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Why We Did This Audit

We conducted an audit of the
Smithsonian Institution’s
facilities maintenance to
determine whether the
Smithsonian properly funded
and accounted for the cost of
facilities and maintenance
projects.

What We Recommended

We made seven
recommendations that will
strengthen the Smithsonian’s
policies, procedures, and
training on management of
facilities funds. We also made
three recommendations that
the Institution identify prior
maintenance obligations that
may constitute Purpose Act or
Anti-Deficiency Act violations
and take appropriate action to
correct or report funding
errors as required by federal
appropriations law.

While management denies that
it improperly used
maintenance funds for capital
projects, management
concurred, in whole or in part,
with our recommendations,
and proposed corrective
actions that will resolve all of
our recommendations.

During our audit of facilities maintenance and safety at the Smithsonian,
we found that the Smithsonian used maintenance funds for capital
expenditures and recorded information inaccurately in its financial
accounting system. Because of the significance of the practice, we are
issuing this report separately, ahead of our facilities maintenance and
safety audit report.

What We Found

The Smithsonian did not always ensure the proper use of and accounting
for its federal facilities maintenance funds. Specifically, the Smithsonian
used maintenance funds instead of capital funds to pay for unplanned
capital projects.

For two fiscal year (FY) 2008 projects we reviewed, we found that the
Office of Facilities Engineering and Operations (OFEO) improperly used
maintenance funds for 53 percent of the projects’ costs, or $549,318 out of
approximately $1 million. Although there was a capital projects
contingency fund, OFEO chose not to use it to pay for these unplanned
projects. Consequently, the Smithsonian spent appropriated funds
contrary to the intent of Congress. Furthermore, by diverting maintenance
resources to unplanned capital projects, the Institution may not have
accomplished all of its FY 2008 planned maintenance, which may result in
increased capital costs in the future. The incorrect funding of these
projects also resulted in OFEO personnel making erroneous accounting
entries.

As a result of OFEO using maintenance funds to pay for capital projects,
the Smithsonian is violating Smithsonian Directive (SD) 305 and the
Purpose Statute. OFEO’s actions may also constitute a violation of the
Anti-Deficiency Act (ADA). A purpose violation does not result in an
ADA violation if the proper funds were available from the time of the
erroneous obligation to the time when the entity makes the correction. To
assess whether the Smithsonian violated the ADA for these projects,
management must determine whether the proper capital funds were
available since the time of the erroneous obligations.

For additional information or a copy of the full report, contact the Office of
the Inspector General at (202) 633-7050 or visit http://www.si.edu/oig.
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Facilities Maintenance Funds, Number A-09-03-1

During our audit of facilities maintenance and safety at the Smithsonian,' we found that
the Smithsonian used maintenance funds for capital expenditures and recorded
information inaccurately in its financial accounting system. Responsible officials in the
Office of Facilities, Engineering, and Operations (OFEQ) volunteered that they have used
maintenance funds to finance unplanned capital projects in the past and intend to
continue the practice in the future. As a result, the Institution may have run afoul of
federal appropriations law and reported inaccurate financial information in its annual
financial statements. Because of the significance and seeming purposefulness of the
practice, we are issuing this report separately, ahead of our facilities maintenance and
safety audit report.

This report covers one of the objectives of our facilities maintenance and safety audit: to
determine whether the Smithsonian properly funded and accounted for facilities
maintenance. We judgmentally selected two unplanned facilities capital projects that the
Office of Facilities Engineering and Operations (OFEQ) paid for using funds
appropriated for maintenance purposes. Because OFEO kept insufficient records of
completed projects and how they reached their funding decisions for these projects, we
were unable to estimate the extent to which Smithsonian used maintenance funds to
finance additional capital projects. We include a detailed description of our scope and
methodology in Appendix A.

RESULTS IN BRIEF

The Smithsonian did not always ensure the proper use of and accounting for its federal
facilities maintenance funds. Specifically, the Smithsonian used maintenance funds
instead of capital funds to pay for unplanned capital projects. As a result, the Smithsonian
spent funds contrary to its annual appropriation in violation of Smithsonian Directive
(SD) 305, Administrative Control of Funds, and did not comply with the Purpose Statute.’
Spending funds in this manner may also constitute a violation of the Anti-Deficiency Act,
but to make such a determination we would have had to evaluate whether the

' Audit of Smithsonian Facilities Maintenance and Safety, No. A-09-03-2 (forthcoming).
?31 U.S.C. § 1301(a).



Smithsonian had the proper capital funds available to cover these project costs. This
evaluation would have required that we gather and analyze fund availability data for
multiple years. We did not believe that it was practical for us to conduct these additional
analyses but recommend that Smithsonian management undertake this task.

By diverting maintenance resources to unplanned capital projects, the Smithsonian may
not accomplish all planned maintenance projects. OFEQ’s diversion of these funds may
increase the Smithsonian’s overall facilities costs in the future by forgoing the long-term
savings that might be gained from conducting planned maintenance of its facilities.

Because the Smithsonian used maintenance funds for capital projects, it inaccurately
recorded these capital project costs as current period expenses, rather than as capital
assets. This incorrect recording resulted in inaccuracies in the 2008 financial statements
by overstating current period expenses and understating both current year assets and
related depreciation expenses in future years. Although the sum of the errors we identified
was likely not material to the financial statements, there is a risk that other unidentified
errors could, in the aggregate, have an impact on the Smithsonian’s financial statements.

To ensure proper use of and accounting for maintenance funds, we recommended that
the Smithsonian strengthen related policies, procedures, and training. We also
recommended that the Institution identify prior maintenance obligations that may
constitute Purpose Act or Anti-Deficiency Act violations and take appropriate action to
correct or report funding errors as required by federal appropriations law.

BACKGROUND

Smithsonian Facilities Program — Maintenance versus Capital

The Smithsonian’s facilities program is divided into three major segments: facilities
operations, facilities maintenance, and facilities capital. Our audit focused on the facilities
maintenance and facilities capital segments of the program. Congress appropriates federal
funds separately for these segments. Appropriated maintenance funds must be obligated
within one year. Appropriated capital funds remain available until expended.

In the fiscal year (FY) 2008 appropriations act, Congress appropriated $51.4 million for
“maintenance ... of buildings, facilities, and approaches.” The facilities maintenance
program focuses on facility preservation activities and encompasses the upkeep of
property and equipment, or the work necessary to realize the originally anticipated useful
life of a fixed asset.

Congress appropriated $107.1 million to the facilities capital program in FY 2008 for the
“repair, [and] revitalization ... of facilities ... and for construction.” Revitalization
involves making major repairs and replacing declining and failed infrastructure, which
extend the useful life or increase the capabilities of the asset.



