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INTRQDUCTION -

Az you requested, we initiated a review of SBA's FY 1999 budqat execution
process as it concerned the “Reserve Account.” The objactives of aur review wars o
determine whether: (1} the policias and procedures for estimating expenszes and
managing the resarve weare adequate, and (2} current estimates for the reserve werg
reazonable. The review focused on the FY 1598 “Reserve Account” from Mavamber 4.
1008 (the date it was established)} to April 1, 1999

Ve interviewed the Acting Chief Financial Oficer, Deputy Chief Financial Officar
the former SBA Budget Officer; Acting Budget Officer; Assistant Administrator for
Administration; Chief information Officer. consultants from S0OZA and Co., Lid. (SOZA):
and various ather SBA employees, We also evaluated SBA policies and procedures for
budget sxecutlon, and available documentation for charges to lhe "Reserve Account ®

BACHGR

On Febrmpary 19, 1899, 3BA issued Procedural Motice No. 0000-13%2, Hiring and
Cither Funding Resinctions, 1o address the Agency's concem on the funding status for
the remainder of FY 1938 The Notica required that new hinng and competitive
promoticns be approved by the Chief Operating Officer (COQ}. Also, the Agency hied
an independeant contractor {SOZA), and tasked them with providing budgetary,
accounting, and general financial management advice and assistance, SOFA reviewsad
SBA's budgeting, accounting, and persennel systems. In our review, wa refied on
B07As estimates for compensatian and henefits (C&B}.




RESULTS

There were flaws in SBA’s FY 1999 budget execution process relating to the
resarve account. Policies and procedures for gstimating expenses and managing the
rezerve were not adeguate because (1) the initial reserve balance was overstated as it
was based on reduced allocations to other accounts that did not materialize, and =)
pracedures to document expenditures were not always followed,

Asg of April 1, 1999, the Office of the Chief Financial Officer {OCFQ) showed a
balance of $2,311.000. Using the most recent estimates prepared by SO2ZA far C&E,
wer estimate the balance of tha reserve account on April 1, 1999 to be 33,790,000, Our
estimate is based on several adjustments (deascribed below) and an assumpiion that
there would ba no hiring after May 1994, It does not consider a projected rent stiorifall
of 52,881,000, it also does notl take inte account any other cost reduction afforta
occurring in the Agency. Thess issues are discussad it detail below.

Estimating Expensas

QO FO, in a document entitled “Budget Praocess Vision,” stated in its first principle
that “There must be an adequate level of discrationary funds at the beginning of the
year and at all timas dunng tha year, for the Administrators new and existing
infiatives= " Ta achieve the first principle of the “Budget Process Vision.” and creata a
£17.2689 000 reserve aceount, JCFD made three main dowrwand adjustments o non-
reserve accounts. These adjustrmants included C&B reductians of $1.7 millicn for
coutstanding recruitments (the number of recruits stayed constant) and 320 million for
recruitments to be announced. {n addition to the CAB adiustments, the OCFD redusad
the operating budgets of alf program offices by 10 percant ($8.6 million} and the
estimated expenses for rent by $2.% million. The reserve was overstated, however,
because actions wera not taken to implement the budget reductions. For instance, the
FY 1998 estimate for rent was $21.8 million based on prior GSA billings plus a 2
percent increaze. The 32.9 million reduction resulted in oniy $28.9 million available for
rent. The Assistant Administrator for Administration stated such savings on the rent
could not be realized in FY 19289,

Some of the Agency oificials interviewsd stated that the former CFO, in his
efforts o make the "Reserve Account” as large as possibls, did not use a realistic
approach in the initial budget allotments to the Agency program offices. The C&B
adjustment was bazed on the CFO's position that recruibment actions would nat attain
fruttion at alt. This position, however, was not formally communicated to the program
offices performing the hiring, and in fact, the offices hired at an accelkerated pace. The
reduction in the operating budgets of the prograim offices was made without any
specific pians o achieve these reductions. Afso, the former Budget Offfcar stated that
the criginal estimate for the rent budget was reasonable and sppropriate. The
unreasonable adjustments were recliied on Novembar 9, 1998, when e meserve
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aceount was charged $6 6 miition for Lhe operating budgets of the program offices and
on January 20, 1929, when the reserve account was charged $5.4 miltion for C&B.
Thesa two charges, totaling $12.0 million, reduced the reserve account by nearly 70
percent within two maonths of its establishment and supports the conclusion that the
initial balance in the rezarve account was overstated.

