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[bookmark: _Toc323888001]Foreword

This annual work plan outlines the fiscal year 2012 audit priorities for the Office of Small Business Lending Fund (SBLF) Program Oversight within the Treasury Office of Inspector General.  The plan provides brief descriptions of new and ongoing audits and reviews that the SBLF Program Oversight Office plans to pursue with respect to the Department’s two small business lending programs—the SBLF program and State Small Business Credit Initiative (SSBCI). Although the Work Plan is published annually, continuous adjustments are made to the plan throughout the year as appropriate.  The audit priorities for the Office of SBLF Program Oversight are also presented in the Treasury Office of Inspector General Annual Plan for Fiscal Year 2012.

What is our Responsibility?

Our organization was created to protect the integrity of SBLF and SSBCI programs and operations by detecting and preventing fraud, waste, and abuse; identifying opportunities to improve program economy, efficiency, and effectiveness; and holding accountable those who do not meet program requirements or who violate Federal laws.
As required by the Small Business Jobs Act, our office is responsible for reporting no less than two times a year on the oversight provided of the SBLF program, and for conducting and supervising audits of the use of funds made available under SSBCI.  Any intentional or reckless misuse of SSBCI funds by participating states that is identified by our office must be recouped by Treasury.  

How Do We Plan Our Work?

Work planning is a dynamic process, and adjustments are made throughout the year to meet priorities and to anticipate and respond to emerging issues with available resources.  In evaluating work plan proposals, priority consideration is given to consider statutory requirements for audits.  We also assess the relative risks in the programs for which we have oversight responsibility to identify the areas that are most in need of attention and accordingly, to set priorities for the sequence and proportion of resources to be allocated.  


	Audit Title
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	Objectives






	To (1) identify the key inputs and assumptions used to prepare the cost estimate, and (2) determine how the current status of the program will impact future cost re-estimates.

	Importance/Justification




	In December 2010, before accepting any applicants for the SBLF program, Treasury estimated the cost of the program to be $1.26 billion.  The estimate was based on assumptions about the expected volume and type of participants and their repayment ability over the life of the program.  Treasury estimated that over half of the SBLF funding (about $17 billion) would be disbursed.  After Treasury prepared the December 2010 cost estimate, the volume of applications and the rate of disbursements fell significantly below original budget projections.  By the September 2011 program disbursement deadline, only $4 billion in SBLF funding had been disbursed.  In October 2011, Treasury revised the SBLF cost estimate, projecting that the program would generate a savings of $0.08 billion, using calculations based on actual participant data and updated market information.


	Start Date/Status
	Report issued on December 22, 2011
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	Objectives






	Determine whether the initial group of institutions approved for participation in the SBLF program was financially sound and able to meet SBLF repayment and dividend obligations.  

	Importance/Justification




	Treasury launched the SBLF program in December 20, 2010, and made its first investment decisions in June 2011, approving 55 institutions.  In May 2011, we reported that Treasury had established an investment decision process that was consistent with legislative eligibility requirements, but that the process needed improvement.  Specifically, we reported that Treasury did not require thorough disclosure from the Federal Banking Agencies (FBA) of supervisory issues influencing the health of banks applying for SBLF funding, and had granted the FBAs significant discretion over the types of information they could report to Treasury.  Additionally, Treasury’s process did not provide for checking back with FBAs prior to disbursing SBLF funds to ensure that the financial condition of institutions had not changed since approval.


	Start Date/ Status
	Report issued on February 17, 2012
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	Objectives






	To determine whether Treasury (1) consistently approved institutions that were financially viable and able to repay the SBLF investments, (2) gave adequate consideration to institutions that were not approved and asked to withdraw their applications, and (3) had adequate bases for denying funding to institutions.

	Importance/Justification




	While Treasury intended to approve only those institutions that could meet SBLF program dividend and repayment obligations, a previous OIG review of early-entry institutions disclosed that 57 percent of the institutions reviewed had significant supervisory issues that might make them unable to meet their financial obligations to the SBLF program.  The review also determined that Treasury did not have sufficiently robust information from FBAs about the financial condition of institutions seeking funding.
Further, in July 2011, members of Congress expressed concerns about the integrity of the SBLF program and protections for taxpayers given that the majority of institutions were approved for funding in the last quarter of the fiscal year and the majority of SBLF funds were invested in the last month leading up to the September 2011 deadline for disbursement.
 


