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) * OFFICE OF INSPECTOR GENERAL
Pk & Washington, D.C. 20416
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MEMORANDUM AUDIT REPORT
Issue Date: March 22, 1999
Report Number: 9-07
TO: Thomas A. Dumaresq, Assistant Administrator for Administration
|
14 T
FROM: Peter L. McClintock, Assistant Inspector General for Auditing

SUBJECT: Memorandum Audit Report - On-line Women'’s Business Center
(Cooperative Agreement No. SBA-HQ-96-W-0015)

We completed an audit of the SBA cooperative agreement that partially funded the
On-line Women’s Business Center (OWBC) in Dallas, Texas. The OWBC was established
in 1996 when SBA'’s Office of Women'’s Business Ownership recognized that the Internet
could maximize provision of business information and assistance to women business
owners. SBA entered into a cooperative agreement with the North Texas Women'’s
Business Development Center to create the OWBC and provide on-line counseling and
technical assistance to women interested in starting or expanding businesses.
Modification 2 of the cooperative agreement requires that the recipient provide matching
funds equal to 50 percent of Federal funds for year 1 and 100 percent for year 2. As of
September 9, 1998, the OWBC had received $480,000 in Federal funding and reported
matching funds (cash and in-kind) totaling $315,001.

OBJECTIVE AND SCOPE

The objective of the audit was to determine whether claimed costs were allowable.
Judgmental samples, with emphasis on large dollar amounts, were used to test costs
allocated to the first two program years. We reviewed the cooperative agreement,
program regulations, accounting records, and cost documentation. We also interviewed
North Texas Women'’s Business Development Center board members, OWBC officials,
and SBA officials. The audit was performed in accordance with Government Auditing
Standards.



RESULTS OF AUDIT

We identified $3,822 of claimed costs for a computer that were unallowable. Also,
OWBC purchased office supplies and airline tickets from companies owned by North
Texas Women’s Business Development Center board members, creating the appearance
of a conflict of interest, and OWBC'’s record keeping needed improvement. OMB Circular
A-122, “Cost Principles for Non-Profit Organizations,” and the SBA cooperative agreement
provide the principles for determining allowable costs.

FINDING 1: Unallowable Expenditure of Funds

The OWBC inappropriately charged a $3,822 computer to Federal funds. The
cooperative agreement prohibited equipment purchases with Federal funds. The OWBC
Director at the time believed that $90,000 in supplemental Federal funds for goods and
services could be used for the computer. The original award prohibited the purchase of
equipment with Federal funds. The revised budget did not change the prohibition and
didn’t provide for any Federal funding of equipment.

Recommendation

1A. We recommend that the Assistant Administrator for Administration notify the OWBC
to reimburse SBA $3,822 for the inappropriate use of Federal funds for the
purchase of computer equipment.

OWBC Comments

The OWBC agreed with the finding, but disagreed with the recommendation for two
reasons. First, the OWBC believed that they should be granted relief due to the fact that
the SBA required performance of work different from that prescribed by the original terms
of the agreement. Secondly, the OWBC stated that they received verbal approval from
SBA to purchase the computer since the OWBC was maintaining the site on its server.
OWBC's response is included as Attachment 1.

Evaluation of OWBC Comments

Although we agree that the responsibility for physical and support maintenance for
the site was transferred to the OWBC, the OWBC cannot provide any documentation
supporting their position that verbal approval had been obtained. Furthermore, we were
unable to find any evidence of SBA officials granting such verbal approval.






FINDING 2: Apparent Conflict of Interest

The OWBC purchased $1,764 of office supplies and $1,462 of airline tickets from
companies owned by North Texas Women'’s Business Development Center board
members. OMB Circular A-110, “Uniform Administrative Requirements for Grants and
Agreements With Institutions of Higher Education, Hospitals, and Other Non-Profit
Organizations,” states that “all procurement transactions shall be conducted in a manner to
provide, to the maximum extent practical, open and free competition.” The Circular also
states that the recipient shall be alert to organizational conflicts of interest that may restrict
or eliminate competition. Although there was an organizational conflict of interest, there
was no evidence of unreasonable prices being paid.

Recommendation

2A. We recommend that the Assistant Administrator for Administration notify the OWBC
to cease the practice of purchasing goods and services from companies owned by
North Texas Women’s Business Development Center board members.

OWBC Comments

The OWBC agreed with the finding and recommendation and stated that all future
purchases will be in accordance with OMB Circular A-110.

Evaluation of OWBC Comments

The OWBC's proposed action is responsive to our recommendation.

FINDING 3: Record Keeping Needs Improvement

The OWBC did not have time and attendance records for a former director and an
administrative assistant to substantiate the percentage of effort expended on the project.
Also, the OWBC did not always document the purpose of trips taken. OMB Circular A-122
requires costs to be adequately documented. The cooperative agreement requires time
and attendance records for salaried employees to be maintained in sufficient detail to
create a clear audit trail and to substantiate the percentage of effort expended in support of
the project objectives. A former director stated that she believed the director’s position
was “exempt” from the requirement of time and attendance records. The director’s
position was salaried and, therefore, was not “exempt.”

