment file, thus creating a control preventing the 
schedule from being processed and paid. As a result of the upgrade, the system was changed such that the 
trailer record was no longer omitted, thus allowing for the erroneous batches to be processed and paid. 
Through our review of SBA’s testing procedures, we noted that this particular element of the upgrade was 
not tested by SBA prior to using the new version of the Oracle software.   
 
Furthermore, manual certification and approval payment control procedures were not operating 
effectively to identify erroneous or canceled schedules submitted for processing, resulting in the duplicate 
payments. 
 
Effect: 
 
Duplicate payments totaling $11,205,608 were processed and disbursed, all of which were subsequently 
collected. Subsequent to the identification of the control deficiency, SBA has corrected the Oracle System 
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recoveries have been addressed.” 
 
According to SOP 50 30 (6), Chapter 5, Amounts, Terms, and Conditions or Physical Disaster Loans, 
Paragraph 41: 
 

“For personal property (PP) damage, the limit is $40,000. Personal 
Property includes all household contents of the primary residence and 
eligible vehicles.” 

 
According to SOP 50 30 (6), Chapter 5, Amounts, Terms, and Conditions or Physical Disaster Loans, 
Paragraph 48: 
 

Unsecured Loan Limit. 
“The Limit for Unsecured Physical Disaster Loans (Home and Business) is 
$10,000.” 
 
Secured Loan Limit.  
“All loans exceeding the unsecured loan limit require collateral.”  

 
Cause: 
 
We noted that the above conditions resulted from a lack of management oversight during the review and 
approval process.   
 
Effect: 
 
Lack of compliance with the aforementioned SOP increases the risk of misstatements as well as 
noncompliance with laws and regulations related to direct loan transactions. 
 
Recommendations: 
 
We recommend that the associate administrators for Capital Access and Office of Disaster Assistance 
(ODA) work together to: 
 
11. Reinforce the importance of written support from borrowers documenting late reinstatement requests 

in the disaster loan program. Also, ensure loan officers are aware of the allowable exceptions to the 
general policy. Inform loan officers at the Processing and Disbursement Center (PDC) that in lieu of a 
written request from the borrower, the loan officer is required to document within the Disaster Credit 
Management System (DCMS) the reasoning behind a late reinstatement. 

 
12. Reinforce the importance of the 14-day letter. Inform loan officers that this is a key supporting 

document for loan cancellations and copies should be maintained within DCMS. 
 
13. Ensure loan officers and approving officials are aware of the importance of the credit check review in 

the form of training or issuance of center-wide memos. 
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14. Reinforce the importance of the duplication of benefits search to the PDC staff. 
 
15. Provide a procedural memo discussing appropriate personal property procedures to Center directors.     
 
Management’s Response: 
 
SBA management concurs with the audit findings and recommendations. 
 
 
INADEQUATE REVIEW OF THE LOAN LOSS RESERVE FUND DOCUMENTATION 
SUBMITTED BY INTERMEDIARIES IN THE MICROLOAN PROGRAM 
 
Conditions: 
 
During our testwork over approvals and disbursements within the Microloan program, we noted the 
review by SBA personnel of the intermediaries’ loan loss reserve fund balance was not adequate in the 
following instances:  

 
• We noted the Quarterly Report used by SBA to verify that the intermediary maintained 15 percent of 

its outstanding portfolio in its Loan Loss Reserve Fund (LLRF) was dated December 31, 2007; 
however, the related bank statement was dated September 30, 2007. The bank statement date should 
match the date of the Quarterly Report submitted.  

 
• We noted that an intermediary provided evidence of a 15 percent reserve in the LLRF through a 

“Proposed Allocation Table” rather than a bank deposit slip, bank statement, or note from the bank. 
The table indicated the intermediary would move funds from one LLRF bank account to another in 
order to meet the 15 percent match in the underfunded LLRF. However, prior to the disbursement 
approval by the financial analyst, there was no evidence submitted indicating the proposed allocation 
actually took place. 

