

Fiscal Year 2011 Audit Work Plan
Small Business Lending Fund
	Audit Title




	Investment Decision Process for the Small Business Lending Fund (SBLF)

	Objectives






	Determine whether (1) the review process established by Treasury ensures that eligible institutions with the greatest need for capital and most potential for small business lending are approved, and (2) investments are made in institutions with good track records of performance and compliance with Federal lending requirements.

	Importance/Justification




	Because Treasury is required to disburse invested funds within 1 year of enactment of the Small Business Jobs Act and program controls are not specified in law, the SBLF program may be administered without policies, procedures, and guidance that are robust enough to protect taxpayer interests and to ensure that program objectives are met.  Further, because Treasury is not required to consult with the Small Business Administration or the Agriculture Department, there is increased risk that decisions may be made without critical historical information on lender compliance.  Additionally, prior GAO audits of the Capital Purchase Program, after which the SBLF program is modeled, found that Treasury did not have a basis for determining whether regulator decisions were being made consistently  and applicants were being treated equitably.



	Start Date/ Status
	Draft issued on 4/19/11




	Audit Title




	Accuracy of Small Business Lending Gains Supporting Initial Dividend Rate Calculations

	Objectives






	To determine whether: (1) qualified small business lending volumes reported by financial institutions as their baseline estimates are accurate; and (2) Treasury has established an effective process for verifying the accuracy of rates reported by participants. 

	Importance/Justification




	The initial dividend rate on SBLF funding is based on gains in qualified small business lending activity between June 30, 2010 and the investment date reported by financial institutions.  The June 30th baseline represents the quarterly average of small business lending activity for the four quarters ending June 30, 2010.  To qualify as small business lending, the loan’s original principal and commitment amount cannot be more than $10 million and the loan cannot go to a business with more than $50 million in revenues.  If the loan has a government guaranty, the guaranteed portion must be subtracted from the loan amount.  Institutions may overstate their lending activity due to unfamiliarity with program rules and the desire to qualify for lower dividend rates. Also pressure to distribute funds may cause Treasury to disburse funds without verifying lending activity reported by participants.



	Start Date/Status
	May/June 2011





	Audit Title




	Soundness of Investment Decisions Involving TARP Banks

	Objectives






	To determine whether: (1)  Treasury’s investment and refinancing criteria adequately safeguards against unhealthy TARP-funded banks from being approved for the SBLF program; (2) TARP-funded banks approved for participation in the SBLF program meet Treasury’s refinancing and investment criteria; and (2) TARP applicants are consistently evaluated.


	Importance/Justification




	Critics of the Small Business Jobs Act have expressed concern that money allocated for increasing small business loans will instead be used to repay TARP bailouts.  Many of these banks continue to be perceived as financially unhealthy.  In determining their eligibility for TARP funds, the anticipated TARP investment was not included in their capital base.  However, under the SBLF  investment decision process, any TARP funds that are outstanding will be counted as part of the institution’s capital base for purposes of determining whether they are financially viable for the SBLF program. 



	Start Date/Status
	May/June 2011







	Audit Title




	Implementation of Matching Capital Requirement

	Objectives






	

	Importance/Justification


	

	Start Date/Status
	





	Audit Title




	Accuracy of Small Business Lending Gains Supporting Dividend Rate Adjustments

	Objectives






	To determine whether: (1) qualified small business lending volumes reported by financial institutions as the baseline and subsequent increases are accurate; and (2) Treasury has established an effective process for verifying the accuracy of rates reported by participants. 

	Importance/Justification




	Dividend rates on SBLF funding during the first nine quarters after investment can be adjusted downward based on gains in small business lending.  Such gains will be identified in supplemental reports filed by lenders that are derived from Call Reports.  If a downward adjustment is made, the lower rate will be applied to the dollar amount of SBLF capital only up to the amount by which qualified small business lending has increased.  The dividend rate adjustments will be calculated by participants and reported to Treasury. Institutions may overstate their lending activity due to unfamiliarity with program rules and the desire to qualify for lower dividend rates



	Start Date/Status
	September 2011






	Audit Title




	SBLF Participant Characteristics and Investment Use 

	Objectives






	To determine (1) the characteristics of financial institutions participating in the SBLF program, (2) the extent to which SBLF participants also received SSBCI funding, (3) the disposition of funds invested by Treasury and the capital leverage achieved with Treasury’s investment, and (4) other uses of SBLF funds and    whether such uses were anticipated at the time of application to the SBLF program

	Importance/Justification




	Concerns have been expressed that the capital provided will help banks expand and increase their profitability and competitiveness without increasing small business lending. 

	Start Date/Status
	2012




	Audit Title




	Effectiveness of the Small Business Lending Fund in Increasing Lending to Small Businesses and Creating Jobs

	Objectives






	To determine (1) the number and types of small businesses receiving loan assistance, (3) number of jobs created as a result of loans made to small businesses, and (4) whether loans are being made to businesses that would not otherwise have secured funding.  

	Importance/Justification




	Under the Small Business Jobs Act and the terms of the SBLF program, participating institutions are not required to use program funds on small business lending.  The lack of restrictions on the use of program funds, coupled with reports of curtailed lending activity and a reduced demand for small business loans, may diminish program effectiveness.

 

	Start Date/Status
	Annual evaluations, beginning in 2012




	Audit Title




	SBLF Program Cost

	Objectives






	To determine the true cost of the SBLF program.

	Importance/Justification




	 Three methodologies were used by the Congressional Budget Office (CBO) in scoring versions of the Small Business Jobs Act: (1) Credit Report Act estimate; (2) cash-based estimate; and (3) fair-value basis estimate.  The initial estimate, using the Credit Reform methodology, placed the cost of the program at $1.4 billion.  After this score was released the House modified the SBLF bill to eliminate the requirement that the funds be repaid, which allowed Treasury to count the funds as a Tier 1 capital investment instead of a loan, which allowed the bill to be scored under a more favorable cash-based estimate. Under the cash-based methodology, the bill was scored as raising $1.1 billion over 10 years.

	Start Date/Status
	




	
	Audit Title




	Quality of Loan Underwriting

	Objectives






	

	Importance/Justification




	

	Start Date/Status
	2012


							


	Audit Title




	Reasonableness of the Cost of SBLF’s Contractor 

	Objectives






	

	Importance/Justification




	

	Start Date/Status
	





	Audit Title




	Reasonableness and Effect of the Delay in Issuance of Program Terms and Guidance for Mutual Institutions, S Corporations, and Community Development Loan Funds

	Objectives






	

	Importance/Justification




	

	Start Date/Status
	





	Audit Title




	Reasonableness of Plan for Winding Up Program 

	Objectives






	

	Importance/Justification




	

	Start Date/Status
	