Federal Appropriations Law

The Purpose Statute’ restricts an entity’s use of appropriated funds solely to the purposes
authorized by Congress. It prohibits charging authorized items to the wrong
appropriation. The Anti-Deficiency Act (ADA)’ restricts an entity’s use of appropriated
funds to the amounts and time period authorized by Congress. Violations of the Purpose
Statute (purpose violations) generally result only in administrative sanctions, whereas
ADA violations are subject to administrative, civil or criminal sanctions and require the
entities to report such violations to the President, Congress, and the Comptroller General.
A purpose violation does not result in an ADA violation if the proper funds were available
from the time of the erroneous obligation to the time when the entity makes the
correction. An entity that violates the Purpose Statute must correct the fund source
charged to avoid an ADA violation.

The Smithsonian has incorporated the requirements of these two appropriation statutes
into SD 305, Administrative Control of Funds.

Federal and Smithsonian Guidance

Accounting guidance defining maintenance expenditures differs across the federal
government because there is no government-wide standard for which activities constitute
maintenance activities versus capital activities. The Federal Accounting Standards
Advisory Board (FASAB) suggests each agency establish its own threshold for what
constitutes capital activity. As a result, some agencies rely on dollar thresholds to
distinguish between the two. For example, the Department of Defense uses a threshold of
$100,000. Others, such as the Smithsonian, which is not required to follow FASAB
guidance, rely on the nature of the work to make the maintenance versus capital
determination.

Smithsonian’s OFEO established internal guidance to determine the proper funding
classification for maintenance and capital activities. (See Appendix B.) This guidance
considers maintenance to be work done to realize the originally anticipated useful life of a
fixed asset. The guidance states that revitalization, a capital activity, is work that
materially extends the useful life of the asset.

Accounting Standards

The distinction between maintenance and capital costs is important not only for making
funding decisions, but for accurately reporting the financial position and the results of
operations in the Smithsonian’s annual financial statements.

When entities incur costs that either extend the useful lives of existing assets, or enlarge or
improve their capacity, U.S. generally accepted accounting principles (GAAP) require that
they capitalize and depreciate the costs over the remaining useful life of those assets.
GAAP does not require capitalization thresholds; however, to ensure consistency, many
companies that follow GAAP have thresholds ranging from $0 to $5,000. FASAB
recommends that each federal entity establish its own capitalization threshold. The
Smithsonian’s Financial Management Accounting Policies and Procedures Handbook has no
established capitalization criteria for buildings, fixtures or other real property.

*31 U.S.C. § 1301(a).
‘31 U.S.C. §§ 1341(a), 1342, and 1517(a).



Smithsonian’s Planning and Quality Assurance Process for Use and Accounting for
Maintenance Funds

Various Smithsonian offices, including OFEQ, the Office of the Comptroller (OC), and
the Office of Planning, Management and Budget (OPMB), have processes to plan and
review the funding and accounting for maintenance-funded transactions. The Office of
the Under Secretary for Finance and Administration oversees these offices. The planning
process begins in OFEO. OFEO develops a detailed maintenance plan each year, which
lists the projects it intends to accomplish over five years. By virtue of being on the plan,
OFEQ has determined that maintenance funds will pay for these projects. However,
OFEO undertakes unplanned projects if they pose a significant safety risk to the
collections or to Smithsonian visitors and staff. Throughout our audit, we noted that the
unplanned projects OFEO completed posed the most risk for inaccurate funding and
accounting. For unplanned projects, OFEO management approves the funding source
and accounting classifications, and maintenance personnel enter these transactions into
the Institution’s financial system. In performing these tasks, maintenance personnel rely
on the general guidance contained in Smithsonian directives and procedures. They learn
these tasks through on-the-job exposure. They receive little functional training in
accounting or fund control specifically related to differentiating capital from
maintenance.

The central OFEO business office, OPMB and OC perform reviews of each maintenance-
funded transaction; however, these reviews are not designed to detect if OFEO used
maintenance funds to pay for capital projects. The OFEO and OPMB reviews are only
intended to detect whether the transactions reflect the appropriate distinction between
maintenance and operations. Each quarter, OC reviews OFEQO maintenance transactions,
but OC limits its review to the accuracy of OFEQ’s accounting codes. We found the
quality review process to be inadequate for detecting whether OFEO had properly used its
maintenance appropriations.

Internal Controls

An entity’s control environment sets the overall tone of an organization, and is the
foundation for all other components of an entity’s internal control.’ Factors such as
management’s authority and operating style, and the way management assigns authority
and responsibility, influence the control environment. ‘

The Government Accountability Office (GAO) identifies several characteristics of an
effective control environment, including that management has 1) an appropriate attitude
toward financial, budgetary, operational and programmatic reporting; 2) mechanisms in
place to monitor and review operations and programs and 3) an established ethical tone
at the top of the organization, which has been communicated to employees throughout
the organization.

* The Committee of Sponsoring Organizations (COSO) is a widely accepted authority that guides executive
management and governance entities toward establishing more effective, efficient, and ethical business
operations. COSO’s internal control framework lists five components of internal control: Control
Environment, Risk Assessment, Control Activities, Information and Communication, and Monitoring. The
Office of the Chief Financial Officer’s Plan for Strengthening Internal Controls, in response to the Board of
Regents’ Governance Committee Recommendation 23, uses the COSO framework to assess the
Smithsonian’s internal controls.
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RESULTS OF AUDIT

THE SMITHSONIAN FUNDED CAPITAL PROJECTS WITH MAINTENANCE
APPROPRIATIONS

We found that OFEO used maintenance funds instead of capital funds to pay for capital-
related projects. Out of the two FY 2008 projects we reviewed, we found that OFEO
improperly used maintenance funds for 53 percent of the projects’ costs, or $549,318 out
of approximately $1 million. Although there was a capital projects contingency fund,
OFEO chose not to use it to pay for these unplanned projects. Consequently, the
Smithsonian spent appropriated funds contrary to the intent of Congress. Furthermore,
by diverting maintenance resources to unplanned capital projects, the Institution may not
have accomplished all of its FY 2008 planned maintenance, which could result in
increased capital costs in the future. The incorrect funding of these projects also resulted
in OFEO personnel making erroneous accounting entries.

We were unable to determine how often, overall, OFEO paid for projects using the wrong
funding source, or for what amounts, because OFEO did not document how it makes
funding decisions. As a result, assessing whether projects of a capital nature were funded
with maintenance appropriations would require extensive interviews and examination of
project records. It was not practical for us to perform enough work to estimate the full
extent of funding errors.

We brought our concerns over the misuse of maintenance funds to finance capital
projects to the attention of senior officials in OFEQ. We learned that the practice is long-
standing and serves as a back-up strategy for ensuring that unplanned, critical capital
projects can be undertaken. OFEO will draw from maintenance funds to cover the cost of
unforeseen capital projects that were not approved in its 5-year capital plan or were not
paid for using capital contingency funds. An official within OFEO management
volunteered that spending maintenance funds on projects of a capital nature is a regular
occurrence at the Smithsonian and cited escalator and elevator overhauls at the National
Museum of American History (NMAH) and the Smithsonian castle as two recent
examples of unplanned capital projects financed with maintenance funds. The official
informed us that these examples are just two of “thousands” of such projects. OFEO
officials emphasized, however, that the use of maintenance funds for capital projects is
not excessive and believe OFEQ spends no more than $1 million in maintenance funds on
unplanned capital projects annually. While that amount is only a small fraction of the
overall appropriation for facilities maintenance, we found nothing in the Smithsonian’s
appropriations that allow any amount of such funds to be used for purposes other than
maintenance.