 
Criteria: 
 
We have learned from SBA that management is in the process of finalizing a draft version of its 
Microloan program SOPs. During this process, management is relying on guidance from the Code of 
Federal Regulations and the “Nuts and Bolts” Guide that was drafted by Mircoloan program personnel for 
use by the intermediaries. As a result, there are no official agency policies, procedures, or guidance 
related to the Microloan program. However, the general provisions of the Microloan program are 
provided in the following paragraphs from the “Nuts and Bolts” Guide:  
 
“The Microloan Program provides very small loans to start-up, newly established, or growing small 
business concerns. Under this program, SBA makes funds available to nonprofit community-based 
lenders (intermediaries) which, in turn, make loans to eligible borrowers in amounts up to a maximum of 
$35,000. The average loan size is about $13,000. Applications are submitted to the local intermediary, 
and all credit decisions are made on the local level.”   
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“Prior to receiving any additional approvals or funding, the intermediary must establish and maintain two 
different bank accounts. The first account is for the Microloan Revolving Fund (MRF). This account will 
be used for the loan monies disbursed by SBA. The second account is the LLRF. The LLRF is a reserve 
fund which holds 15 percent of all the loans disbursed. According to SBA personnel, the 15 percent 
LLRF should be evidenced by bank statements and/or deposit slips. The LLRF is a loan covenant 
established to pay any shortage in the MRF caused by delinquencies or losses on Microloans.”   
 
Cause: 
 
In both instances, there was inadequate review by SBA personnel of the documentation submitted by the 
intermediary evidencing the balance of the LLRF. Also, without the existence of a formal SOP or other 
authoritative procedures, there is no guidance to ensure consistency in the procedures performed. 
 
Effect: 
 
Inadequate evidence of funds in the LLRF increases the risk of misstatements in the LLRF account 
balances and a potential lack of recoveries on future loan losses, should they occur. 
 
Recommendation: 
 
16. We recommend that the director of OFA distribute this notice of finding and recommendation to 

Microloan staff to reinforce the importance of a thorough review of all intermediary submitted 
documents. 

 
Management’s Response: 
 
SBA management concurs with the audit findings and recommendations. 
 
 
LEGAL REVIEW IS NOT BEING PERFORMED IN ACCORDANCE WITH SOP 50 51 (2A), LOAN 
LIQUIDATION AND ACQUIRED PROPERTY 
 
Condition: 
 
During testwork over guaranty charge-offs at the Little Rock Commercial Servicing Center, we noted that 
there was no legal approval on the Charge-off 327 Form. While the legal department does not sign off on 
the Charge-off 327 Form, legal review for charge-off is evidenced on the Purchase 327 Form. However, 
these actions were not documented in accordance with the charge-off procedures stated in SOP 50 51 
(2A). 
 
Criteria: 
 
SOP 50 51 (2A), Loan Liquidation and Acquired Property, Chapter 18, Charge-off Procedures, 
Paragraph 11, states: 
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If such review cannot be completed within 30 days, or if counsel determines that additional recovery 
would be possible through legal action, the loan must be transferred out of ‘Liquidation Status’ and 
placed into “Litigation Status” only.” 
 

Cause: 
 
An input error led to the legal reviewer approving the action electronically in the Guaranty Purchase 
Tracking System (GPTS) and signing off in the approval section of the action log, but not signing on the 
actual Form 327 used as support for the guaranty purchase legal review.   
 
Effect: 
 
Lack of OGC’s review increases the risk of improper charge-offs being performed and recorded in the 
general ledger. Furthermore, improper charge-off procedures may limit SBA’s recovery on delinquent 
loans from collateral or through litigation.   
 
Recommendation: 
 
18. We recommend that the director of OFA ensure that an adequate legal review is performed at the sites 

prior to charge-off. The supervisory loan specialist should perform a quality review check to confirm 
that all appropriate parties have reviewed the SBA Form 327 prior to the charge-off action.  

 
Management’s Response: 
 
SBA management concurs with the audit findings and recommendations.   
 
