
National Science Foundation
U N I T E D  S T A T E S

FY 2007  AnnuAl FinAnciAl  RepoRt

November 15, 2007



 i

 
 
 

THE NSF STATUTORY MISSION 
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Advancing discovery, innovation and education beyond the frontiers of current knowledge, and 
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On the cover:  An essential part of NSF’s mission is support for science, math, and engineering education at all levels. 
Strengthening education and workforce training are significant aspects of the President’s American Competitiveness 
Initiative (ACI) and the recently enacted America Competes Act. In keeping with the ACI and America Competes Act, 
NSF promotes the development of a diverse and well-prepared workforce of scientists, technicians, engineers, 
mathematicians, and educators, and a well-informed citizenry who have access to the ideas and tools of science and 
engineering. NSF invests in programs that bolster K-12 science, technology, engineering, and mathematics education by 
enhancing understanding of how students learn and applying that knowledge to train teachers, develop curricula materials, 
and improve student learning. For more information on NSF support of all levels of science and engineering education, see 
www.nsf.gov.   Credit: Getty Images 
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A MESSAGE FROM THE DIRECTOR     
 
 
 
I am pleased to share with you the Annual Financial Report (AFR) of the National Science Foundation 
(NSF) for Fiscal Year (FY) 2007. This report focuses on the agency’s financial condition, the results of 
the agency’s financial audit, and compliance with the Federal Managers’ Financial Integrity Act (FMFIA) 
and the Federal Financial Management Improvement Act (FFMIA).  
 
This year, NSF can once again report significant advances at the frontiers of knowledge while adhering to 
the highest standards of management efficiency and integrity. NSF is the only federal agency dedicated to 
the support of fundamental research across all fields of science and engineering and all levels of science 
and engineering education. In FY 2007, NSF received nearly 45,000 proposals and made 11,484 new 
awards to nearly 1,900 colleges, universities, and other public and private institutions throughout the 
country. The discoveries resulting from these investments in all fields of science and engineering research 
and education are both exciting and transformative, resulting in new discoveries and innovations that 
enable the United States to remain competitive in the global marketplace, sustain economic prosperity, 
protect the environment, maintain a high standard of living and ensure national security. As an example, 
in FY 2007, NSF-supported researchers reported the development of optical technology for detecting 
colon cancer that also holds promise for early detection of pancreatic cancer. At the University of South 
Florida and the University of Florida, NSF-supported researchers are discovering new ways to reduce 
Internet energy consumption that could potentially save hundreds of millions of dollars annually in the 
United States alone.   
 
Underlying NSF’s programmatic achievements is a commitment to effective and efficient management 
practices and sound financial oversight.  
 

• NSF received its tenth consecutive unqualified “clean” audit opinion from an independent audit 
of its financial statements, with no material weaknesses reported.  

 
• NSF is in substantial compliance with the Financial Managers’ Financial Integrity Act of 1982, 

although a qualified management assurance over internal control is being reported because of 
the scope limitation of the internal review of financial reporting. The scope limitation is in line 
with the agency’s three-year program to meet OMB requirements for agency internal control by 
the end of FY 2008.   

 
• NSF maintained “Green” successful ratings in three of the five President’s Management 

Agenda Initiatives.  
 
• NSF achieved all three of its mission-related strategic outcome goals of Discovery, Learning, 

and Research Infrastructure, which together account for 94 percent of the Foundation’s 
investment portfolio.  

 
These accomplishments and others are more fully discussed in this report. 
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Looking ahead, NSF welcomes the potential opportunities brought by the President’s American 
Competitiveness Initiative and the recently enacted America Competes Act. Both call for expanded 
federal investment to drive innovation and sharpen the Nation’s competitive edge. NSF will direct its 
funding toward generating fundamental discoveries that produce valuable and marketable technologies; 
providing cutting edge infrastructure that will transform and enable discovery; and preparing the Nation’s 
workforce with the science, technology, engineering, and mathematics skills necessary in the 21st century 
global labor market.  
 
NSF has a long record of success in leveraging its agile, motivated workforce, management processes, 
and technological resources to enhance productivity and effectiveness. The agency nonetheless has major 
challenges that place new requirements and expectations on its workforce and IT infrastructure. For 
example, multidisciplinary collaborative projects, international activities, and major research facility 
projects all add to the complexity of the agency’s workload. Moreover, meeting new external 
administrative, oversight, and accountability requirements is an additional burden on limited staffing and 
funding resources. In recent years, the agency has undertaken efforts to address workload issues. NSF is 
continuing pilot activities to re-engineer major administrative functions, including the testing of new 
organization structures and operational procedures. 
 
The NSF Inspector General has also identified management challenges in several areas including award 
administration, human capital, information technology, and merit review. NSF management recognizes 
these as long-term, continuing issues. Significant efforts have been made in these areas, and 
management’s report on activities addressing the Inspector General’s FY 2007 management challenges is 
included in Appendix 3 of this report.     
 
Another item of note is NSF’s participation in the pilot program led by the Office of Management and 
Budget for performance and accountability reporting. This report is the first part of this activity. NSF’s 
FY 2007 performance results will be integrated with our FY 2009 Budget Request which will be available 
in February 2008. Also, in February, look for our seventh annual Performance Highlights report, as NSF 
continues our ongoing commitment to be informative and accountable to our stakeholders, customers, and 
the public. Both will be available on NSF’s website, www.nsf.gov.    
 
Thank you for your interest in the National Science Foundation. To learn more about the achievements of 
the past year and about the exciting discoveries that are emerging every day, I encourage you to visit 
NSF’s award-winning website. 
 
