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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON REGIONAL CFFICE
FIFTH FLOOR
803 WEST BEROAD STREET
FaLLs CHURCH, VIRGINIA 22046

FeB 131976 099179

Mr. Herbert T. Mills
Acting Assistant Administrator
for. %dn nistration
U.8. Small Business Administration ﬂ/

1441 L Street, HW.
Washington, D.C. 20416

Dear Mr. Kille:

During the course of our auvdit of the Small Businegs
Administration's financiel statements for fiscal year 197
certzin mattors came to our attontlcn with respect to
internal controls and operational vﬂficicncy which were

not included in ouvr report to the Congress. The enclesed
sultniary describes our observations and offers sucgestions
for your consideration. We would like to acknowledge the
courtesy and assistance extended to us by your staff during
our audit.
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Should you have any questions concerning our comments,
we will be pleased to discuss them with you.

Sincerely vyours,
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Regional Manager
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INTERNAL CONTROLS

Strengthen Data-Controls
‘Over Source Documents

The system of internal'control over loan processing
would be improved:by establishing data controls over all
source documeﬁtsc Procedures for controlling the flow
of documents within an automated system should bé designed
to ensure»that all inpﬁt data is authorized, complete,
aqd accurate. Normally, the following procedures are
employed: | |

~--Approval of sourcé documents by authorized personnel,

~'-—1‘351:a.b1ish'ment of data controls over source documents

at or near the point of origin and maintenance of

control throughout the processing cycle, and
~-Reconciliation of predetermined 3ata controls to

similar totals accumulated during processing.

The Small Business Administration (8BA) should establish

data controls over the following source documents used in its

automated loan accounting system.

1. Loan Approval Document, SBA Form 135

The Loan Approval Document is used to create-a'master

loan record in the automated system. SBA district offices

mail Form 135g to the Washington central office but many do not

establish batch controls over the documents submitted. As a

result, documents may be lost in transit and not detected
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soon thereafter, if at all. 1In addition, unauthorized docu-
ments could be submitted by mail and processed by the central
office.

24 Modification or Administrative Action; SBA Form 327

A Modification or Administrative Action form is used to
authorize a change to a master loan record in the automated
system. SBA Form 327sAare mailed to the Washington central
office for éomputer processing. Batch controls are not
established over the forms submitted. Accordingly, formé

may be lost and/or unauthorized formg may be processed.

3. Journal Voucher, CO Form 274

| 4 journal voucher 1is uéed to change monetary data on a
master loan record. Data controls are not established over
journal vouchers. Completed forms can bé placed in the
Accounting Operations Division's "IN" box, which is easily
accessgible in an open hallway. Therefore, unauthorized
changes to master loan records could be easily processed
under present procedures.

We recommend SBA establish predetermined'batch control
totals to ensure that only authorized transactions are
accepted and thaé all data on the three forms are processed
correctly. The totals should be established as close to
the point of origin as practical; for example, Loan Approval

. Documents prepared in district offices should be batched
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»xr to mailing them to the Washington central office.

~ddition, the document used to record the batch control

'1s should evidence approval by a responsible official.

Washington data control group should review the batch

~rol sheets for evidence of proper authorization.

An approach which would improve internal control as
as operational efficiency is discussed under "Automate

ce Data Entry.”

‘se Procedures for Processing Direct
- Disbursements

SBA Form 1921, Request for Loan Check, and Form 182,

:fication of Loan Closing, are each prepared whenever

funds are dishursed to a borrower. Form 191 is pre-
4 by the loan officer prior to the loan closing in order .
a check will be on hand at the time of closing. When

check is accepted by the borrower, a Form 192 is prepared,

‘2ncing the disbursement of funds.