 
LACK OF LEGAL REVIEW DOCUMENTATION FOR CHARGE-OFF ACTIONS BY THE 
OFFICE OF GENERAL COUNSEL RELATED TO THE SMALL BUSINESS INVESTMENT 
COMPANY (SBIC) PROGRAM 
 
Condition: 
 
During our testwork over loan charge-offs for the SBIC program at Headquarters, we noted a lack of 
documented legal review by the Office of General Counsel (OGC) on the Form 327, Modification or 
Administrative Action, that were submitted to the Denver Finance Center (DFC) for processing related to 
14 Avalon Equity Fund prioritized payments.   
 
Criteria: 
 
Per SOP 10 07, SBIC Liquidation Program: 
 
“When a loan or note receivable is charged-off, complete an SBA Form 327 documenting the 
indebtedness, the amount due, and the efforts made to obtain recovery. Recommend charge-off by SBA 
Form 327 action and obtain approvals from your Chief and the Director, Office of Liquidation (OL), and 
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one business given the 90-day rule stipulated in SOP 50 10 (5), Lender and Development Company Loan 
Programs. 
 
During a search to identify additional duplicate loan approvals, we identified 52 potential duplicate 
approvals with a total dollar value of $17,826,000. SBA personnel performed additional procedures to 
identify which loans represented actual duplicate approvals. Through that analysis, SBA identified 16 
loans totaling $7,464,000 that it concluded represented actual duplicate approvals. 
 
Criteria: 
 
OMB Circular A-123 states that “Management is responsible for developing and maintaining effective 
internal control. Effective internal control provides assurance that significant weaknesses in the design or 
operation of internal control, that could adversely affect the agency’s ability to meet its objectives, would 
be prevented or detected in a timely manner.”  
 
Per SOP 50 10 (5) Chapter 3, Loan Terms and Conditions, Paragraph 1: 
 
“a. Maximum Loan Amount – 90-Day Rule 
 
If two SBA guaranteed loans are approved within 90 days of each other, the maximum gross loan amount 
of all the loans made in that time frame to any one business (including affiliates) cannot exceed 
$2,000,000. Please note that the maximum SBA guaranty amount outstanding of all loans to any one 
business (including affiliates) regardless of when the loans were approved cannot exceed $1,500,000.” 
 
Cause: 
 
The duplicate approval was not detected by SBA due to a lack of system preventative controls.   
 
Effect: 
 
The lack of an adequate system of controls or compensating controls over loan guaranty approvals 
increases the risk that obligations may be misstated. Based on the analysis performed, SBA concluded its 
undelivered orders were overstated by $7,464,000 as of September 30, 2008.   
 
Recommendation: 
 
23. We recommend that the director of OFA work with the chief information officer to implement a 

system edit check to monitor/prevent duplicate approvals in the 504 guaranty program. In addition, 
we recommend that management monitor the system controls currently in place for the 7(a) program 
to ensure they remain effective.   
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Management’s Response: 
 
SBA management concurs with the audit findings and recommendations.   
 
 
IMPROVEMENT NEEDED IN THE OFFICE OF CREDIT RISK MANAGEMENT (OCRM) 
DOCUMENTATION OF DEPARTURES FROM THE GENERAL STANDARDS STATED IN SOP 
51 00, ON-SITE LENDER REVIEWS/EXAMINATIONS  
 
Condition: 
 
As part of our audit work over lender oversight, we selected all SBA 7(a) lenders as of June 30, 2008, 
with a risk rating of 4 (high risk) or 5 (highest risk) and an SBA share of loan balance greater than 
$10 million to determine if an on-site, risk-based review was performed during FY 2007 and FY 2008 in 
accordance with SBA’s SOP 51 00, On-site Lender Reviews/Examinations. Based on our testwork, we 
noted that for the following 28 of 91 high-risk 7(a) lenders with an SBA share of loan balances greater 
than $10 million, an on-site risk based review (RBR) was not performed within the 12- to 24-month cycle 
general guidelines, as stated in the SOP. Specifically, we noted that for 28 lenders, documentation did not 
exist to support OCRM’s departure from the general guidelines of the SOP.   
 