 

 
 
November 8, 2007  
     
 
 
 

http://www.nsf.gov
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MANAGEMENT’S DISCUSSION AND ANALYSIS  
 
 

 
About This Report 

 
For FY 2007, the National Science Foundation (NSF) is producing an Annual Financial Report (AFR) in lieu of a 
consolidated Performance and Accountability Report (PAR), as part of our participation in the Office and 
Management and Budget (OMB) FY 2007 alternative PAR pilot, pursuant to Circular A-136, Financial Reporting 
Requirements. This FY 2007 Annual Financial Report focuses on the agency’s financial performance, the results of 
the agency’s annual financial audit, and compliance with the Federal Managers’ Financial Integrity Act (FMFIA) 
and the Federal Financial Management Improvement Act (FFMIA). NSF’s FY 2007 performance information will 
be included with the Foundation’s FY 2009 Budget Request to Congress, which will be available on February 4, 
2008. NSF believes that the integration of programmatic performance results with the agency’s budget request 
enables the Foundation to demonstrate its leadership in incorporating the outcomes of its investments in Discovery, 
Learning, and Research Infrastructure in planning future directions. Integrating programmatic performance results 
with the agency’s budget request is the most meaningful context to present this information. In addition, on February 
1, 2008, NSF will distribute its seventh annual Performance Highlights report as the agency continues its ongoing 
commitment to be informative and accountable to its stakeholders, customers, and the public. All three documents 
will be available on NSF’s website at www.nsf.gov.1  
   

 
AGENCY OVERVIEW 

 
Mission and Vision 
The National Science Foundation was created by Congress in 1950, with a mission of promoting the 
progress of science and engineering in America. With a budget of nearly $6 billion, NSF supports 
research across all fields of fundamental science and engineering and all levels of science and engineering 
education. NSF funds the best ideas and most promising people, searching out the frontiers of science and 
engineering to foster high-risk, potentially 
transformational research that will generate 
important discoveries and new technology. NSF is 
widely recognized as a catalyst for basic research 
as expressed in the NSF vision statement: 
Advancing discovery, innovation and education 
beyond the frontiers of current knowledge, and 
empowering future generations in science and 
engineering.  
 
Although NSF’s annual budget represents less 
than 5 percent of the total federal budget for 
research and development, NSF provides nearly 
half of the federal support for non-medical basic 
research at the Nation’s colleges and universities. 

                                                 
1 The FY 2007 Annual Financial Report is available at www.nsf.gov/publications/pub_summ.jsp?ods_key=nsf0802. 
NSF’s FY 2009 Budget Request will be available on February 4, 2008, at www.nsf.gov/about/budget/. NSF’s FY 
2007 Performance Highlights will be available at www.nsf.gov/publications/pub_summ.jsp?ods_key=nsf0803 on 
February 1, 2008.   

Figure 1. NSF Support as a Percent of Total 
Federal Support of Academic Basic Research 
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In many fields, including computer science, mathematics, environmental sciences, the social sciences, and 
non-medical biology, NSF is the primary source of federal academic support (Figure 1).2 This support of 
academic research is critical to sustaining future generations of world-class scientists and engineers who 
will develop the ideas and research tools needed to ensure America’s leadership in an increasingly 
competitive global economy. Although NSF does not directly fund medical research, its support of basic 
research benefits medical science and related industries, leading to advances in diagnosis, regenerative 
medicine, drug delivery, and pharmaceutical design and processing.  
 
NSF supports research and education through a competitive, merit-based review process that is 
recognized throughout government as the exemplar for effective and efficient use of public funds. Ninety 
percent of NSF funding is allocated through this merit-based, competitive process. Each year, 
approximately 46,000 members of the science and engineering community serve as panelists and proposal 
reviewers under the merit review process.3 In FY 2007, NSF received nearly 45,000 grant proposals and 
made 11,484 new awards, mostly to individual investigators or small groups of investigators in nearly 
1,900 colleges, universities, and other public and private institutions throughout the United States. These 
awards directly involved an estimated 190,000 people, including researchers, teachers, and students from 
kindergarten through graduate school.  
 

                                                 
2 Source: NSF/SRS/R&D Statistics Program, Survey of Federal Funds for Research and Development, FY 2002-
2004. 

 
FY 2007 Science and Engineering Highlights  

 
The following are some results reported by NSF-supported researchers in FY 2007:  
 
 An international team of scientists has found that a dramatic change in the climate of tropical Africa may have significantly 

driven early human evolution.  www.nsf.gov/news/news_summ.jsp?cntn_id=109984 
 
 By weaving black carbon nanotubes into paper, engineers have created printable, flexible batteries that are more resilient 

than many existing batteries, yet can be cut and folded just like paper.  
www.nsf.gov/news/news_summ.jsp?cntn_id=109868  

 
 An optical technology developed for detecting colon cancer holds promise for detecting pancreatic cancer and could lead to 

the first screening method for people who have no symptoms of the illness.  
www.nsf.gov/news/news_summ.jsp?cntn_id=109926 

 
 Researchers discovered a novel bacterium that transforms light into chemical energy; it was discovered in three of the hot 

springs in Yellowstone National Park.  www.nsf.gov/news/news_summ.jsp?cntn_id=109769  
 
 An international study has shown that some types of bacteria can sense light, and that light exposure in a type of bacteria 

that causes diseases in humans and livestock increases the bacterium's virulence.  
www.nsf.gov/news/news_summ.jsp?cntn_id=110009&org=NSF&from=newsField 
www.nsf.gov/news/news_summ.jsp?cntn_id=109923  

 
 Using supercomputers, scientists are now dramatically speeding up their predictions of 3-D protein structures, which can 

play a crucial role in endeavors such as rational drug design.  www.sdsc.edu/discoveries/discoveries.html 
 
 The "Dark Web" project systematically collects and analyzes all terrorist-generated content on the Web using an array of 

advanced analysis techniques; it has become a major research test-bed for understanding propaganda, ideology, and 
operations of various terrorist groups.  www.nsf.gov/news/news_summ.jsp?cntn_id=110040 

 
For more information on the results of NSF-funded research, visit www.nsf.gov/news .   

http://www.nsf.gov/news/news_summ.jsp?cntn_id=109984
http://www.nsf.gov/news/news_summ.jsp?cntn_id=109868
http://www.nsf.gov/news/news_summ.jsp?cntn_id=109926
http://www.nsf.gov/news/news_summ.jsp?cntn_id=109769
http://www.nsf.gov/news/news_summ.jsp?cntn_id=110009&org=NSF&from=newsField
http://www.nsf.gov/news/news_summ.jsp?cntn_id=109923
http://www.sdsc.edu/discoveries/discoveries.html
http://www.nsf.gov/news/news_summ.jsp?cntn_id=110040
http://www.nsf.gov/news
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The Public Benefits of a Strong Science and Technology Enterprise  
The results of U.S. investments in science and technology have long driven economic growth and 
improved the quality of life for successive generations. Science and technology have generated new 
knowledge and industries, created new jobs, provided new sources of energy, developed new modes of 
communication and transportation, and improved medical care. Today, more nations follow our lead in 
investing in science and technology, so the United States must maintain its leadership in scientific 
discovery and new technologies in order to remain globally competitive. In keeping with the President’s 
American Competitiveness Initiative and the recently enacted America Competes Act, NSF invests in 
fundamental research that helps generate discoveries that spur innovation and lead to new technologies.4 
NSF also supports world-class facilities and tools that are essential for transformational research. In 
addition, NSF’s education portfolio supports the development of students with the science and 
mathematics skills that will enable them to participate in the 21st century global workplace.  
 