Table 1 below shows the detail for each project we reviewed and the proportion of each
project’s cost that OFEO funded incorrectly.

TABLE 1
Incorrectly Funded Costs for Two Projects Tested
FY 2008 Project Tested $ Incorrectly Total $ Percent Incorrectly
Funded Transaction Funded
NMAH Escalator Project $338,227° $816,461 41%
F Street Portico Project $211,091 $211,091 100%
Total Incorrect Funding $549,318 $1,027,552 53%

For the NMAH escalator project, OFEO used maintenance funds on 41 percent of its total
project costs for replacement parts that extended the escalators’ useful lives, OFEO’s
defining factor for determining a capital project. OFEQ replaced parts vital to the safe
operation of the escalators, including steel chains and wheel assemblies, roller guides, and
steel track systems. The investment in replacement parts, in our judgment, will extend the
useful life of the escalators. Part of the project did consist of equipment cleaning, a
maintenance activity. We found no evidence that OFEQO performed an analysis to
determine which portions of the project constituted capital or maintenance activities.
Rather than basing its decision on the anticipated extension to the useful life of the
escalators, OFEQ split the cost of the contract equally between its maintenance and
capital programs.

In our second example, OFEQ fully replaced the base, drainage, and paving stones of the
F Street portico at the Donald W. Reynolds Center, which constitutes a capital activity
according to OFEQ’s definitions. However, OFEO paid for the project with maintenance
funds. OFEO performed this work to address drainage problems and a tripping hazard
caused by cracked pavers. The project manager for the project stated that because the
building had just undergone a renovation, OFEO had already expended all its capital
funds for this building. As a result, the project manager did not notify the capital program
director and OFEO used maintenance funds to pay for the entire cost of the project.

There are a number of causes for the weaknesses in the Smithsonian’s process for making
maintenance funding determinations, including an ineffective control environment, the
Smithsonian’s dispersed assignment of responsibility, and inadequate training, review,
and documentation.

e Smithsonian management did not emphasize the importance of fund controls for
unplanned facilities projects. Instead, there was an overriding commitment to serve
the facilities needs of the Smithsonian as a whole. Disregarding proper fund control in
pursuit of responsive facilities service, though understandable, does not convey a
supportive attitude towards internal control. The relaxed view toward internal
controls was evident in our discussion with senior OFEO officials who expressed their
preference for ambiguous policy regarding fund control. OFEO management believes
that current policy guidance is broad, and appropriately allows managers to reach
contradictory conclusions and grants them the desired discretion on how they choose
to finance unplanned projects.

°The only maintenance costs were those related to cleaning. OFEO did not have records indicating the
actual cost of cleaning. As such, we calculated the funding error using OFEQ’s estimate of the contractor’s
time spent on cleaning.
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e Responsibility for ensuring the proper use and accounting for federal funds is
dispersed among several Smithsonian offices. In SD 305, the Secretary delegated to the
Chief Financial Officer (CFO) responsibility for assuring that the Smithsonian is in
compliance with federal appropriations law. The Director of OPMB is responsible to
the Secretary for budgetary control of funds. SD 305 requires the OPMB Director to
ensure that the Smithsonian obligates funds within the amounts and for purposes
authorized. Unit’ heads who are recipients of funds also share this responsibility. At
the time of our review, the SD 305 in effect, dated March 15, 1999, stated that the
Comptroller was responsible for ensuring that funds committed by the units comply
with applicable federal appropriations law; SD 305 was revised on July 2009, and no
longer assigns this responsibility to the Comptroller.

This dispersed responsibility creates confusion across the units, resulting in errors.
The units lack a common understanding of the purpose and rules governing fund
control. As a result of this confusion, the Smithsonian did not consistently apply
OFEO guidance differentiating between maintenance and capital activities. Instead,
employees used other criteria, such as varying thresholds ranging from $200,000 to
$300,000, to classify activities as either maintenance or capital.

Moreover, we found that the Smithsonian does not hold anyone accountable for
errors such as those we identified in this report. For example, we found that the OFEO
director and the Comptroller do not believe that responsibility for identifying and
correcting these budget errors rests with them. We also found that the OPMB director
does not believe his office should serve in an enforcement role to ensure compliance
with federal appropriations law. Because the duty to enforce compliance with its
annual appropriations is dispersed rather than assigned to one unit, the Smithsonian
is structurally constrained from preventing similar problems in the future.

e Last, we observed a lack of training, supervision, and documentation. Employees lack
adequate training on using OFEQ’s facilities definitions to properly classify
maintenance or capital activities in the financial system. An OFEO employee told us
they were unaware of how to make the distinction. Also, supervisors do not
adequately review employees’ classification decisions to ensure that the OFEQO
definitions are properly applied. Further, for capital projects paid for using
maintenance funds, OFEQ does not always document authorizations, funding
decisions or rationales, making it difficult to determine whether OFEQ made funding
decisions using the appropriate criteria.

We found that OFEQO’s use of maintenance funds for unplanned capital projects might
extend beyond the two cases in our sample. However, we were unable to determine the
magnitude of this problem because testing the remaining projects would have taken
significantly more time and resources, given OFEQ’s insufficient documentation of how it
makes funding decisions.

As a result of OFEQO using maintenance funds to pay for capital projects, the Smithsonian
“is violating SD 305 and the Purpose Statute. OFEQ’s actions may also constitute a
violation of the Anti-Deficiency Act. A purpose violation does not result in an ADA
violation if the proper funds were available from the time of the erroneous obligation to
the time when the entity makes the correction. To avoid an Anti-Deficiency Act violation,
an entity that violates the Purpose Statute must correct the fund source charged. To assess

"Units refer to the Smithsonian’s museums, research institutes and offices.
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whether the Smithsonian violated the Anti-Deficiency Act for these projects, management
must determine whether the proper capital funds were available since the time of the
erroneous obligations.”’

We acknowledge that the projects we reviewed were necessary. However, by diverting
maintenance resources to unplanned capital projects, OFEO may not accomplish all the
maintenance projects it had planned. Forgoing maintenance in favor of capital
investment may result in increased costs due to failures and breakdowns, costs which
could have been avoided with proper maintenance attention. The average maintenance
project completed in FY 2008 cost approximately $27,000. Using the information from
Table 1, we estimate that OFEO could have performed an additional 20 maintenance
projects in FY 2008, had it not paid for these capital projects. Electrical upgrades, lighting
and plumbing repairs are examples of the types of projects that OFEO may not have
accomplished because it spent maintenance funds on these two projects.