While OCRM management indicated its rationale to KPMG for deviating from the guidelines during our 
discussions, they were not able to provide documentation to support management’s decision for the 
deviation from SOP guidelines.   
 
Per our inquiry of OCRM management, they represented to us that a plan to review 7(a) lenders between 
$10 and $20 million, which is intended to minimize the costs incurred by small lenders, is currently in 
draft form. OCRM management also represented that the goal is to finalize these review procedures for 
small 7(a) lenders by January 2009. 
 
Criteria: 
 
SBA SOP 51 00 states: 
 

“On-site reviews are generally conducted on: (1) all 7(a) Lenders with outstanding balances on 
the SBA-guaranteed portions of its loan portfolio amounting to $10 million or more and (2) all 
CDCs with outstanding balances on its SBA-guaranteed debentures totaling $30 million or more. 
Though less frequent, SBA may conduct on-site reviews of any SBA Lenders, as it considers 
necessary. SBA’s calculation of the outstanding balances of 7(a) Lender loan portfolios and CDC 
debenture portfolios will be based on a 12 to 24 month cycle, determined depending upon the risk 
characteristics of the lender.” 
 

OMB A-123 states: 
 

“Generally, identifying and implementing the specific procedures necessary to ensure effective 
internal control, and determining how to assess the effectiveness of those controls, is left to the 
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discretion of the agency head. While the procedures may vary from agency to agency, 
management should have a clear, organized strategy with well-defined documentation processes 
that contain an audit trail, verifiable results, and specify document retention periods so that 
someone not connected with the procedures can understand the assessment process.”  
 

Cause: 
 
OCRM did not formally document its rationale for extending the on-site lender reviews/examinations for 
7(a) lenders over $10 million beyond the general 12- to 24-month cycle as stated in SOP 51 00.  
 
Effect: 
 
Lack of documentation to support departures from the guidelines of SOPs potentially undermines the 
integrity of OCRM’s operations and its risk management strategies. 
 
Recommendations: 
 
24. We recommend that the director of OCRM incorporate a documentation process to address those 

instances when departures from the 12- to 24-month general review cycle guidelines in the SOP 
occur. 

 
25. We recommend that the director of OCRM finalize its draft planned procedures to review 7(a) lenders 

between $10 and $20 million. 
 
Management’s Response: 
 
SBA management concurs with the audit findings and recommendations.   
 
 
IMPROVEMENT NEEDED IN THE NEW HIRE, PERSONNEL ACTION, AND EMPLOYEE 
SEPARATION PROCESS 
 
Conditions: 
 
During our control testwork over the new hire, personnel action, and employee separation processes, we 
noted the following: 
 
New Hires 
Of the five new-hire sample items tested, we noted the following: 
 

• For one item (sample item no. 5), blocks 20 and 21 of the OF-8, Position Description Form, were 
not signed and dated by both an immediate supervisor of the position being filled and a position 
classifier. 
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Personnel Action 
Of the 60 personnel action sample items tested, we noted the following: 
 

• For one item (sample item no. 10), an SF-52, Request for Personnel Action, was processed 
although block 6 (Action Authorized By) was not signed by the initiating office. 

 
• For one item (sample item no. 1), an SF-52 could not be located by SBA. 

 
Separation 
Of the 15 sample items selected for employee separation, we noted the following: 
 

• For two items (sample item nos. 1 and 11), Form 78, Separation Checklist, could not be located 
by SBA. 

 
• For two items (sample item nos. 3 and 4), SBA could not locate Section III – Clearance by the 

Office of Inspector General (OIG), Section IV – Other Clearances, and Section VI – Servicing 
Personnel Office Clearance of Form 78.  

 
• For one item (sample item no. 2), Sections IV and VI of the Form 78 were not signed by either the 

Clearance Official or the Servicing Personnel Specialist. 
 

• For seven items (sample item nos. 5, 6, 8, 9, 12, 13, and 14), Section VI of the Form 78 was not 
signed by the Servicing Personnel Specialist. 