Recommendation
3A. We recommend that the Assistant Administrator for Administration notify the OWBC

to clearly document the purpose of future travel and to maintain appropriate time
and attendance records for all employees.



OWBC Comments

The OWBC agreed with the finding and recommendation and stated that all travel
will be documented and daily time sheets will be maintained for all positions.

Evaluation of OWBC Comments

The OWBC's proposed action is responsive to our recommendation.
SBA MANAGEMENT’'S RESPONSE

The Director of the Office of Procurement and Grants Management verbally
concurred with all findings and agreed to implement the recommendations.

The findings included in this report are the conclusion of the Auditing Division based
upon the auditors’ testing of the auditee’s operations. The findings and
recommendations are subject to review and implementation of corrective action
by your office following existing Agency procedures for audit follow-up and
resolution.

Please provide us your management decisions for the recommendations within 80
days. Record your management decision on the attached SBA Form 1824,
“Recommendation Action Sheet” and show either your proposed corrective action and
target date for completion, or an explanation of your disagreement with our
recommendations.

This report may contain proprietary information subject to the provisions of 18 USC
1905. Do not release to the public or another agency without permission of the Office of
Inspector General.

Should you or your staff have any questions, please contact Victor R. Ruiz, Director,
Headquarters Operations at (202) 205-7204.

Attachments
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Online Women's Business Canter
1420 West Mookmgbird Lane, Sulle 270
Delias, Texss 78347

Phone: 214878-0084 Fax: 214/876-0008

Onfine

URL: www.onlinewbe.erg
BUSINESS CENTER Email: virtuaigonramp.aet
March 9, 1900
To: LFar €X-b ]
From: Kathy J. Durivage, Executive Director

North Texas Women's Business Deveiopment Center
Oniline Women's Businsss Center

Subject: Audit of the Online Women's Business Center
(Cooperative Agresment No. SBA-HQ-98-W-0015)

The Board of Directors and the Exacutive Director for the OnEne Women's Businese
Certer are grateful for the professionalism and the courtesy extended them by the sudit
toam during this audit. While this was a difficuit time for all invoived in the operation of
the Oniine Site, the resulting lessons ieamed by site personnel is priceless.

This organization agrees with the thres audit findings in the subject draft report. The
findings are factual and are thus indisputable. We respectfully request certain
consideration of the recommendations, based on the enciosed discussion and
documentation, prior making final recommendations. Additional information is also
inciuded to provide supplemental documentstion to support the unaliowable
expenditure and unsupported costs.

For sase of reference, each finding is addressad on a separate sheet of paper and
referenced as an attachment to this letier. Request you consider the retionale and
documentation sufficient in answer to the audt findings. Shouid our response not be
detalled to satisfy the draft audit report, please contact the undersigned for additionasi
information.

This response is being sernt two days aheed of the requested date in order to aliow time

for additional information, if required by the audit team. Again, thank you for all the
consideration for our organization during the audit.

Executive Diregctor FolA £x. ‘0
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FINDING: The OWBC inappropriately charged a $3,822 computer to Federal funds.

BASIS: There are two significance points for considering this cost allowabie under the
cooperstive agreement. One, under the Constructive Change Clause, the SBA should
grant the grantee retief due to the fact that the SBA required performance of work
different from that prescribed by the original terms of the sgreement. A constructive
change is anything that creates a change in a contract that is not of official nature. It
may be orai, written, or simply an omission on the part of the contracting officer. It can
aleo be an act or action of someone eise that is subsequently condaned by the
contracting. Second, the Oniine center received verbel approval from the SBA office to
purchase the computer since the Oniine Center was maintaining the site on its server.
Whils written approval documents cannhot be iocated, detailed accounts of the verbal
spproval have been verified. A copy of the GOTRa istter is attached (attachment 1) for
your review.

DISCUSSION: The original solicttation, the technical proposal in response to that
soliciimtion, the eward notification, subsequent modification and letier communications,
firnly document that the original intent of the SBA was to maintain the site on an
intemal SBA computer server. The orginel proposal and supporting budget were
submitied and acoepted by the SBA with the constant intention of SBA maintaining the
site on is server. Documentation and communication, as well as budget expenditures,
clearly outiine the fact that the SBA could not and did not have the ability to meintsin
the Oniine site on its intemal server. Regariless of this change in the SBA's position
on this contract issue, the SBA transferred the responsibility for the physical
maintenance as wel as the support maintanance for this sspect of the contract award.
in fact, the Oniine site has performed this function for the past twenty nine months
without proper compensation. The S§BA’s technical support for Oniine site has been
distant, sis0 nNot in accordance with the orniginal agreement. Both of these actions
caused increased cost to the Oniine Site.