For more than 50 years NSF has had an extraordinary impact on the Nation’s scientific knowledge and 
capacity. NSF has funded the groundbreaking research of thousands of distinguished scientists and 
engineers including nearly 200 Nobel Prize winners.5 NSF-supported research underpins an array of 
important discoveries, among them the Internet, Web browsers, Doppler radar, Magnetic Resonance 
Imaging, and DNA fingerprinting. Moreover, advances at the frontiers of knowledge are critical for 
strengthening national security. Advanced capability in materials science research, sensors and sensor 
network architecture, cyber-security, and data mining have a direct impact on present and future 
homeland security systems and capacity.   
 
Organizational Structure 
NSF is headed by a Director who is 
appointed by the President and confirmed 
by the Senate (Figure 2). A 24-member 
National Science Board, also appointed by 
the President with the consent of the 
Senate, meets about six times a year to 
establish the overall policies of the 
Foundation.6 The NSF workforce includes 
approximately 1,300 full-time staff. NSF 
regularly recruits visiting scientists, 
engineers, and educators who are leaders 
in their fields. Recruiting active 
researchers and educators to fill rotating 
assignments infuses new talent and 
expertise into NSF and is integral to the 
NSF’s mission of supporting the entire 
spectrum of science and engineering   
research and education, particularly 

                                                                                                                                                             
3 For more information about NSF’s merit review process, see Report to National Science Board on the NSF’s Merit 
Review Process, FY 2006, at www.nsf.gov/nsb/documents/2007/2006_merit_review.pdf. 
4 For information about the American Competitiveness Initiative and the America Competes Act, see 
www.ostp.gov/html/budget/2008/ACIUpdateStatus.pdf and www.whitehouse.gov/news/releases/2007/08/20070809-
6.html.  
5 For information about Nobel laureates who have received NSF support, see 
www.nsf.gov/news/news_summ.jsp?cntn_id=100683&org=NSF&from=news. 
6 For more information about the National Science Board, see www.nsf.gov/nsb.   

NSF Director
----------------------------
Deputy Director

Office of Inspector 
General

Office of the Director
and Staff Offices

Directorate for
Geosciences

Directorate for
Engineering

Directorate for Education
and Human Resources

Directorate for Computer &
Information Science & Engineering

Directorate for
Biological Sciences

Directorate for Social, Behavioral,
and Economic Sciences

Office of
Polar Programs

Office of Budget, Finance, and
Award Management

Office of Information 
and Resource Management

Directorate for Mathematical and 
Physical Science

Office of
Cyberinfrastructure

Office of International Science 
and Engineering

National Science Board
Chair

----------------------------
Vice Chair

Figure 2. 
National Science Foundation Organization 

http://www.nsf.gov/nsb/documents/2007/2006_merit_review.pdf
http://www.ostp.gov/html/budget/2008/ACIUpdateStatus.pdf
http://www.whitehouse.gov/news/releases/2007/08/20070809-6.html
http://www.whitehouse.gov/news/releases/2007/08/20070809-6.html
http://www.nsf.gov/news/news_summ.jsp?cntn_id=100683&org=NSF&from=news
http://www.nsf.gov/nsb
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research at the frontier.7 In addition, NSF employs contractors who are engaged in commercial 
administrative activities. 
 
President’s Management Agenda 
The President’s Management Agenda (PMA) is a government-wide effort to improve the management, 
performance, and accountability of federal agencies. In the fourth quarter of FY 2007, NSF maintained its 
“Green” status in three of five primary initiatives (Figure 3).8  
 

 NSF’s status in the Strategic Management of Human Capital initiative is currently “Yellow,” with 
“Green” in progress. NSF had maintained a “Green” status since 2005, but slipped into “Yellow” in the 
third quarter of FY 2007. NSF is working with the Office of Personnel Management (OPM) to satisfy the 
requirements that will allow the Foundation to regain its “Green” status. 
 

 NSF’s “Red” status in Competitive Sourcing remained 
unchanged.   
 

 NSF has developed an integrated strategy to maintain 
its “Green” ratings in Improving Financial Performance 
and the Performance Improvement Initiative. The focus of 
efforts in 2007 has been developing and implementing a 
process to link data on obligations and expenditures for 
projects funded in NSF’s Stewardship portfolio. Currently, 
the information is tracked at the contract level, which may 
involve multiple projects. By integrating financial and 
budgetary information, management can gain additional 
insight on current stewardship projects and improve 
planning for future projects.  
 

 NSF is a federal leader in the use of information 
technology, actively promoting simpler, faster, more accurate, and less expensive electronic business 
solutions. The agency is actively engaged in supporting numerous e-Gov and Line of Business initiatives, 
including Research.gov, a partnership of federal research-oriented grant-making agencies led by NSF that 
is working to enhance customer service through streamlining and standardizing processes among partners. 
Research.gov will leverage the capabilities of FastLane — NSF’s own Web-based system used by NSF 
customers to electronically conduct business with the agency — to deliver a single web portal for research 
institutions to find relevant information and conduct grants business with federal research agencies. 
Planned capabilities for FY 2008 and FY 2009 include a web portal which will provide e-authenticated 
access to shared services for grantee financial functions (such as financial reporting, grant payments and 
online inquiry), up-to-date status of grant applications and a policy library with federal-wide and agency-
specific policies, guides, and terms and conditions. Security of information technology systems remains a 
high management priority. The FY 2007 Federal Information Security Management program review 
recognized NSF’s strong information security and privacy programs as comprehensive and committed to 
continuous and sustained improvement.  

                                                 
7 In September 2007, temporary appointments included 167 under the Intergovernmental Personnel Act and 42 
under the Visiting Scientists, Engineers, and Educators Program. 
8 For more information about the President’s Management Agenda, see www.Results.gov. 