Inaccurate Accounting

The incorrect funding of these two projects also resulted in OFEO personnel making
erroneous accounting entries. Specifically, OFEO inaccurately recorded $549,318 of the
two projects’ total cost of $1 million as maintenance expenses. Because the projects were
capital in nature, OFEO should have recorded these costs as depreciable assets. As a result,
the Smithsonian overstated current period expenses and understated current year assets
and related depreciation expenses in its financial statements.

We identified several other control weaknesses that caused OFEO personnel to make
erroneous accounting entries:

e The Institution lacks adequate guidance on capitalization criteria for real property.
The Smithsonian’s Financial Management Accounting Policies and Procedures
Handbook has not established a capitalization threshold or defined any capitalization
criteria for buildings, fixtures or other real property. Instead, OC provides periodic
verbal guidance to OFEOQ. As a result, OFEO personnel who assign and review
accounting codes may not be using consistent criteria when deciding whether to
record project costs as capitalized assets or expenses.

e OFEO personnel lack adequate training on proper use of accounting codes. While the
Institution offers training on the financial management computer system, which
addresses accounting codes, the training does not focus on our specific concerns in
this report.

e OFEQ’s process for reviewing accounting classifications is not designed to identify
misclassifications stemming from maintenance-funded capital projects. Because
OFEOQ bases its accounting decisions on the funding source, if OFEO does not identify
funding errors, they may not detect and correct accounting errors.

* Although federal appropriations law does not expressly prohibit an entity’s use of future no-year funds
(i.e., funds that are available indefinitely) to correct a potential ADA violation, ADA prohibits an entity’s
obligation of funds in advance of appropriations for that purpose. Accordingly, we believe that the
Smithsonian may not use future capital no-year funds to correct these potential ADA violations. It is
possible that the Smithsonian could use future no-year funds in this manner, but Smithsonian management
must identify the legal basis for doing so.
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We believe that the lack of account code training identified during this audit could have
other significant financial and budgetary impacts. In FY 2008, OC identified a total of
approximately $16.5 million in trust-funded capital project costs that museums
inaccurately recorded as expenses when they should have capitalized them.
Representatives from OC expressed frustration with the number of accounting errors and
the limited influence anyone has had on preventing similar errors from recurring.

The Smithsonian has recognized these issues in its response to the Board of Regents’
Governance Recommendation 23’ related to use of funds restrictions and capital projects.
The Smithsonian’s plans for implementing Recommendation 23 should help address
weaknesses in the Smithsonian’s process for ensuring that funding and accounting codes
are accurate.

RECOMMENDATIONS

To ensure proper funding for maintenance and capital activities, as well as the propriety
of the resulting accounting clasmﬁcatwns, we recommend that the Under Secretary for
Finance and Administration:

1. Ensure that OFEQ discontinues the practice of using maintenance funds to pay for
capital-type projects.

2. Establish a quality control process to review significant maintenance and capital
transactions to ensure that the funding source and accounting classifications are
consistent with the policy created in Recommendation 3, and that errors are
identified and resolved in a timely manner.

We recommend that the Chief Financial QOfficer:

3. Create a policy that identifies the proper funding source and related accounting
classifications for maintenance and capital activities. This policy should be
consistent with federal budget and accounting guidelines and should be
communicated to all employees who record and review facilities transactions.

We recommend that the Director of OFEQ, in coordination with the Director of OPMB:

4. Require individuals who authorize the use of federal funds, as well as those who
assign and review funding classifications, to receive periodic funds management
and appropriations law training.

9 . . .
In June 2007, the Board of Regents’ Governance Committee issued a report recommending numerous
governance reforms, including Recommendation 23, which states:

The Audit and Review Committee, working with the Secretary and Chief Financial Officer,
will review the Smithsonian’s financial reporting systems and internal controls to ensure
that appropriate systems and controls are in place to enable the Committee and the Board
to provide meaningful oversight of the accuracy and integrity of Smithsonian financial
statements and reports. The Committee will report to the Board on its findings and
recommendations in 2008.



We recommend that the Director of OFEQ:

5. Develop written procedures to ensure that federal funds committed by OFEO are
for the authorized purposes in accordance with SD 305. These procedures should
require OFEQ officials to document their final funding decision and rationale.

6. Identify obligations incurred from FY 2004 to the present in which OFEO used
maintenance funds for capital projects.

7. Correct material accounting misclassifications resulting from the errors identified
in Recommendation number 6.

8. Develop and implement a policy to ensure that OFEQO uses contingency funds for
unplanned capital projects, such as the ones identified in this report.

We recommend that the General Counsel:

9. Determine if any of the obligations identified by OFEO in Recommendation 6
constitute a violation of the Anti-Deficiency Act and take appropriate action to
correct or report funding errors.

We recommend that the Comptroller:

10. Provide account code training to Smithsonian staff who enter or review account
codes for real property transactions.

MANAGEMENT COMMENTS

OFEO management concurred in whole or in part with all ten of our recommendations.
The August 27, 2009 response to our draft audit report from the Deputy Director and
Chief of Staff, Office of Facilities Engineering and Operations, acknowledged that OFEO
did not have rigorous policies, procedures and thresholds to guide work classification and
funding decisions for unplanned, urgent repair projects and that it had not established
rules for documenting decisions in questionable cases.

However, OFEO management believes that for the two projects we reviewed, the funding
classification was correct. Notwithstanding the fundamental disagreement over the
misclassification of specific contracts and the possibility that the Smithsonian violated the
Purpose Statue and the Anti-Deficiency Act, OFEO agreed to undertake a review of a
random sample of prior-year projects to determine whether maintenance funds were
improperly used to finance capital projects.

Work Classification for No-Year Facilities Capital vs. Annual Facilities Maintenance
Funding of Projects

OFEO management cited FASAB and NRC general definitions for the classification of
capital versus maintenance activities. They acknowledge that classification of projects can
be unclear; in such instances, they rely on the experience and judgment of staff to make
the determination.
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OFEO management conceded that there is inconsistent application and interpretation of
the work classification definitions and funding sources for the two projects we reviewed.

However, management asserted that using maintenance funds to finance capital projects
is not a standard practice within the organization.

The NMAH Escalator Project

OFEO management provided background information for the escalator project,
indicating that this unplanned project was vital to the re-opening of the museum. At the
time OFEOQ decided to execute this project, it decided that a 50-50 split between capital
and maintenance funds was appropriate. However, OFEO did not perform a detailed
analysis of what constituted maintenance or capital activities for the project.

As part of OFEQ’s management response, OFEO provided a chart that identifies the
classification based on the work performed. OFEO management believes the decision to
charge maintenance and capital equally is justified when the change order"” is taken into
consideration.

The F Street Portico Project at the Donald W. Reynolds Center

OFEO management provided background information for the portico project, indicating
that the project was necessary due to drainage and safety concerns. OFEO provided a
chart that summarizes the work performed on the portico, which they believe was
maintenance. However, they acknowledge that they did not use this chart, nor document
the decision, when determining which funds to use for this project.