RECOMMENDATION FROM THE ONLINE SITE: Recommend that the
recommendation be revised to notify the OWBC to :

1A. Recommend that the SBA instruct the contracting officer to ratify the action of
the Oniine sile 1o sllow for the compuler purchase for the purpose of maintaining
the intemet site. Upon ratification of the computer purchase, this act will then
become appropriate. (n addition, at psragraph 15, OMB Clroular 122, the
definition of equipment was changed from $500.00 to $5.000.00. With this
definition covering grants of this type, relief may be granted to both parties.
Ratifioation of a grantee's prior action is pennissibie if the contracting officer
oconsiders the action appropriate based on the circumstances at the time of the
original action.



Attachment 1
Page 3 of §

RHochmurt 4 -

AR @3 'T7 .2120PM SBA 'R0
b

@ U.5. SMALL BUSINESE ABMINISTRATION
WasmasTeN, D.C, 20418

/Uwsfs/??

MEMORANDUM
DATR: Possuary 3, 1997
TO:

Lix Kiimbuch
Chairperson, N. Texas Women's Business Development Canter
FROM: Harrist Fredmen

QOTR
RE: Additional $90,000 Funding to the On-line Women's Business Canter
Ballo, Liz aod Board Members. [ Fon % b T were most impreseed

with the cutstanding work being done by the Oa-line Wemen's Business Conter whea they visised

(ast moath, They broughs bask great informetion and & ceuple of questions that you and the

Board Maembers had sbout the project. One of the questions was the names of the sites awerded

mem;mmmm 1 fixed that (nforsmtion o
ex.b .

The ¢econd question was about the $90,000.00 the Offics of Women's Rusiness Ownecship
(OWBO) gdded 10 the On-line Wornan's Business Canter at ths end of fiscsl yasr 1996. I hove
the informacion beiow Wll beip olarify,

Two things happened close to the end of flscal yesr 1996:

Obe:  Afier dlasussions with,( €x- b 7] of SHA's Office of Information Resource
Masagemens (OTRAQ, the Tuxas WEDC On-line Taam fhit that OTRIM did not hmve the
computar cepability in place to perforn the necessary fimctions for the On-iine sits. The
rmwmmMmmmmummmw-
& cost of £30,000.00.

Two: mmqwmmow(mmuummmmhu
Demoasustion Budget bessuss of Adlure of time to put cut an opea bid for 4 eontrester to
assist this affice with the On-lins Women's Business Canter.

Ly

FoA €x. L
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MAR 23 97 12:29°M SDe 80

1t wes conciuded that the susisst way to assist the Texas On-line Team wes 10 give them the
$90,000.00, of which $30,000.00 could be ased to fund an orgraizetion 10 perform the nevsssery
computer fhactions for the site. The addiiisasl money could be used, as seeamsery, for the
crestion of the site.

Howsver, you ate not compailied to wee the moasy. You have two oplions:

Ooe: Ifyou do 8ot raise the metok for the $90,000.00 in the program year and have a0t yet
completed your goals far the Srogram, You can request & 50-cost smtansion 10 wee this
moasy for en additionnl 3 or 6 or 9-12 momhs to complets the project.

Two: Iyou have completed the projest and do not nesd the sdditionsl money, you do not need
1o uge it and it will §O baocic t0 the governENnt.

One of tim ressons we did this is becauss we did aot inow avhat the states of fiscel year 1997
monies wonld be. This was a way to make carttin thet the site had the fmding for the ascessery
computer fumctions which SBA did ast have,

1 hope this has sxswered any questions you have snd 1 wish you grost success with this exoliing
program. .

Forl ex.p

Fon €x. b
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Apparent Conflict of Intsrest Finding
2A. The Online Women's Center agress with the finding and recommendation. All

future purchases will be in accordance with OMB Circular A-110.

Record Keeping Needs improvement

3A.

The Onitne Women's Center agrees with the finding and recommendation.
Ali positions of the Oniine Center require a daily time sheet and are
mainteined on file. Additionally, all travel is documented and maintained
on file.
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Attachment 2

REPORT DISTRIBUTION
Recipient No. of Copies
Associate Deputy Administrator for Entrepreneurial Development.............. 1
Associate Deputy Administrator for Management and Administration.......... 1
Associate Administrator for Field Operations............ccc...ccovvreerieenecncecnnn. 1
Assistant Administrator for Administration ............c..cccovriiiiinicencennnennene. 1
Assistant Administrator for Women's Business Ownership ...........c.ccceuue.n. 1
District Director, Dallas District Office............ccoccecvnviiniininninniiiii, 2
Office of the Chief Financial Officer.............c.ccceveviivienenicrerreeseeeeeenane 1
General Counsel, Office of General Counsel..............ccccooevirnnnnenrcscenecns 2
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