Baseline Status Progress
9/30/01

Strategic Management 
of Human Capital

Competitive Sourcing

Improving Financial 
Performance

Expanded E-
Government

Performance 
Improvement Initiative
Notes:

Green (G) indicates success; Yellow (Y), mixed results; and Red (R), unsatisfactory.  
Ratings are issued quarterly by OMB.

Figure 3.
President's Management Agenda Scorecard
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For the Eliminating Improper Payments Initiative, OMB has moved NSF from an annual to a 
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Meeting Future Opportunities and Challenges  
NSF faces significantly increased responsibilities in light of the President’s American Competitiveness 
Initiative and the recently enacted America Competes Act. Both call for expanded federal investment to 
drive innovation and sharpen the Nation’s competitive edge. NSF is positioned to maximize the 
opportunities this brings: NSF will direct its funding toward generating fundamental discoveries that 
produce valuable and marketable technologies; providing world class facilities and infrastructure that will 
transform research and enable discovery; and helping the Nation’s science, technology, engineering, and 
mathematics workforce prepare for the 21st century while improving the quality of math and science 
education in U.S. schools. Of highest priority is the support of frontier research that meets pressing 
national needs in security, energy, health, and the environment.  
 
NSF will also continue to participate in several government-wide initiatives. As the lead federal agency 
for the International Polar Year effort that concludes in March 2009, NSF supports research to understand 
the Earth’s extreme latitudes at scales from the global to the molecular. In its leadership role in the 
Networking and Information Technology Research and Development (NITRD) initiative, NSF will 
continue to explore the computing frontier, stimulating research advances in new algorithms, 
architectures, languages, and systems and in emerging models of computing — all enabling applications 
yet to be imagined. NSF continues to provide critical support for the National Nanotechnology Initiative 
and lead the U.S. nanotechnology research effort. NSF will also remain actively engaged in e-Gov and the 
Grants Management Line of Business (GMLoB) initiative to streamline federal grants management 
activities, for which the agency is a co-managing partner and a consortium lead. 
 
NSF has a long record of success in leveraging its agile, motivated workforce, management processes, 
and technological resources to enhance productivity and effectiveness and in maintaining costs for 
internal operations at roughly 5 percent of the agency’s annual budget. However, the opportunities 
provided by the America Competes Act come at a time when the NSF workforce and infrastructure are 
being challenged by workload issues. The rise in multidisciplinary collaborative projects, international 
activities, and major research facility projects has increased the volume as well as the complexity of the 
Foundation’s workload. While the Foundation’s budget has grown 80 percent over the past 10 years and 
the number of competitive proposals has increased 48 percent, staffing has increased less than 10 percent. 
In addition, meeting new external administrative, oversight, and accountability requirements is an 
additional burden on limited staffing and funding resources.  
 
NSF management is analyzing various aspects of the agency’s workload challenge. NSF has recently 
completed a study of the agency’s administrative functions and a pilot program is currently underway to 
test the new organizational structure and operations procedures proposed by the study. A key facet of 
NSF’s current human capital management activities is succession planning. A committee chaired by the 
Deputy Director was formed to examine current succession planning activities and define new strategies 
and initiatives to enhance the Foundation’s ability to develop and recruit high-quality candidates for 
critical positions and quickly and effectively orient new, incoming staff.  
  
Other management challenges have been identified by the NSF Office of Inspector General (OIG) in 
various areas including award and contract administration; human capital; budget, cost and performance 
integration; information technology; the U.S. Antarctic Program; and merit review. Many of these are 
long-term issues that the agency has been and continues to address. Included in Appendix 3b (page III-15) 
is a report on NSF’s recent efforts in these areas.   
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PERFORMANCE HIGHLIGHTS 
 
NSF’s leadership in advancing the frontiers of science and engineering research and education is 
demonstrated, in part, through internal and external performance assessments. The results of this process 
provide stakeholders and taxpayers with vital information about the return on their investments. In FY 
2007, performance assessment was guided by the Government Performance and Results Act of 1993 
(GPRA), by OMB’s Program Assessment Rating Tool (PART), and by NSF’s FY 2006–2011 Strategic 
Plan.9  To accomplish its mission to promote the progress of science and engineering (S&E), NSF invests 
in the best ideas generated by scientists, engineers, and educators working at the frontier of knowledge 
and across all fields of research and education. NSF’s FY 2006–2011 Strategic Plan establishes four 
overarching strategic outcome goals by which NSF measures its annual performance: Discovery, 
Learning, Research Infrastructure, and Stewardship. The four interrelated outcome goals establish an 
integrated strategy to deliver new knowledge at the frontiers, meet vital national needs, and work to 
achieve the NSF vision. The first three goals focus on NSF’s long-term investments in science and 
engineering research and education. The fourth goal—Stewardship—is an internally focused goal that 
emphasizes effective and efficient management practices.  
 
  Figure 4. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
FY 2007 Results  
The results of three strategic goals—Discovery, Learning, and Research Infrastructure—are shown in 
Figure 5. The results for the remaining goals (under Stewardship) will be reported in NSF’s FY 2009 
Budget Request to Congress. The FY 2009 Budget Request will also include a discussion of NSF’s 
performance assessment process, use of the R&D investment criteria, NSF’s extensive data verification 
and validation process, trend data, and other performance-related information.10  
 
                                                 
9 For information about NSF’s PART assessments see www.ExpectMore.gov.  NSF’s FY 2006—FY 2011 Strategic 
Plan is available at www.nsf.gov/pubs/2006/nsf0648/nsf0648.jsp. 
10 NSF’s FY 2009 Budget Request will be available on February 4, 2008 at www.nsf.gov/about/budget. 
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Figure 5.  FY 2007 Strategic Outcome Goals and Results  

 Results 
 
DISCOVERY:  Foster research that will advance the frontiers of knowledge, emphasizing areas of greatest 
opportunity and potential benefit, and establishing the Nation as a global leader in fundamental and 
transformational science and engineering.  
 FY 2007 Results: Assessments by external experts determined that NSF has demonstrated significant 
achievement of this goal; the assessment process was verified and validated by an external, independent 
consultant. 

 
  FY 2003 
  FY 2004 
  FY 2005 
  FY 2006 
  FY 2007 

 
LEARNING:  Cultivate a world-class, broadly inclusive science and engineering workforce, and expand the 
scientific literacy of all citizens.  
FY 2007 Results: Assessments by external experts determined that NSF has demonstrated significant 
achievement of this goal; the assessment process was verified and validated by an external, independent 
consultant. 