	Start Date/Status
	October 2011
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	Objectives






	To determine whether qualified small business lending volumes reported by financial institutions to establish initial dividend rates are accurate. 

	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 initial quarter-end period, two quarters prior to the quarter in which a bank closed on its SBLF funding.  The baseline lending level 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 or third-party participation, the guaranteed or third-party interest portion must be subtracted from the loan amount.  

Treasury relies on each institution to self-report its gains in qualified small business lending and to calculate the dividend rate that should be applied.  Institutions may understate their baseline lending activity or overstate their initial quarter-end lending activity due to unfamiliarity with program rules and the desire to qualify for lower dividend rates. 



	Start Date/Status
	October 2011
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	Objectives






	To determine the accuracy of qualified small business lending volumes for the third quarter of 2012 reported by SBLF participants for dividend rate adjustments. 

	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 are 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.  

Treasury relies on each institution to self-report its gains in qualified small business lending and to calculate the dividend rate that should be applied.  Institutions may understate their baseline lending activity or overstate their initial quarter-end lending activity due to unfamiliarity with program rules and the desire to qualify for lower dividend rates. 




	Start Date/Status
	April 2012
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	Objectives






	To determine (1) how institutions participating in the SBLF program have used the funds received under the program, (2) the extent to which increases in small business lending occurred prior to institutions entering the program, (3) the number and types of small businesses receiving loan assistance, and (4) the extent to which businesses were assisted 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 funds has led to concerns that the capital provided banks will be used to help them expand and increase their profitability and competitiveness without increasing small business lending.  Concerns have also been expressed that the Small Business Lending Fund will be used as a “backdoor repayment mechanism” for the Troubled Asset Relief Program (TARP), with little increases in small business lending by banks exiting TARP.

Treasury is required to provide quarterly reports to Congress describing how participating institutions have used the funds they received under the program.  In April 2012 , Treasury reported that bank participants had increased their small business lending by $4.7 billion (or by 13.4 percent) over their aggregate baseline of $35.2 billion, and Commercial Development Loan Funds increased their small business lending by $95.4 million (or 12.1 percent) over a $786.8 million baseline.  While the report discussed small business lending, it did not identify other uses of SBLF funds.  Further, because lending gains reported are cumulative against a June 2010 baseline, it is unclear how much of the gains occurred immediately preceding each institution’s entry into the program and what the increases in lending were quarter to quarter.




	Start Date/Status
	May 2012
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	Objectives






	To (1) test participant compliance with program requirements and prohibitions to identify reckless or intentional misuse, and (2) evaluate California’s oversight of the California Capital Access Program (CalCAP) and California Small Business Loan Guarantee Program (SBLGP) in order to assess the risk of waste, fraud, abuse, and non-compliance with the requirements of the Small Business Jobs Act (Act).


	Importance/Justification


	In February 2011, Treasury awarded the state of California 
$168.6 million in SSBCI funds.  The state’s allocation is disbursed in three tranches, and in February 2011, California received its first tranche of $55.6 million, which was divided equally between the state’s two small business lending programs—CalCAP and SBLGP.  The state is eligible for additional disbursements once it certifies that it has obligated, transferred or spent at least 80 percent of the funds that it received in February.

Primary oversight of the use of SSBCI funds is the responsibility of each participating state. To ensure that funds are properly controlled and expended, the Act requires that Treasury execute an Allocation Agreement with participants setting forth internal controls, and compliance and reporting requirements.  

The Act requires the Treasury Office of Inspector General (OIG) to
conduct audits of the use of funds made available under SSBCI to identify any instances of reckless or intentional misuse. The Act also requires Treasury to recoup any funds that the OIG identifies was intentionally or recklessly misused.



	Start Date/Status
	October 2011






	Audit Title
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	Objectives






	To test participant compliance with program requirements and prohibitions to identify reckless or intentional misuse of SSBCI funds.