Inaccurate Accounting

OFEO management reiterated the criteria used in the report regarding capital and
maintenance definitions. According to OFEO management, these industry standards, as
defined by FASAB and the Federal Facilities Council (FFC), are under revision to be more
consistent. OFEQ believes that the main distinction between maintenance spending and
capital investment would be a change in function or increased capacity, and does not
believe the two projects we reviewed would meet this future definition.

Possible Violations of the Purpose Statute and the Anti-Deficiency Act

OFEO management asserted that they did not violate the Purpose Statute and Anti-
Deficiency Acts because they feel they appropriately expended facilities maintenance
funds for the projects in question. Management further stated that, even if they had
violated the Purpose Act, they did not violate the Anti-Deficiency Act since they could
correct the purpose violation by transferring the necessary funds from the Smithsonian’s
Facilities Capital appropriation.

' Apparently management is referring to the change order for replacement of the escalator steps, which
came after the part of the project whose funding we discuss above (page 6).
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Recommendations

OFEOQ concurred with, and cited a target date of completion of December 31, 2009, for all
of the recommendations, except for the following:

Recommendation 1: OFEO concurs in part. Although OFEO disagrees with our
conclusions about the two projects, they agree that policies need to be updated and
enforced, and funding decisions need to be documented. OFEO provided a target
completion date of December 31, 2009.

Recommendation 6: OFEO concurs in part. OFEO does not believe this is a necessary
recommendation, but will test a sample of projects completed in prior years using
updated policy referenced in Recommendation 3. OFEO provided a target completion
date of March 31, 2010.

Recommendation 7: OFEO concurs, but disagrees that the projects were misclassified.
OFEO did not provide a completion date.

We include the full text of management’s response in Appendix C.

OFFICE OF THE INSPECTOR GENERAL COMMENTS

We appreciate OFEQ’s efforts to further explain management’s process related to
determining the nature and funding of the projects we reviewed. However, based on the
criteria and information available during the course of the audit, as well as in their
response, we believe that our conclusions remain valid.

NMAH Escalator Project

OFEO management provided additional information regarding a change order, which
occurred after the original funding decision, which they believe supports the initial
conclusion that the expected capital and maintenance costs were equally split. During the
course of the audit, we examined this change order and determined that it had no bearing
on the initial decision. The project we reviewed was to make the escalators safe for
operation. OFEO initiated the change order because the appearance of the escalator steps,
after completion of the work whose funding we audited, was not in line with the newly
renovated museum spaces. The funding we examined (and report on in Table 1, p. 6) did
not include this subsequent change. OFEO funded the change order with capital funds, as
it should have.

In response to management’s comments, we reviewed the change order again, and we
again concluded that it is not relevant to our analysis and does not yield the even split
described in the response. Further, the change order and the additional financial analysis
cannot be sourced to official accounting records.

Recommendations
We noted that OFEO responded to Recommendations 9 and 10, even though we directed

them to the General Counsel and Comptroller, respectively. We will follow up with the
appropriate offices to confirm their concurrence with the recommendations.
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APPENDIX A. SCOPE AND METHODOLOGY

To determine whether the Smithsonian adequately manages risk with existing maintenance
funding, we interviewed management and staff from the Office of Facilities Engineering and
Operations (OFEQ), the Office of the Comptroller (OC), and the Office of Planning
Management and Budget.

During the course of these meetings, we learned that OFEO was not accomplishing all of its
planned maintenance work because it was using maintenance funds to pay for unplanned urgent
issues that were capital in nature. Based on information obtained during these meetings, we
judgmentally selected a vertical transportation project for review to determine whether OFEO
properly funded and accounted for this project.

In addition, we met with representatives from OC, who expressed concern regarding OFEQ’s
improper accounting for facilities costs. Based on OC’s list of fiscal year 2008 year-end
adjustments, we judgmentally selected and reviewed the F Street Portico project to determine
whether OFEQO used maintenance funds for a project that was capital in nature.

We reviewed Smithsonian policies and procedures, industry standards, and federal statutes
related to facilities management and funding.

We did not review the overall internal control structure of the OFEO maintenance program. We
limited our review to those controls related to the funding of and accounting for transactions
paid for using maintenance funds.

We conducted our work in Arlington, VA and Washington, D.C. from November 2008 to June
2009 in accordance with generally accepted government auditing standards. Those standards
require that we plan and perform the audit to obtain sufficient, appropriate evidence to provide a
reasonable basis for our findings and conclusions based on our audit objectives. We believe that
the evidence we obtained provides a reasonable basis for our findings and conclusions based on
our audit objectives.



APPENDIX B. SMITHSONIAN GUIDANCE ON FACILITIES TERMINOLOGY

SMITHSONIAN FACILITIES TERMINOLOGY

Based on National Research Council definitions and the SI official budget structure
approved by OMB with FY 2004 budget appropriations request.

FACILITIES CAPITAL SALARIES & EXPENSES
Revitalization Facilities Maintenance
Construction Facilities Operations, Security & Support

L. FACILITIES CAPITAL

A. Revitalization. Revitalization activities, often termed Capital Repairs (or incorrectly
as Deferred or Backlogged Maintenance), correct extensive and serious deficiencies,
malerially extend service life, and often add capital value (sometimes called
recapitalization). Thesc capital repairs can entail rchabilitation, renovation, or
modernization of existing buildings and/or systems of existing physical plant inventory.
Work of this type is so significant in scope and cost as to be of a capital nature and is
distinguished from maintenance and routine, minor repairs. An example is the Reynolds
Center. Revitalization s synonymous with renewal and can entail repair by replacement,
such as demolition of an uneconomically repairable structure with a newly constructed
one of the same general function and size.

Revitalization includes several broad categories of work, such as -
Rehasbilitation;
Renovation;
Replacements;
Repairs (capital);
Modernization and upgrade work to incorporate new codes and standards;
General overhaul with multiple parts replacement.

Revitalization project types include -
Replacing road base, drainage, pavement, irrigation and controls;
Replacing roof;
Restoring a building exterior envelop and/or replacing interior walls;
Replacing power distribution transformers, cabling, and switchgear;
Replacing underground piping systems to corrcct corrosion;
Replacing chillers and pumps for a chilled water system;
Replacing HVAC air handlers and filter box;
Replacing windows to correct leakage and heat loss.

B. Construction. This term entails expansion through the creation of new buildings or
facilities resulting in additional new footprint to the inventory. Examples are NMAI and
Pad 5.

Note: Facilities capital provides funds for planning and design which includes
identification and analysis of long term revitalization and expansion requirements;
preparation of facilities master plans; and design of specific capital program projects.
Facilitics capital also includes expenscs for field supervision and administration
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APPENDIX B. SMITHSONIAN GUIDANCE ON FACILITIES TERMINOLOGY
(CONTINUED) '

IL. Facilities Maintenance

Recurring, day-to-day routine maintenance and minor repair is the upkeep of property
and equipment with work necessary to realize the originally anticipated useful lifc of a
fixed asset. The monumental buildings of the Smithsonian have lifetimes that last
centuries, although most of the building components typically have a design service life
of between 10 and 30 ycars.