 
  FY 2003 
  FY 2004 
  FY 2005 
  FY 2005 
  FY 2007  

 
RESEARCH INFRASTRUCTURE:  Build the nation’s research capability through critical investments in 
advanced instrumentation, facilities, cyberinfrastructure, and experimental tools. 
FY 2007 Results: Assessments by external experts determined that NSF has demonstrated significant 
achievement of this goal; the assessment process was verified and validated by an external, independent 
consultant. 

 
  FY 2003 
  FY 2004 
  FY 2005 
  FY 2006 
  FY 2007 

 
 

  Indicates successful achievement. 
    
In FY 2007, Discovery, Learning, and Research 
Infrastructure accounted for 95 percent of NSF’s 
investment portfolio (Figure 6). Outcomes under these 
goals are assessed annually by the Advisory Committee 
for GPRA Performance Assessment (AC/GPA), which 
comprises experts in various disciplines and fields of 
science, engineering, mathematics, and education. After 
reviewing over 1,100 outstanding accomplishments 
compiled by NSF program officers, award abstracts, 
investigator project reports, and Committees of Visitors 
(COV) reports, the advisory committee determined that 
for FY 2007, NSF had made significant achievements in 
the Discovery, Learning, and Research Infrastructure 
goals.11   Moreover, the process of assessment by the 
AC/GPA advisory committee was itself reviewed and 
validated by an independent, external management 
consulting firm.   
 
Assessing Long-Term Research 
GPRA requires federal agencies to develop a strategic plan, establish annual performance goals, and 
report annually on the progress made toward achieving these goals. NSF’s mission is to fund long-term 
science and engineering research and education where outcomes and results can be unpredictable. Science 
and engineering research projects can generate discoveries in an unrelated area, and it can take years to 
recognize discoveries and their impact. Moreover, serendipitous results can be the most interesting and 

                                                 
11 The FY 2007 AC/GPA report is available at www.nsf.gov/publications/pub_summ.jsp?ods_key=nsf07207. 

 Figure 6.  
FY 2007 Budget Obligations, 

$5.88 Billion*

Stewardship 
$0.32 B 

(5%)

Discovery 
$3.20 B 
(54%)

Learning
 $0.79 B
(13%)

Research 
Infrastructure 

$1.58 B 
(27%)

*Totals may not add due to rounding. 

http://www.nsf.gov/publications/pub_summ.jsp?ods_key=nsf07207
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most important. Assessing the impact of advances in science and engineering is inherently retrospective 
and is best performed using the qualitative judgment of experts. The value of expert review was affirmed 
in the 2001 report from the Committee on Science, Engineering, and Public Policy (COSEPUP) of the 
National Academy of Sciences, the National Academy of Engineering, and the Institute of Medicine.12   
 
As shown in the Figure 4, NSF uses a multi-layer assessment approach, integrating quantitative metrics 
and qualitative reviews. The use of external experts to review results and outcomes is a longstanding 
practice in the academic community. NSF’s use of such panels, such as the COVs and Advisory 
Committees, pre-dates GPRA. On broader issues, NSF often uses external third parties such as the 
National Academies for review. The Foundation also convenes external panels of experts for special 
studies.13  
 
The AC/GPA was formed by NSF to provide an annual review of the agency’s accomplishment with 
respect to the agency’s GPRA strategic goals. The AC/GPA also provides recommendations to the NSF 
Director regarding NSF’s performance under GPRA. Each year, the AC/GPA also provides 
recommendations on ways to improve the assessment process. A particular emphasis from the committee 
in FY 2007 was how well the material provided covered the full NSF portfolio. This will be a particular 
focus for the FY 2008 review.  
 
For Stewardship, NSF’s goals are principally quantitative and focus on administration, management, and 
customer service. 
 
Research Highlights  
The following are examples of NSF-supported research results reported in FY 2007. Additional results 
can be found at www.nsf.gov/discoveries.  
 
► Creating an Energy-Efficient Internet:  
Researchers at the University of South Florida and the 
University of Florida are investigating new ways to 
reduce Internet energy consumption by reducing the 
energy wasted by idle network links and networked 
edge devices such as PCs and set-top boxes. These 
devices typically remain powered-up during frequent 
and lengthy periods of idleness.  Estimates of the 
potential savings from this research are hundreds of 
millions of dollars per year in the United States alone. 
One goal of this project is to work with the energy 
efficiency community, government agencies, 
networking equipment manufacturers, and the 
                                                 
12 Quoting the report, Implementing the Government Performance and Results Act for Research: A Status Report:  
“Because we do not know how to measure knowledge while it is being generated and when its practical use cannot 
be predicted, the best we can do is ask experts in the field—a process called expert review—to evaluate research 
regularly while it is in progress. These experts, supplemented by quantitative methods, can determine whether the 
knowledge being generated is of high quality, whether it is directed to subjects of potential importance to the 
mission of the sponsoring agency, and whether it is at the forefront of existing knowledge—and therefore likely to 
advance the understanding of the field.” (National Academy of Sciences, Committee on Science, Engineering, and 
Public Policy; Washington, D.C., National Academy Press, 2001).   
13 A schedule of NSF’s program evaluations and a list of the external evaluations completed in FY 2007 will be 
included with the FY 2009 Budget Request.     
 

The image depicts the IEEE 1621 symbol for low-power sleep and 
an Ethernet connector. Together they symbolize the goal of 
reducing the energy used by ethernet networks.  Credit:  Bruce 
Nordman at LBNL.  

http://www.nsf.gov/discoveries
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standards bodies that govern networking equipment operation.  The researchers are also working with the 
EPA Energy Star program to incorporate their research into new energy management specifications for 
new products. 
 
► Creating Effective Tools and Techniques for Visually 
Impaired Students in Chemistry:  NSF-supported researchers 
have developed devices and lab procedures that allow blind and 
visually impaired students to conduct general chemistry 
laboratory experiments without the aid of sighted assistants. The 
research team at Penn State’s Independent Laboratory Access for 
the Blind project (ILAB) has produced several devices for 
conducting chemistry experiments including a hand-held, 
submersible audible light sensor that fits in a test tube and 
converts light intensity to an audible signal. Another device the 
team created is an inexpensive portable color recognizer to detect 
the color of a substance in a beaker. The ILAB team also works 
with industry partners, including the Vernier Software and 
Technology Company, to make commonly used scientific 
software accessible to blind students who use speech output 
systems when conducting chemistry experiments independently.  
 