 
• For one item (sample item no. 7), Section I and Section VI of the Form 78 were not signed by 

either the Supervisor/Admin Officer or the Servicing Personnel Specialist. 
 

• For one item (sample item no. 10), Section II – Administrative Clearance and Section VI of the 
Form 78 were not signed by the Clearance Official or the Servicing Personnel Specialist. 

 
Criteria: 
 
New Hires 

• SBA SOP 3500 (2A), Position Classification Program, Appendix 6, How to Complete Optional 
Form 8, “Position Description” states: “Block 20 Supervisory Certification – The immediate 
supervisor of the position must sign and date in this block. The signature of a higher-level 
manager or supervisor is optional. Block 21 Classification/Job Grading Certification – Classifier 
must sign and date this block.” 

 
Personnel Action 

• SBA’s Guide to Preparing SF-52, Request for Personnel Action, Part A, Requesting Office, states: 
“6. ACTION AUTHORIZED BY Enter name, title, date, and signature of person authorized to 
approve the personnel or position action requested. If you are submitting an electronic version 
attached to an EMAIL you may add the term ‘signed.’” 
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Separation 

• Chapter 2 of SBA’s SOP 0013 5, Property Management Program, states: “Ensure that all SBA 
property is returned when an employee leaves SBA. Field Office Heads should indicate 
compliance by signing and dating SBA Form 78, “Separation Checklist.” Headquarters Division 
Chiefs should initial SBA Form 78 and forward it to the FMB (Facilities Management Branch) for 
concurrence on the following items: Identification/Fascard, Property/Equipment, and 
Office/Furniture-Keys. Once you have obtained all required clearances, forward to the Office of 
the Chief Human Capital Officer.” 

Record Retention 
• OMB Circular A-123 requires that documentation for internal control, all transactions, and other 

significant events be readily available for examination. 
 
Cause: 
 
New Hires and Personnel Action 

• Personnel service staff did not ensure that the OF 8 and SF-52 were complete and in the file.  
 
Separation 

• Personnel service staff did not receive adequate training for the processing and documentation of 
the Form 78, and quality reviews were not performed to ensure that the Form 78s were complete 
and signed by the personnel service staff. 

 
Effect: 
 
New Hires 

• The OF-8 is used to classify positions to ensure that SBA is paying employees appropriately for 
the work they perform. As such, there is a risk that SBA will not pay employees appropriately 
based on their responsibilities.   

 
Personnel Action 

• There is an increased risk that unauthorized personnel actions will be processed by SBA. 
 
Separation 

• There is an increased risk that former SBA employees will have unauthorized access to agency 
property and sensitive information. 

 
Recommendations: 
 
We recommend that the chief human capital officer: 
 
26. Provide personnel service staff adequate training for the processing and documentation of the Form 

78 and perform periodic quality reviews to ensure that the Form 78s are complete and are signed by 
the appropriate personnel service staff. 
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27. Reinforce its policies and procedures in the new hire, personnel action, and separation processes to 

ensure that forms OF-8, SF-52, and 78 are properly completed and retained. 
 
Management’s Response: 
 
SBA management concurs with the audit findings and recommendations.   
 
 
ENHANCEMENT NEEDED TO ENSURE THE SOP RELATED TO SBA’S ORGANIZATIONAL 
STRUCTURE IS CURRENT 
 
Condition: 
 
Based on our review and evaluation of SBA’s SOPs as part of our testing of SBA’s control environment, 
we noted that SOP 00 08 (2), National 4/93 Organizational Structure, was not up-to-date to reflect the 
current functions, responsibilities, and authorities of the various SBA offices.   
 
While SBA has made several minor revisions to this SOP in 2005 and 2006 to chapters 1, 2, and 
Appendix 2, the majority of this SOP, which includes organization charts, mission statements, 
responsibilities, service areas, and jurisdictions etc., has not been updated since 1993. Additionally, we 
noted that in fiscal year 2008, SBA created a Policy Team that is responsible to address this issue.   
 