	Importance/Justification


	In July 2011, Treasury awarded the state of Montana 
$13.2 million in SSBCI funds.  The state’s allocation is disbursed in three tranches, and as of February 2012, Montana had received its first two tranches, totaling $8.6 million.  Montana distributed the funds to its Loan Participation Program.  The state is eligible for additional disbursements once it certifies that it has obligated, transferred or spent at least 80 percent of its second tranche of funds.

Primary oversight of the use of SSBCI funds is the responsibility of each participating state. To ensure that funds are properly controlled and expended, the Act requires that Treasury execute an Allocation Agreement with participants setting forth internal controls, and compliance and reporting requirements.  

The Act requires the 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. The Act also requires Treasury to recoup any funds that the OIG identifies was intentionally or recklessly misused.



	Start Date/Status
	February 2012




	Audit Title
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	Objectives






	To test participant compliance with program requirements and prohibitions to identify reckless or intentional misuse of SSBCI funds.

	Importance/Justification


	In July 2011, Treasury awarded the state of Michigan 
$79.2 million in SSBCI funds.  The state’s allocation is disbursed in three tranches, and as of February 2012, Michigan had received its first two tranches, totaling $52.2 million.  Michigan distributed these funds to four small business lending programs—the Capital Access Program, Michigan Business Growth Fund Collateral Support Program, Michigan Business Growth Fund Loan Participation Program, and Small Business Mezzanine Fund.  The state is eligible for additional disbursements once it certifies that it has obligated, transferred or spent at least 80 percent of its second  tranche of funds.

Primary oversight of the use of SSBCI funds is the responsibility of each participating state. To ensure that funds are properly controlled and expended, the Act requires that Treasury execute an Allocation Agreement with participants setting forth internal controls, and compliance and reporting requirements.  

The Act requires the 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. The Act also requires Treasury to recoup any funds that the OIG identifies was intentionally or recklessly misused.



	Start Date/Status
	February 2012





	Audit Title
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	Objectives






	To test participant compliance with program requirements and prohibitions to identify reckless or intentional misuse of SSBCI funds.

	Importance/Justification


	In May 2011, Treasury awarded the state of Vermont
$13.2 million in SSBCI funds.  The state’s allocation is disbursed in three tranches, and as of February 2012, Vermont had received its first tranche of $4.3 million.  Vermont distributed these funds to four state small business lending programs—the Commercial Participation Program, Financial Access Program, Small Business Participation Program, and Technology Participation Program.  The state is eligible for additional disbursements once it certifies that it has obligated, transferred or spent at least 80 percent of its first tranche of funds.

Primary oversight of the use of SSBCI funds is the responsibility of each participating state. To ensure that funds are properly controlled and expended, the Act requires that Treasury execute an Allocation Agreement with participants setting forth internal controls, and compliance and reporting requirements.  

The Act requires the 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. The Act also requires Treasury to recoup any funds that the OIG identifies was intentionally or recklessly misused.



	Start Date/Status
	March 2012





	Audit Title
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	Objectives






	To test participant compliance with program requirements and prohibitions to identify reckless or intentional misuse of SSBCI funds.

	Importance/Justification


	In May 2011, Treasury awarded the state of Missouri
$26.9 million in SSBCI funds.  The state’s allocation is disbursed in three tranches, and as of February 2012, Missouri had received the first tranche of funding, totaling $8.9 million, which was distributed to the state’s two small business lending programs—the Grow Missouri Loan Fund and the Missouri IDEA Fund.  The state is eligible for additional disbursements once it certifies that it has obligated, transferred or spent at least 80 percent of its first tranche of funds.

Primary oversight of the use of SSBCI funds is the responsibility of each participating state. To ensure that funds are properly controlled and expended, the Act requires that Treasury execute an Allocation Agreement with participants setting forth internal controls, and compliance and reporting requirements.  

The Act requires the 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. The Act also requires Treasury to recoup any funds that the OIG identifies was intentionally or recklessly misused.