Maintenance includes work such as -
Periodic or occasional testing and inspection;
Adjustment;
Lubrication;
Cleaning (non-janitorial) of equipment;
Routine repair and/or replacerent of broken parts;
Painting;
Resurfacing driveways.

Maintenance exarmples include -
Spot repairs to roofs, roads, and building exteriors/interiors;
Repairing water main breaks (does nothing to cxtend life of system);
Repairing failed insulation on motor or transformer windings;
Rebalancing motors and other rotating machinery to correct vibration;
Qiling and greasing machinery;
Replacing broken shaft on a large chiller (docs not extend life of remainder of the
old chiller);
Painting deteriorated surfaces;
Sealing driveways;
Replacing security sensors, equipment, and cameras;
Repairing inoperable security barriers and bollards;
Replacing damaged security film and blast mitigation.

Maintenance and repair are distinguished from revitalization. Whereas revitalization
activity extends service life and adds capital value, maintenance and repair does not
materially prolong the design life of a property or equipment nor add to the asset’s value.
Routine repairs and parts replacement are actions taken to restore a system or piece of
equipment to its original capacity, efficiency, or capability. Routine repairs are not
intended to increase significantly the capacity of the item involved.
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APPENDIX C. MANAGEMENT RESPONSE

éi § Smithsonian Institution Memo

Office of Facilities Engineeving und O

Date  August 27, 2009
To A. Sprightley Ryan, Inspector General

ce G, Wayns Clough, Secretary
Alisont McNally, Under Secretary Finance and Administration
Judith Leonard, General Counsel
Alice Maroni, Chief Financial Officer
Bruce Dauer, Director, Office of Planning, Management and Budget
Audrew Zmo, Comptroller
Bruce Kendall, Director, Facilities Engineering and Operations

From Clair Gill, Deputy Director and Chief of Staff, Office of Facilities Engineering and
Operations /signed CFG/

Subject Management Response ou Peport on Use and Accounting for Facilities Maintenance
) Funds% Number A-09-03-1 P g

Thank you for the oppertunity to respond to this audit report on the Use and Accounting
for Facilities Maintenance Funds (the “Report™). Management acknowledges that it did
not have rigorous policies, procedures and thresholds to puide work classification and
funding decisions for unplanned, urgent repair projects. Further, rules had not been
establizhed for documentation of sach decisions in quesiionable cases.

The Report indicates that OFEQ diverted unplanned facilities maintenance funds for
facilities capital work that was then inaccurately recorded as current period expenses.
The Report concludes that, a5 2 result, the Smithsonian spent funds contrary to its armual
appropriation and in violation of Smithsonian Directive 303, Administrative Control of
Funds, and the Purpose Statute. The Report also suggests the Sonthsonian may have
violated the Anti-Deficiency Act. These conclusions are based primarily on a finding
that OFEO improperly chose to use maintenance funds for two FY 2008 projects that
OIG auditors had “jodgmentally selected.” These projects were:

¢ The NMAH Escalator Project that fell in the transition zone outside of the major
capital project to revitalize the ceniral core of that building, and whose repairs
were deemed crucial to the re-opening of the museum to the public. Theze
escalators bad been shut down for over two years during the adjacent major
renovation.

o TheF Street Portico Project at the Donald W. Reynolds Center that also fell
outside of a major capital revitalization project where repairs to damaged paving
stones were deemed crucial to re-opening that center to prevent a tripping hazard
and address drzinage problems.

Swithroaisn Instination BuEding, Room 120
1009 feffervon Drive, 5w

Wadiizzioa DC 203400017

202.633.1675 Telephone

WLIH6.2530 Fag

C-1



APPENDIX C. MANAGEMENT RESPONSE (CONTINUED)

We firmly disagree with the Report’s conclusion that the Smithsenian inappropriately
used facilities maintenance funds in connecnon with these projects.  Tlus is an issue of
Work Classificarion where senior, esperienced facilities professionals made proper
decisions afrer much discnssion and debare of the projects and with the input of their
subsordinaces ~ sonte who had differing views. Further, we disagree with any suggestion
that the organizaticn and irs leaders purposefully or willfully violared Smidisonian
Directives, internal controls, or federal starutes. Finally, 12 is maportant to remember that
these funds were used to acconplish unplanned repairs to restore systems to fully
functional and safe starus; we disagree with any suggestion thar such a use of funds may
merease the Smithsomian’s overall facilinies costs in the funwre. We expend all facilides
funds entsusted to our care i the most efficient and effective manner we know to suppors
the oversll mamntenance and upkeep of this Institution. The Instizution has been expressly
conunended by GAQ for both its project prioritization processes and 115 maintenance and
revitalization programs. Please see GAO Report 05-36% “Snuthsonian Instiution:
Facilities Management Reorgamizaion Is Progressng, bu: Fundmg Remains a
Challenge,” and GAOQ Fepsrt 07-1127 “Smithsonian Institudon: Funding Challenges
Affect Facilines’ Conditions and Security, Endangering Collectisns.” Addinonal
supporang detal follows,

Work Classification for No-Year Facilities Capital vs. Aunual Facilities
Maintenance Funding of Projects

The Report notes that there 15 “no governnient-wide standard for which acuvities
constitute mainenance activicy versus capital activity.” Smithsonian managemenr,
mformed by the FASAB, other federal agencies, and the Naticnal Research Couneil, has
daveloped over the years a set of general definirions for determining whether particular
work should be classified a5 capizal or maintenance (Appendix B in the Report’s 2/23/09
Draft). At eizhier end of the spectiunt, it15 not difficult to apply the guidance and classify
the work; however, tiere are many gray areas in-between where experience and jndgmens
must be broughs to bear in determining the proper classification of the wortk—and the
fundiug source. We believe tha this expertise exists on cur ream and thas it has been
properly applied to these two projects.

It was noted in the Report that: “Responsible officials in the Office of Facilities
Engineering and Operaticns (OFEQ) volunteered that they have used mainterance funds
to finance wnplanned capital projects in the past and intend to continue this practice in te
future.” This does not reflect either the policy or the practice of OFEQ. Itis apparent
however, that there is conflict among staff over the mterpretation of work classification
defimitions and funding sources in both the unplanned NMAH Escalator and the F Street
Portico projects that fell outside of budgeted capizal revitalization projects.

The NMAH Escalator Project

This project was to restore escalators thar hiad been shut down for over rwe years during

t2
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APPENDIX C. MANAGEMENT RESPONSE (CONTINUED)

the major revitalization project for the central core of NMAH to full and safe operation.
Upon investigation as we were working the “rwansitisn zones™ to bring t1e nwseum back
to full operaticn, it was discovered that thie escalators had accumulated ¢ lot of periplieral
consmuction diar during the renovation, and deternuined that they needed a combination of
toth maintenaice and capital work to restore them tc full operation. Given that
escalators, by ‘helr very nature, are conyprised of muniersus mechanical zomrponents that
ueeded rebulé or replacemient, OTEOQ senior leadersaip decided to fimd this unplanned
project with a 50 — 30 spliz between maintenance and capital funds, A more detailed
snalysts of each of the pieces and parvs of the project was considered untiniely to suppors
the re-opening of the musewn anc it was felf that it would have been meonclusive as to
which preces could be clzssified a5 maintenance and which a5 capital. This project wias
debated welitn OFEO a5 docuniersed vin emails, wishi the couclusion thas the espital and

weintenance portions of the job were roughly equivalent in cost.