► South Pole Telescope: The largest telescope (10m) in Antarctica 
was successfully constructed and tested at the South Pole during the 
100-day 2006–2007 summer season. Observations from this 
telescope will provide data for new insights into the topics of 
several national reports, including the 2000 Decadal Report on 
Astronomy and Astrophysics, the National Research Council’s 
Connecting Quarks with the Cosmos, the Office of Science and 
Technology Policy report Physics of the Universe, and most 
recently the reports of the Cosmic Microwave Background Task 
Force and the Dark Energy Task Force. 

 
 
►Using Visible Light to Destroy Pathogens 
in Water: Chemical byproducts from 
disinfecting water can be toxic or can cause 
cancer. A safer way to treat water uses light to 
destroy pathogens but problems with titanium 
dioxide catalysts have stymied this approach.  
Using nanomaterials, researchers at the NSF-
supported Center of Advanced Materials for 
the Purification of Water with Systems, an 
NSF Science and Technology Center, 
developed effective titanium dioxide catalysts. 
This removes the primary obstacle to using 
light for water treatment and makes it possible 
to use visible light, rather than UV, to 
disinfect drinking water. 

Blind students independently conduct a 
chemistry experiment.  Credit:  Reprinted with 
permission from C&EN. Copyright 2007 
American Chemical Society. Photograph by 
Linda Wang. 

South Pole Telescope.  Credit:  Photo courtesy United States Antarctic Program.  

Transmission electron microscopy image of bacillus spores before (left) 
and after (right) photocatalytic treatment. Credit:  Mark Shannon, 
University of Illinois. 
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MANAGEMENT ASSURANCES 
 
The Federal Managers’ Financial Integrity Act of 1982 (FMFIA) requires agencies to establish internal 
control and financial management systems that provide reasonable assurance that the integrity of federal 
programs and operations are protected in accordance with guidance provided by the Office of 
Management and Budget (OMB) Circular A-123,  Management’s Responsibility for Internal Control. In 
FY 2006, NSF established a program to identify and document all business processes and controls over 
those processes, assess their risk, and test the key controls in those processes. A scope limitation was 
imposed for the financial control review to allow the agency a three-year period to better ensure 
implementation of all A-123 Appendix A requirements. This was a strategic option offered by OMB to all 
agencies. Adopting this strategy precludes NSF from reaching a level of full assurance regarding controls 
for FY 2007, but better ensures that NSF will have in place the internal control infrastructure necessary to 
reach and maintain a level of full assurance at the close of FY 2008.   
 
In FY 2007, NSF reviewed and evaluated significant entity-level control activities currently in place to 
support compliance with FMFIA and other applicable laws and regulations, which included (but was not 
limited to) the NSF Act of 1950, as amended; Annual Appropriation Law; Government Performance and 
Results Act of 1993; Clinger-Cohen Act of 1996; Federal Information Security Management Act of 2002; 
Chief Financial Officers Act of 1990, as amended; Federal Financial Management Improvement Act of 
1996; Improper Payments Information Act of 2002; Single Audit Act of 1984, as amended; and the 
Inspector General Act of 1978, as amended.  
 
NSF conducted a review of lessons learned from FY 2006 for its Accountability and Performance 
Integration Council (APIC), which is the equivalent of a Senior Assessment Team. NSF also 
implemented an Internal Controls Training Program for the APIC Internal Controls Working Group 
(ICWG) and our Business Process Owners (BPO).  NSF managers continued to identify the processes that 
achieve the mission of the agency and the internal controls of its programs and administrative operations. 
Eight major processes and 38 sub-processes have been identified so far. NSF refined its risk assessment 
methodology to identify areas of inherent risk and used the results to target the controls for management’s 
focus year-to-year. In FY 2008, NSF expects to have an internal control system that meets all the 
requirements of the revised A-123 guidance. The results of NSF’s assessment of the adequacy of internal 
controls entity-wide, including financial controls, are reported in the NSF FY 2007 FMFIA Assurance 
Statement (see page I-11).  
 
NSF conducted a review of its Financial Accounting System (FAS) in accordance with OMB Circular A-
127 and the Federal Financial Management Improvement Act (FFMIA). Based on the results of the 
review we can provide reasonable assurance that our financial management systems substantially comply 
with federal financial management systems requirements, applicable federal accounting standards, and the 
U.S. Government Standard General Ledger (SGL) at the transaction level. 
 
Based on the reviews conducted during the year, APIC and the Senior Management Round Table 
(SMaRT), with concurrence of the Chief Operating Officer/Deputy Director, recommended a statement of 
limited assurance to the NSF Director for FY 2007. The recommendation noted that management found 
no evidence of material weakness in either financial controls or entity-wide controls. The 
recommendation also noted that NSF internal controls meet the provisions of FMFIA, as implemented by 
A-123, including compliance with OMB Circular A-127, Financial Management Systems.   
 
In the FY 2007 Independent Auditor’s Report, NSF received an unqualified opinion of our financial 
statements, with no material weaknesses.14    

                                                 
14 See Appendix 1, page III-1, for Summary of Financial Statement and Management Assurances tables.  



              Management’s Discussion and Analysis 
 
 

 
I-11 

 
 

NSF FY 2007 Federal Managers’ Financial Integrity Act 
Assurance Statement 

 
The National Science Foundation (NSF) is responsible for establishing and maintaining effective 
internal control and financial management systems that meet the objectives of the Federal 
Managers’ Financial Integrity Act (FMFIA). These objectives are to ensure effective and efficient 
operations, compliance with applicable laws and regulations, and reliable financial reporting. 
 
For Fiscal Year 2007, the Foundation is providing a qualified statement of assurance that its 
internal controls and financial management systems meet the objectives of FMFIA. This 
qualification is due to a scope limitation related to the agency’s plan to implement Appendix A of 
OMB Circular A-123 over a three-year period, as described below.   
 
NSF conducted its evaluation of internal control over the effectiveness and efficiency of operations 
and compliance with applicable laws and regulations in accordance with OMB Circular A-123. 
Based on the results of this evaluation, NSF identified no material weaknesses under Section 2 of 
FMFIA and no system nonconformances under Section 4 of FMFIA. NSF provides reasonable 
assurance that its internal controls over the effectiveness and efficiency of operations and its 
compliance with applicable laws and regulations, as of September 30, 2007, were operating 
effectively, and no material weaknesses were found in the design or operation of these internal 
controls.   
 