Criteria: 
 
OMB Circular A-123 Appendix A, Internal Control over Financial Reporting, states that:  
 
“A factor affecting the control environment is the agency’s organizational structure. It provides 
management’s framework for planning, directing, and controlling operations to achieve agency 
objectives. A good internal control environment requires that the agency’s organizational structure clearly 
defines key areas of authority and responsibility and establish appropriate lines of reporting.” 
  
Cause: 
 
SBA’s Policy team has not completed its update of the information in the Organizational Structure SOP. 
 
Effect: 
 
SBA’s key areas of authority, responsibility, and lines of reporting are not clearly defined, which can 
negatively impact the overall control environment.  
 
Recommendation: 
 
28. We recommend that the chief operating officer develop a formal plan to update SOP 00 08 (2), 

National 4/93 Organizational Structure. In addition, we recommend the Policy Team consider and 
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evaluate the current status of other SOPs that may be outdated in preparation for the change in 
Federal Government Administration that will take place on January 20, 2009. 

 
Management’s Response: 
 
SBA management concurs with the audit findings and recommendations.   
 
 
UNTIMELY DE-OBLIGATION OF UNDELIVERED ORDERS AND A NEED TO IMPROVE 
DOCUMENTATION RECORDS 
 
Conditions: 
 
We tested a sample of 84 Undelivered Orders (UDOs) as of September 30, 2008, and noted the following 
exceptions: 
 
• The quarterly review of open obligations reports was incomplete. During our testwork of SBA’s June 

2008 review, the agency personnel were unable to provide us with a complete set of reviewed reports 
for their June review. Further, the Regional and District Offices Report and the Office of Policy and 
Planning Report displayed no evidence that a review of the report was performed (e.g., handwritten 
comments/notations or reviewer’s initials). 

 
• Eight sampled items totaling approximately $999,000 should have been de-obligated.   
 
• Documentation supporting the obligating could not be provided for three items totaling approximately 

$843,000. 
 
Criteria: 
 
OMB Circular A-123, Section I defines management controls as “the organization, policies, and 
procedures used by agencies to reasonably ensure that (i) programs achieve their intended results; (ii) 
resources are used consistent with agency mission; (iii) programs and resources are protected from waste, 
fraud, and mismanagement; (iv) laws and regulations are followed; and (v) reliable and timely 
information is obtained, maintained, reported, and used for decision making.” 
 
OMB A-123, Section II goes on to indicate: “Monitoring the effectiveness of internal control should 
occur in the normal course of business. In addition, periodic reviews, reconciliations, or comparisons of 
data should be included as part of the regular assigned duties of personnel. Periodic assessments should 
be integrated as part of management’s continuous monitoring of internal control, which should be 
ingrained in the agency’s operations.” 
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Cause: 
 
The errors are attributed to human error and oversight related to the obligation process. The issues noted 
above are indicative of a lack of supervisory monitoring procedures over the budget execution process 
controls that are meant to ensure the existence and accuracy of the financial information recorded. 
 
Effect: 
 
Untimely approval and posting of obligations in Oracle indicate inconsistencies in obligating procedures, 
and could result in unsupported recorded obligations. Undelivered orders are overstated by approximately 
$999,000. In addition, based on our statistical sample of the items selected, the projected results of the 
testwork indicate that a most likely error of $24,856,372 may exist in the undelivered orders recorded 
balance.   
 
Recommendations: 
 
We recommend that the chief financial officer: 
 
29. Continue to strengthen monitoring procedures over internal controls related to the review and 

approval of obligations. 
 
30. Ensure obligations are properly approved prior to being entered into Oracle. 
 
31. Review undelivered orders periodically to ensure that amounts are properly de-obligated. 
 
Management’s Response: 
 
SBA management concurs with the audit findings and recommendations.   
 