Management of the Reserve Account

To determine the effectivensss of the reserve account management, we
reviewed the establishment and use of the reserve account. 'Wa found that the
gstablished process for using lhe reserve account was not followsad,

Catabilshment of the “Reserve Account™

The “Reserve Account” is a tern used to dascriba SBA's unailocated
funds that are available for discreticnary use and unanticipated needs. Tha
available balance at any given point in time is determined by subtracting the totai
funds ailocated from the total sources of funds. The following chart is an
ilustration of how the available balance is determined.,

Sourten of Funds {Dhrect Appropriations, Transfers from
Cizasrer or Other Agencing, Carmyovers, Estimated Faa
Ao ebe) X -

Lass: Allocathon of Funds (Compensation 4 Bmnedits,

hon-Cragil Programs (SB0C, USEAC, sie), Specral

tndtiatives (ie., Spemal Apprapraitens), Cperating

Expanses_ o) XXX

= Reparvd Account pt,5.4

The reserve account is not an account in the Agency's official Federal
Financiat Systern (FF3). nstead, itis an off-line account maimained by the
CLCFQ on an Excel spreadsheet that is updated as transactions are approved
and entered into the FFS.  As stated above, the reserva balance was largaly
created by cutting budygets for hiring new employees, rent, and other expensas
without assuring that these cuts could be sustained. As a rasult, the Injtial
balance of funds availalle for discretionary use and unanticipated needs was
overstated.

Ugx of the "R#sarve Account”

We checked the process to request and approve the usa of funds from
the reserva account and tested for the preper usage of the funds. Tha process
was outlined In the OCFO's "Budget Process Vision™ firat issued in May 1998,
The process was then formalized in SBA Procedural Notice No. 2000-489, dated
January 8, 1988, The process required an e-mait request through an Asscciate

Deputy Administrator of comgarable executive to the Budget Oficer, with & copy .
e

o
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tathe CFD and DEFO. In addition, the requestar was to complate SBA Form
2097, Funding Request. Agency officials informed us that the GFO could
approve individual requests that did not exceed $25,000. All other requests
required the formal approval of the Administraler or Deputy Administrator.

As of February 1989, when our review was inftiated, 26 of the 3B
transactions that affected the "Reserve Account™ were for amounts that
exceeded $25.000. Generally, lhe pracass for the request and approval of the
reserve account was not followed. Cnly 1 request was accompanied by SBA
Form 2007; 25 requests did not have Lhe form. Also, we were unable to locate
decuments to indicate formal approval by the Administrator or Deputy
Administratar. The only approval dacuments were a-mail rnessage, in which the
CFO or DCFO informed an OCFO emplyyes to allocate funds and enter the data
inte FFE. T

To ensure the proper usage of the funds, we anzlyzed the 38
transactions and confirmed that funds wera property allottad in the FFS. At
random, we selected three transactions for an indepth review. Yve traced the
funds ta the program office account and determined if the funds were used for
the intended purpose. Also, we tested to sea if any of the requested funds were
unspent. We cancluded that the funds were used for their intended purposa and
all requested funds werg obligated or spent

Reazonakleness of Current Estimate

&z of April 1, 1888, the eslimate of tha reserve account was $3, 790004 based
on data provided to us. Ve derived (he estimate by using the $2,311.000 shown as the
operating budget reserva in OCFO's records and making adjustments to reflect the
latest estimate for C&B made by SOFA as of March 26, 1889, SOZ24 estimated that
S38A wauld apend $3,953,000 more for CBB than the original CAB estimate (when the
reserve account was gstablished). However, the ressrve account had been charged
$5,432.000 for C&B on January 20, 1999. Therefore, the reserve account had besn
overcharged by 31,479,000 (§5,432 000 - $3,953,000) due to the excessive January
20th C&B estimate.

The COCG informed us that other adjustments have been made to the *Resarve
Account” estimate subsequant to April 1. 1999 These adjustments would need to be
recongcied to the following data to determine the estimated balance of the "Reserve
Account™ after Apnl 1.



Rexarne Account
{In thouzanda|

Beqining Balance (Movember 4, 1993) 17289
Lass: Charges (thmy Apnl 1, 199%) 14,978
Balance (April 1. 199971 52,311
Adjustmenis 1o Balance
5074 estimate for C&B
[March 26, 1995 5212376
Adjusted sstimate for CEH
{Cchober 4, 1958) 205 423
Laki: Chamges to Resenve Account [53,5953)
CFO's astwnale for CEB
{January 20, 1899 3214 555
Adjugted gatimate i CLB :
(Ociober 4, 1988} 2089 423
Add. Charges Io Resanve Aceount
Pricr to SO/XA estimate 5,437
Increase in Reserve Account 1479
Ending Balance [April 1, 1999) %
CONCL

On March 26, 1999, 50ZA issued ils report entitied SBA Budogling Analysis,
Their report containg numergus recommendations (o improve SBA's budget executlon

process. Wa have reviewed SOZA's work and beligye if their recommendations ara
implemented, SBA will hava better control over the hudget execution process. We mat
with the Actitg CFO and the CO0Q, both of whom advised us that SOZA's
recommendations were being implemented. The Acting GFOQ showed us the system he
is using to track implementation. This systermn will help ensure that SOZA's
recommendations will be implemeanted. If you have any questions regarding this
rmatter, please eall me at 205.7204.
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