Below is an after-the-Isct chiart summiarizing e work that OFEQ requested the
contracior to perform. It was notasedin the delibenztion process, however it reflects the

scope of the distusnions.

Wok Pequesied:

Work Classificarios:

Marerials Labor Cost:

Furrish ard imsial sreel step chains aad
wheel asserabliss ia uaits 110, Thiz s tie
IRy compoasnr of the excalstor thar
forrys the correcrg liakage berween exck
of tie steps #ad the doive machine. Moron
of 2o escalator s oansmitrad to e tep
asseratlies vis the step cha.

Capital Revitalimtios -
Reafrbiskmeat with nltipls part
Teplzcement.

$173,093

FAMOTE 314 TA3:pOIT all £7ep as5eriblie:
i1 each of tie ten escalators to the vendor
warelouse. A machins shzll be utilizad to
e tleaa each etep assembly i1 ordasto
Teetora the ofjzina! fausk. The swep
asserblies shall be remurned 1o WMAK £
reinsnllzdor and adjustent.

Waimenaace — Naa-juaizonal
cleaning.

5145,838

Fureith sod ingizt 2w roller predes oz ull

#tep assenbliss.

Maenagce — Dovtine vepais o7
seplacencent of brokex parms.

$152,990

Fuwish sed instal complete steel track
system i3 each of the ten escalators. 1a
conjuacdor with the tmss, the gacks ave
the mak support sverer $or ¢ step baad
ia order to guide the step ckain ard wheals
for e step assexblies. The existine steal
tracks are erigioal and therefore exbibit
wear resuiting fremn the exiztiag step chains
and wheels.

Cap:ta] Revitalimtion -
Refirbiskmveat with nneltiple pact
replacement

$114,851

Fuwrish ard instal new bearings ia the
lower ecd idler sheaves in eack of the ten
escalators.

XIxmrensac e — Retine repair ar
replacervext of broken parms.

§145,783
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APPENDIX C. MANAGEMENT RESPONSE (CONTINUED)

Remove sll corstuction related dust and
dabris from tie truss, upper and lower
Lsrd:og floars, bandrsil drive assemblies

(icluzive of yollar zuides), kaadrsil drive } e
Maoenaac e — Noa-jagizonal

assentblies (iotlasive of rolier guides). Clesmng 48925
handsxil drive sprockerns, machines, mowrs, | :

conTellers. woft sans aad all safery relared

devices. This wock is applicatls o sl tea

RSCRIBTOTS.

Drain e gear buzey io each of he e ammesance — Oflicg and 514759
wscalNTaTY and vepleaish with vew il ryessing mackurere, | I

Management agrees that this decision was not contemporaneously docmnented for the
record. However the actual work perfonned demonsmates that the decision to charge
both the maintenance aud capital accounts m egual amonnts was justified under the
circunistances and when you include the change order for the repairs.

The F Street Portico Project at the Donald W, Reynolds Center

The major Public Space Renewal Project of thie former Parent Office Building (POB}),
conipleted i July 2006, called for restoral of thie F Sweet Portico area. and some niiner
railing, cleaning and electrical work. Afrer a vear of operation, in Augus: 2007, it was
brought to managemeant’s attention that the office area located below the poreo was
experiencing water leaks. Upon investiganon it was determined thar there were a
significan: number of sandstone pavers that were broken and'or rocking, creating a
tripping bazard; also that they were inipacting drainage and were stainmp. In order to fiy
the drainage problem these pavers had to be removed. and then reset. To address the
broken and rocking pavers issue, they were reset on a sand setting bed. Comparing
options presensed o put the old pavers back, oruse a slightly more expensive but sturdier
and niore 1nipervions granite stone, it was decided to be more cost effective to use
pranite. Tlus decision was niade by sentor OFEQ leadership to repalr the leaks, and
concurrently replace the failed Pertico flooring materials and system, appropriately using
mainrenance funding.

Below is an after-the-fact chart surmarizing the work that OFEO requested the
contractor to perform. Irwas not usedin the deliberation process, however it reflects the
scope of the discussion.

Work Requested Wark Clayification Xatensls Labor Cost
Remove ard replace approx. 3128 | Aaintenaace- replacement of fajled
~ P B X $166.,586
square feet of pavers. sandstons marerial.

Dizassemble, rove and re-install
alt kitchen equipment located oa

pomza. To include but por limited Xaintenance - collaceral wosk

ived ¢ o .
to, Stinless bar, couster top. z‘}méve 0 repai pavers a1d $2,669
cabiners, refrigerator and coffee shAes
rukber.

4
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APPENDIX C. MANAGEMENT RESPONSE (CONTINUED)

Falnove a3 Yeplacs ¥ arsing and
assocized piping lecared o e
porvcd and exrend i paver sasisze.

Mlxfmenxace- yeplacemert of
DAt Tiaterials.

\ Xiamrensaces seplacement of
Feplice waterprocfng matesial i

wateproofiny matesizl,
Extend and painy rgling a1 e Maimensace- aacillary werh for PP
© ; ; - %10.936
Souts Pornce atcessibls raup. tode compliante,

Managemens agrees thar s decisisn was not contemporanecusly documnented for the
retord.

Inaccurate Accounting

OFED developed peneral guidelines and defininons bazad on besz practizes that could be
found i odier departments/agencies and National Eeserrch Conneil publizations for
clagsifying projects. Tliese were captured in mformal dozunients such as the April 2008
Fublication of “Smithsonian Istiuton: Museums and Facilities—Critical
Inprovemenis.” They were infended to be general guidalines for our facilites
professionsls. Quesnionable calls or funding sonrces cried in shis pudiv rise to the most
senior leadershp responsible for the eapital and the maiitensnce programs who base their
ulnmate decisions on these purdelines, their expenience, and their judgment.

The Report states that the distinciion bevween maintenance and capitalization is that
snything that extends the useful life of an asset 15 capital. FASAB Standard 6 established
3 definition of maintenance which 1« shown below. This definition is now being
reviewed and revised by the TASAB Working Group or Deferred Mamtenance. In 1999,
the FFC Operations and Maintenance Comnuitee published a report on how federal
agencies were te reet the requisercnts of FASAB Standard 6, as amended. and noted
that the use of de term “expected life™ was problematic. (Technical Report 141). The
FFC modification to the FASAB definition 35 now unde: consideration and current
thinking 15 to wodify the FASAB definition to be more m line with the FFC definiion
(also shown below). The main distizcdon betwesn mairtenance and capizal would be a
change in function or increased capzcity. I the wo prejects cited, this was clearly uot
the case. Also, he argument being nsed by a number of members ou this warking group
15 that, in the federal inventory. the majority of assets has already exceeded ‘heir
“expected life” bust, with proper maintenance and repair, centinue to funciea  Also, both
definitions allow for the “replacement of parrs and smucnural components™ o5
mrainzenance.