NSF conducted its assessment of internal control over financial reporting in accordance with the 
requirements of Appendix A of OMB Circular A-123. A limited number of processes that could 
potentially impact financial reporting were not included in the scope of this assessment. These 
excluded processes will be included during the agency’s FY 2008 internal control review. Other 
than the scope limitation covering those processes that were not tested, NSF provides reasonable 
assurance that the internal controls over financial reporting as of June 30, 2007, were operating 
effectively and no material weaknesses were found in the design or operation of these internal 
controls.  
 
The Federal Financial Management Improvement Act of 1996 (FFMIA) requires agencies to 
implement and maintain financial management systems that are substantially in compliance with 
federal financial management systems requirements, federal accounting standards, and the United 
States Government Standard General Ledger at the transaction level. NSF financial management 
systems substantially comply with FFMIA.  

 

 
 
    November 13, 2007 
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FINANCIAL DISCUSSION AND ANALYSIS 
 
NSF’s commitment to excellence, results-oriented management, and stewardship encompasses the 
agency’s financial management arena. NSF’s goal of excellence in financial management focuses on 
providing the highest business services to our customers, stakeholders, and staff through effective 
financial control, prompt and streamlined work processes, and reliable and timely financial information to 
support sound management decisions. The result has been an established record of effectiveness in federal 
financial management and a leadership role in government-wide grants management activities.   
 
In FY 2007, NSF successfully maintained “Green” ratings in both the President’s Management Agenda 
(PMA) financial performance initiative and the Department of Treasury’s Financial Management 
scorecard. NSF also achieved top scores in the government-wide Chief Financial Officers (CFO) 
Council’s financial management metrics. With respect to improper payments, since NSF has been below 
the OMB reporting threshold, the agency is now reporting on a three-year cycle.15 In addition, NSF 
implemented the new Federal Financial Report (FFR) for grant recipients and is participating in OMB’s 
alternative PAR pilot. NSF has a leadership role in a number of federal initiatives, including the CFO 
Council Grants Policy Committee and the Grants Management Line of Business (GMLoB) initiative. 
Consistent with our leadership role, the agency is pursuing an integrated approach in its involvement with 
the grants and financial management lines of business initiatives.  
  
As part of our stewardship commitment, NSF prepares annual financial statements in conformity 
with general accepted accounting principles (GAAP) of U.S. federal government entities and 
subjects them to an independent audit to ensure their integrity and reliability in assessing 
performance. For FY 2007, NSF received an unqualified audit opinion. The audit report noted no 
material weaknesses but included two significant deficiencies: Contract Monitoring (repeated from the 
prior year) and Property, Plant and Equipment Accounting and Reporting. NSF is addressing both 
deficiencies through a combination of process and system improvements. NSF’s efforts in developing and 
implementing a comprehensive post-award monitoring program has resulted in the removal of last year’s 
post-award monitoring deficiency.    
 
Understanding the Financial Statements 
NSF’s FY 2007 financial statements and notes are presented in accordance with OMB Circular No. A-
136, Financial Reporting Requirements dated June 29, 2007. NSF’s current year financial statements and 
notes are presented in a comparative format. The Stewardship Investment schedule presents information 
over the last five years. Figure 7 summarizes the significant changes in NSF’s financial position in FY 
2007.  
 

Figure 7. 
Significant Changes in NSF’s Financial Position in FY 2007 

(Dollars in Thousands)  
 

 
 

 

                                                 
15 For more information on Improper Payments Information Act reporting, see Appendix 2, page III-3. 

Net Financial 
Condition FY 2007 FY 2006

Increase/       
(Decrease) % Change

Assets $8,726,006 $8,247,611 $478,395 6%
Liabilities $515,430 $441,720 $73,710 17%
Net Position $8,210,576 $7,805,891 $404,685 5%
Net Cost $5,636,129 $5,595,761 $40,368 1%
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Figure 9.  
FY 2007 Liabilities

Accounts 
Payable 

$38.4M  (7.4%)

Accrued 
Liabilit ies - 
Contracts, 
Payroll and 

Other $25.0M  
(4.9%)

Accrued 
Liabilit ies - 

Grants 
$360.5M  
(69.9%)

Accrued 
Annual Leave 

$14.3M  (2.8%)

Advances from 
Others $72.0M  

(14.0%)
FECA 

Employee 
Benefits $1.5M  

(0.3%)

Employer 
Contribut ions 

and Other 
$0.7M  (0.1%)

Other 
Intragovern. 

Liabilit ies 
$3.1M  (0.6%)

Figure 10.
FY 2007 Net Cost

Learning
$849.3 M
 (14.9%)

Research 
Infrastructure

$1,621.1 M 
(28.4%)

Discovery
$3,242.6 M

(56.8%)

The following is a brief description of the nature of each required financial statement and its relevance.  
Certain significant balances or conditions are explained to help clarify their relationship to NSF 
operations.  
 
Balance Sheet: The Balance Sheet presents the 
total amounts available for use by NSF (assets) 
against the amounts owed (liabilities) and 
amounts that comprise the difference (net 
position). Three line items consisting of Fund 
Balance with Treasury; Property, Plant and 
Equipment; and Advances represent 99 percent 
of NSF’s current year assets (Figure 8). Fund 
Balance with Treasury is funding available 
through the Department of Treasury accounts 
from which NSF is authorized to make 
expenditures and pay amounts due. Property, 
Plant and Equipment comprises capitalized 
property located at NSF headquarters and NSF-
owned property in New Zealand and Antarctica 
that support the U.S. Antarctic Program 
(USAP). Advances are funds advanced to NSF 
grantees, contractors, and other government 
agencies.  
 
 Three line items, Accounts Payable, Accrued 
Liabilities-Grants, and Advances from Others 
represent 91 percent of NSF’s current year 
liabilities (Figure 9). Accounts Payable includes 
liabilities to NSF vendors for unpaid goods and 
services received. Accrued Liabilities-Grants are amounts recorded for NSF’s grants for which grantees 
have incurred costs but have not submitted their Federal Cash Transaction Reports (FCTR). Advances 
from Others represent payments received in advance from other federal agencies through interagency 
agreements for services that have not been performed.    
 