We believe a‘procedure similar to the following would

ove control over direct loan disbursements: produce

nched card, or an OCR form, by computer at the time a

+ 191 is processed. The card, or form, could then be
ntered into processing after the borrower signs it,

“aowledging receipt of the check. Such a procedure

a1

o.:d then ensure that no funds would be disbursed prior

wrocessing Forms 135 and 191, E

REST DOCUMENT AVAILABLE

- 3 =



Transfer Administrative- Accountlnq
Processing to Denver

According to existiﬁg procedures under the Administrative
Accounting System all purchése orders and invoices are pro-
cessed through the'benver fiscal office. Such procedures
require that Denver personnel prepare ADP coding documents
(CO Form 249) from the source documents. Denver personnel
also prepare Form 1166 for commercial payments and Form 789
for Government paymentsn- The above‘forms are batched ahd
mailed to the Washington central office for keypunching ang
processing. Since source documents are not maintained in
Washington, errors in the above processing are either

esolved by the Washington central office acting alone or
by telephone with the Denver fiscal office.

Preferred procedures reguire that é positive control
be established at the source of all processing rejects and
that responsibility be assigned for their research, correc-
tion, and timely'resubmission. As a practical matter it is
often more efficient to reqguire that all rejécts resulting
from the data coﬁvers;on procesé (e.g.; key punching) be
corrected and resubmitted by an ADP data control group or
a similar‘function, However, it should be a strict rule
that all rejects other than keypunching errors be returned

to. the initiator of the transaction.
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We note that this is not always the case at SBA. It
was pointed out that in the interest of saving time,
telephone calls to Denver have been employed to research
éﬁd correct certain errors. This results in split respon-
sibility and a loss of control over rejects.

We believe it would be preferable to perform all these
functions in Denver and thereby eliminate the need for
mailing the ADF coding documents, making corrections by
telephone and splitting responsibilities. It would appear
feasible to perform the coding and keypunching in Denver,
and then enter the cards for processing via the existing

computer terminal facility.

i1
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OPERATIONAL EFFICIDNCY

Consolidate Denver Loan Collection
Master File and Washington Loan
Accounting Master File

Both the Loan Accountiﬁg Master File and the Denver
Loan Collection File are physically maintained at the
Washington computer facility. A substantial portion of
the Denver Loan Collection File is also maintained on the
Loan Accounting Master File. This duplication results in
increased computer proceséing and storage costs. We
believe consolidation of these two files would result in
a cost savings.

Revise Cutoff Procedures

The Data Management Division's monthend cutoff procedure
ailows for acceptance of documents up to the third business
day after the last day of each month. This procedufe was
established to ensure that transactions ﬁodid be processed
in the proper month. Additional manual effort is required,
however, because:of this cutoff procedure.

For example;‘the cash disburéément journal must be
prepared manually because a report of cash receipts'and
disbursemeﬁts must be submitted to the U.S. Treasury by
the third business day after the end of.the month. A similar

computer produced journal is not available in time for use

in preparing the report to the U.S. Treasury because of the

E
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monthend cutoff procedure. Except for fiscal yearend, we
Question the need for strict time matching of transactions
at the expenge of more efficient reporting. We believe
monthend computer processing should begin immediately after
fhe close of business on the last day of each month except
for the yearend,

Automate Source Data Entry

Current procedures call for the mailing of source
documents to the Washington central office or fo the Denver
fiscal office from SBA field offices. After receipt, the
documents are o?tically scanned or ke§~entered into machine
readable.form for processing.

We believe SBA should study the feasibility of using
compﬁterﬂterminals to input loan traﬁsactions directly into
data processing. The use of terminals would permiﬁ the
validation of input transéctions as the data is being key-
entered. -Control totals could be accumulated during the
data entry process and rejected traﬁsactions could be identi-
fied and resolved immediately by field bffice personnel.
Certain master file data could be made available for inquity
dur ing normal buginess hours and transactions accumulated
during the day could be posted to master files at night.

We believe source data entry would ihcxeasevoperatibnal

efficiency and improve internal control over administrative
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accounting as well as lqan accounting. If SBA field offices
were to enter obligation and disbursement data from source
documents (e.g., purchase Qrders, invoices, receiving
féports) &irectly‘iﬁto processing via computer terminals,
the transcription of data to coding sheets (CO Form 249),
the mailing of coding sheets and the telephone conversa-
tions to reverse errors would be eliminated. More timely

and accurate data processsing could be achieved.
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