Current FASAB Definition (Staudard 6):

For purposes of this standard, main‘enance is described as the act of keepirg fixed assers
in acceprable cendinon. Irmcludes preventive mamnrenance, normal repaws, replacement
of parts and strectural componens, and ather activities needed 1o preserve the asset 5o
that it continues to pravide accepratle services and actieves its expected lifa.
Maintenance ex:lides activifies aimed a1 expanding the capecizy of an asse: or otherwise

LV
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APPENDIX C. MANAGEMENT RESPONSE (CONTINUED)

upgrading ir to serve needs differen; from, or significantly greater than, those originally
inzended.

FFC Definition (141 Report):

Mazintenance and repaivs are acrivisies divected toward kegping fixed assers in a
condition ro gffectively support the misston. Acrivities include prevenrive maintenance,
repairs, veplacemant of parts and structural componeniz, and other activities needed to
preserve the esser so that it continuss 10 support the mission. Maintenance and repairs

exclude acrivities imed ai expanding the capeciny of an asser or otherwise upgrading it

t2 sgrva needs different from or significandy grearer than i1z curvent ise.

We provide this defmition detas] to illustrate how complex the derermination can be
between 3 mnintenance and eapital project. Of the over 140 mainrenance projects OFEO
executed in 2008, the two projects lughlighited in this report were discussed and debated
n depth smong die semior oificnals.

Possible Violations of the Purpose Statute and the Anti-Deficiency Act.

Management does not agree that, in fundmg these two projects, the Smithsonian violated
the Purpose Act. In FY 3008, the Snuthsonian received in part the following
sppropriation:

Salaries and Expenses:

“For pecessary expenses of the Smuizhsontan Institution, as anthonzed by law,
meluding. .. maintenance, alteration. cperation, lease (for tenns not to exceed 30 years),
and protection of buildings, facilities, and approaches...”

This appropriation authorizes the Smithsonian to spend funds on mamtenance projects.
As explained in detail above, the nwo projects were properly classified, in whole or part,
a3 facilines maintenance. Accordiugly, on these facts, the funds at issue were expended
consistently with the Institudon's FY 2008 Appropriation.

Even if the Smithsonian had incorrectly expended maintenance funds for all er a pertien
of either project, there would be no violation of the Anti Deficiency Act. The
Snuthsonian currently has more than $1.6 illion remaming in its FY 2008 Facilities
Capital Appropriation account. Thus, if the Purpose Act was violated (and we believe 1t
was ne7), the Smithsonian could ceorrect any such violation by ransferring the necessary
funds from its Facilities Capital Appropriation.’

1 The facts thus do notraise the guestion suggested in foomete § of 12 Report, i.e., whetaer fiture capital
no-vear furds could be used to corect a vialaticn of 1z Aot Defitiensy Act.

6
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1.

3.

4.

RECOMRMEXDATIONS

Vndersecretary for Finance and Administration

Engure that OFEO discontinues fhie practice of using waizfenauce funds to pay
for capital type projects.

Managemen: Response: Coucur, inparr. We disagree on the widerlyme
asswnptions regardmp ruisclassificstion of the two projects m queston.
However, the Office of Facilities Enpmeening and Operations will revise the
Planning and Project Yanual to emphasize and enforce the policy that will be
developed for recoruuendation mursber 3 and snsure proper docwnentatisn of
decisions. Terget compledion date: Deceber 31, 2009

Establish a quality control process ta review significant muntenance and capital
transactions, -0 ensure that the fundng source and accountimg classifications are
consistent wit: the policy created in Recommendation 3, md that errers are
indentified ard resolved in a tirely manner,

Management Responza: Conewr. Target completion date: December 31, 2009

Chief Financial Officer

Create a policy thar identifres the proper funding sonrce and relawed accounsing
classificanion for mamtenance and capital acdvities. This dolicy should te
consistent widi federal budger and accounting guidelines ad should be
commnunicated to all employees who record and review facilities transactions.

Managemen: Response: Coucur. Pelicy clarifications will be incorporated into
existing policy to emphasize the preper use of finds for both maintenance and
capital activities. Accounting classifications will be addressed in the training
classes to be offered by the Office cf the Comptroller, as farther described i
recommendation 10. Target completion date: December 31, 2009

Director of OFEQ in coordination with the Director of OPMB

Require individnals who authorize the use of federal funds, 25 well as those who
assign and review funding classificztions, to receive periedic funds management
and appropristions law trainig.
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=

Management Response: Concur. The Office of the Compaeoller is in f1e
process of engaging contractor support to secre fimds managentent traiming to be
offered to applicable zersonne! thronghous the Instituion. CorTact award is
expecred in the 4= quarter of FY 2009. Target complerion dave: Decermter 31,
2609

Director of GFEQ

. Develop written procedures to ensure that federal funds commitred by OFEQ are

for the anthonzed pupsses in sccordance with SD 305, These procedurss should
require OFEQ officials ro docmmnent their final funding decision and ratiznale.

Management Response: Concur. The Office of Facilities Engineering and
Operations will revise the Planning and Projact 3auual to ensure fedezal funds
are sppropriately used and to docwmrent the funding decision and rationale.
Trrger comtpletion dae: Deceinber 31, 2009

Identify obligations incurred from FY 2004 w he present inwhich OFED used
nisinsnance funds for capial projects.

Management Response: Concur, in parr. Management believes that dus
requirenient is not necessary but acknowledges that policies drafted in accordance
with Recormendanon number 3 above should be tested. These will be tested
with a randon sample of five completed prior-year projects. as well as ongomg
and future work and funding classifications. Target compledion date: March 31,
2010.

Correct material accounting misclassifications resulting from the errors dennfied
in Recomniendation number 6.

Management Response: Concur, however asnoted in Management Response to
Recommendanon 1, we disagree with the wnderlying assumptions regaréing
musclassificanon.

Develop and implenent & policy to ensure that OFEQ uses contingency funds for
uuplanned capiral projects, such as e ones identified in this report.

Management Response: Coucur. Project cortingency funds are used v
accomplish work genarated from unknoswn conditions that anse during the course
of construction of cafital projects. Reference to project contingency funds will be
incorporated mto owr policy. Target completion date: December 31, 209

Determine 1f any of the obligations identified by OFEQ in Recommendaticn 6
constitute a violation of the Anti-Deficiency Act and rake appropriate aciion to
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correct or report funding errors.

Management Response: Conzur. See response to Recormmendation number 7
Ahoe

10. Provide account code training to Smithscnian staff who en'er or review account
codes for real property transactions.

Management Response: Concur. The Office of the Contymoller has already
developed the materials for charcfield waining for real property transactions.
Training to OFEO staf will be offered bagiuning in the 4™ quarter of FY 20%9.
Trrge: completion date: December 31, 2009

‘0
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