	Start Date/Status
	July 2012




	Audit Title
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	Objectives






	To test participant compliance with program requirements and prohibitions to identify reckless or intentional misuse of SSBCI funds.

	Importance/Justification


	In May 2011, Treasury awarded the state of Hawaii $13.2 million in SSBCI funds.  The state’s allocation is disbursed in three tranches, and as of February 2012, Hawaii had received its first tranche of $4.3 million, which was distributed to the state’s Hawaii Strategic Development Corporation Venture Capital Investment Program.  The state is eligible for additional disbursements once it certifies that it has obligated, transferred or spent at least 80 percent of its first tranche of funds.

Primary oversight of the use of SSBCI funds is the responsibility of each participating state. To ensure that funds are properly controlled and expended, the Act requires that Treasury execute an Allocation Agreement with participants setting forth internal controls, and compliance and reporting requirements.  

The Act requires the 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. The Act also requires Treasury to recoup any funds that the OIG identifies was intentionally or recklessly misused.



	Start Date/Status
	July 2012
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	Objectives






	To test participant compliance with program requirements and prohibitions to identify reckless or intentional misuse of SSBCI funds.

	Importance/Justification


	In September 2011, Treasury awarded the state of New Jersey
$33.8 million in SSBCI funds.  The state’s allocation is disbursed in three tranches, and as of February 2012, New Jersey had received the first tranche of funding, totaling $11.1 million.  These funds were distributed to the state’s four small business lending programs—a Direct Lending Program, Loan Guarantee Program, Loan Participation Program and a State Venture Capital Program.  The state is eligible for additional disbursements once it certifies that it has obligated, transferred or spent at least 80 percent of its first tranche of funds.

Primary oversight of the use of SSBCI funds is the responsibility of each participating state. To ensure that funds are properly controlled and expended, the Act requires that Treasury execute an Allocation Agreement with participants setting forth internal controls, and compliance and reporting requirements.  

The Act requires the 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. The Act also requires Treasury to recoup any funds that the OIG identifies was intentionally or recklessly misused.



	Start Date/Status
	August 2012
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	Texas’s Use of SSBCI Funds


	Objectives






	To test participant compliance with program requirements and prohibitions to identify reckless or intentional misuse of SSBCI funds.

	Importance/Justification


	In August 2011, Treasury awarded the state of Texas
$46.6 million in SSBCI funds.  The state’s allocation is disbursed in three tranches, and as of February 2012, Texas had received the first tranche of funding, totaling $15.4 million.  These funds were distributed to the state’s two small business lending programs—a Loan Guarantee Program and a State Venture Capital Program.  The state is eligible for additional disbursements once it certifies that it has obligated, transferred or spent at least 80 percent of its first tranche of funds.

Primary oversight of the use of SSBCI funds is the responsibility of each participating state. To ensure that funds are properly controlled and expended, the Act requires that Treasury execute an Allocation Agreement with participants setting forth internal controls, and compliance and reporting requirements.  

The Act requires the 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. The Act also requires Treasury to recoup any funds that the OIG identifies was intentionally or recklessly misused.



	Start Date/Status
	August 2012
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	Kansas’s Use of SSBCI Funds


	Objectives






	To test participant compliance with program requirements and prohibitions to identify reckless or intentional misuse of SSBCI funds.

	Importance/Justification


	In June 2011, Treasury awarded the state of Kansas
$13.2 million in SSBCI funds.  The state’s allocation is disbursed in three tranches, and as of February 2012, Kansas had received the first tranche of funding, totaling $4.4 million.  These funds were distributed to the state’s two small business lending programs—a Loan Participation Program and a State Venture Capital Program.  The state is eligible for additional disbursements once it certifies that it has obligated, transferred or spent at least 80 percent of its first tranche of funds.

Primary oversight of the use of SSBCI funds is the responsibility of each participating state. To ensure that funds are properly controlled and expended, the Act requires that Treasury execute an Allocation Agreement with participants setting forth internal controls, and compliance and reporting requirements.  

The Act requires the 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. The Act also requires Treasury to recoup any funds that the OIG identifies was intentionally or recklessly misused.



	Start Date/Status
	September 2012
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