 
INTERNAL CONTROLS SURROUNDING CONGRESSIONAL GRANT MONITORING 
 
Condition: 
 
We tested a sample of 45 grants obligated as of April 30 and September 30, 2008, and noted the following 
exception during our review of Congressional Grants:   
 
The required quarterly SF-269s (Financial Status Report) were not collected and retained by SBA for a 
particular grantee to evidence the monitoring of grantee activity during FY 2008. We noted during our 
testwork related to the grantee that SBA did not retain evidence documenting the submission of an SF-
269 subsequent to 2006.   
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Criteria: 
 
OMB Circular A-123, Section I, defines management controls as “the organization, policies, and 
procedures used by agencies to reasonably ensure that (i) programs achieve their intended results; (ii) 
resources are used consistent with agency mission; (iii) programs and resources are protected from waste, 
fraud, and mismanagement; (iv) laws and regulations are followed; and (v) reliable and timely 
information is obtained, maintained, reported, and used for decision making.” 
 
OMB A-123, Section II, states: “Monitoring the effectiveness of internal control should occur in the 
normal course of business. In addition, periodic reviews, reconciliations, or comparisons of data should be 
included as part of the regular assigned duties of personnel. Periodic assessments should be integrated as 
part of management’s continuous monitoring of internal control, which should be ingrained in the 
agency’s operations.” 
 
Cause: 
 
The failure to collect and retain the Form SF-269s is indicative of a lack of supervisory review and 
monitoring procedures to ensure the existence and accuracy of the financial information recorded. 
Specifically, a lack of effective monitoring prevented detection of overdue grantee monitoring procedures 
and related documentation. 
 
Effect: 
 
Lack of approving and monitoring grant activity increases the risk of errors in the financial statements and 
the potential for misuse of funds. 
 
Recommendations: 
 
We recommend the associate administrator for Management and Administration as well as the director of 
Business Operations work together to: 
 
32. Strengthen internal controls relating to the approval of obligations and monitoring of grant activity. 
 
33. Develop a tracking mechanism to ensure that all grantees submit Form SF-269s as required 

(biannually or quarterly, depending on the grant agreement). 
 
34. Issue detailed guidance to provide SBA personnel with uniform procedures to carry out the grant 

approval and monitoring activities.  
 
Management’s Response: 
 
SBA management concurs with the audit findings and recommendations. 
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Internal Control Over Financial Reporting Fiscal Year 2008 Status 

Improvement is needed in the guaranteed loan purchase 
process. 

Resolved. 

Improvement is needed in the guaranty loan charge-off 
and lender follow-up process. 

Revised and repeated in Exhibit I under the following 
headings: 

• Legal Review is not being performed in accordance 
with SOP 50 51 (2A) “Loan Liquidation and 
Acquired Property.” 

• Lack of legal review documentation for charge-off 
actions by the Office of General Counsel related to 
the Small Business Investment Company (SBIC) 
program. 

• Improper referral of debtor to Treasury. 

• Lack of legal review on SBA Form 327 for Loan 
Guaranty Charge-off. 
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Improvements are needed over development and 
communication of SOPs. 

Revised and repeated in Exhibit I under the following 
headings: 

• No pursuit of collateral prior to direct loan charge-
off in compliance with SOP 50 52 (1) “Consumer 
Loan Servicing and Collections for Disaster Home 
Loans. 

 
• SOP findings associated with Direct Loan 

Servicing at the Ft. Worth Loan Processing and 
Disbursement Center. 

 
• Inadequate review of the Loan Loss Reserve Fund 

documentation submitted by Intermediaries in the 
Microloan Program. 

• Legal Review is not being performed in accordance 
with SOP 50 51 (2A) “Loan Liquidation and 
Acquired Property.” 

• Enhancement needed to ensure the SOP related to 
SBA’s Organizational Structure is current. 

Improvement is needed in the review of the disaster 
program credit model calculations. 

Resolved. 

Improvement is needed over undelivered orders. Revised and repeated in Exhibit I under the following 
heading: 

• Untimely de-obligation of undelivered orders and a 
need to improve documentation records. 

 

Improvement is needed over payroll processing and 
controls over official personnel files. 

Revised and repeated in Exhibit I under the following 
heading: 

• Improvement needed in the New Hire, Personnel 
Action, and Employee Separation process. 
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