Statement of Net Cost: This statement presents 
the annual cost of operating NSF programs. 
Gross cost less any offsetting revenue for each 
NSF program is used to arrive at the net cost of 
specific program operations. Intragovernmental 
Earned Revenues are recognized when these 
related program or administrative expenses are 
incurred and deducted from the full cost of the 
programs to arrive at the Net Cost of Operation.  
Approximately 95 percent of all current year 
NSF costs incurred were directly related to the 
support of the Discovery, Learning, and 
Research Infrastructure strategic goals. Costs 
were incurred for indirect general operation 
activities (e.g., salaries, training, activities 

Figure 8. 
FY 2007 Assets

Cash
$16.2 M (0.2%)

Advances
$114.6 M 

(1.3%)

Accounts 
Receivable

$24.8 M (0.3%)

Property, Plant 
and Equipment

$260.2 M 
(3.0%)

Funds Balance 
with Treasury
$8,310.2 M 

(95.2%)

Note: Included in Discovery, Learning, and Research 
Infrastructure is approximately 5 percent of NSF’s total 
funding that is devoted to Salaries & Expenses, the National 
Science Board and the Office of Inspector General for the 
administration and management costs addressed by NSF’s 
Stewardship strategic goal.  Totals may not add due to 
rounding. 
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related to the advancement of NSF information systems technology, and activities of the NSB and the 
OIG). These costs were allocated to the Discovery, Learning, and Research Infrastructure strategic goals 
and account for 5 percent of the total current year Net Cost of Operations. These administrative and 
management activities are the focus of our Stewardship strategic goal.  
    
Statement of Changes in Net Position: This statement presents the sum of cumulative net results of 
operation since inception and unexpended appropriations. NSF’s Net Position increased to $8.2 billion in 
FY 2007—an increase of five percent—due to the increase in Unexpended Appropriations and 
Cumulative Results of Operations. Unexpended Appropriations is affected mainly by Appropriations 
Received and Appropriations Used, with minor impact from a non-expenditure Transfer of $5.7 million 
from the U.S. Agency for International Development (USAID).  
 
Statement of Budgetary Resources: This statement provides information on how budgetary resources were 
made available to NSF for the year and the status of those budgetary resources at year-end.  For FY 2007, 
new Budgetary Authority for Research and Related Activities, Education and Human Resources, Major 
Research Equipment and Facilities Construction, the combined National Science Board, OIG and Salaries 
& Expenses were $4,666 million, $797 million, $191 million and $264 million, respectively. Total 
Budgetary Resources increased by 5.0 percent and Net Outlays decreased slightly by 0.2 percent in FY 
2007. The Net Outlays reported on this statement reflects the actual cash disbursed for the year by 
Treasury for NSF obligations and is reduced by the amount of Distributed Offsetting Receipts.   
 
Stewardship Investments: NSF-funded investments yield long-term benefits to the general public. NSF 
investments in research and education yield quantifiable outputs, including the number of awards made 
and the number of researchers, students, and teachers supported or involved in the pursuit of discoveries 
in science and engineering and in science and math education.  The incremental decrease in the net costs 
of Research and Human Capital Activities reflects a decrease in education and training activities. The 
increase in support to scientists, postdoctoral programs, and graduate students and the increase in the 
number of people directly involved in NSF-supported activities primarily reflect the increase funding in 
basic and applied research.    
 
Limitations of the Financial Statements   
In accordance with the revised guidance OMB Circular No. A-136, Financial Reporting Requirements, 
we are disclosing the following limitations of NSF’s FY 2007 financial statements, which appear in 
Chapter II of this report: The financial statements have been prepared to report the financial position and 
results of operations of NSF, pursuant to the requirements of 31 U.S.C. 3515(b). While the statements 
have been prepared from NSF books and records in accordance with U.S. generally accepted accounting 
principles (GAAP) for federal entities and the format prescribed by OMB, the statements are in addition 
to the financial reports used to monitor and control budgetary resources, which are prepared from the 
same books and records. The statements should be read with the realization that they are for a component 
of the U.S. government, a sovereign entity.  
 
Budgetary Integrity: NSF Resources and How They Are Used  
NSF is funded primarily through six Congressional appropriations that totaled $5.9 billion in FY 2007. 
Other FY 2007 revenue sources included $106.0 million in reimbursable authority, $5.7 million in 
appropriation transfers from other federal agencies, $107.4 million in H-1B collections and $41.3 million 
in donations to support NSF activities.16 NSF made investments in fundamental research and education to 
the Foundation’s agency’s three mission-oriented strategic outcome goals of Discovery, Learning, and 

                                                 
16 Donations of $41.28 million include $406,847 of interest earned on the donations received in FY 2007.   
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Research Infrastructure. About 5 percent of NSF’s budget was for Stewardship activities focused on 
internal agency operations and award management activities.17      
 
Major investments were made in Networking and Information Technology Research and Development; 
the National Nanotechnology Initiative; Cyberinfrastructure; Mathematical Sciences; International Polar 
Year; Biocomplexity in the Environment; and Human and Social Dynamics. NSF also supported 
education activities for students and teachers from pre-K through the post-doctoral level. Among major 
research facility and equipment projects supported were the Atacama Large Millimeter Array, which 
when completed will be the world’s most sensitive, highest resolution, millimeter-wavelength telescope; 
EarthScope, a distributed geophysical instrument array that will enhance our understanding of the 
structure and dynamics of the North America continent; and the IceCube Neutrino Detector Observatory 
in Antarctica.  At the time of this report, NSF had not yet received its FY 2008 appropriations.  
 
Financial System Strategy 
The goal of NSF’s Financial Accounting System (FAS) is to provide quality business services to our 
customers through effective funds control, efficient award processes, and reliable and timely financial 
data to inform management decisions. FAS is a custom developed online, real-time system that provides 
the full spectrum of financial transaction functionality required by a grants-making agency and complies 
with government-wide rules and regulations for financial management systems .   
 
FAS is integrated with NSF’s core business systems, including the Proposal and Reviewer System 
(PARS), the Awards System, Guest (panelists) Travel and Reimbursement System, eTravel System and 
the FastLane System that supports grants management. FAS supports both the grant and core financial 
processes and is used to monitor, control, and ensure the management and financial accountability of over 
20,000 active awards with nearly 1,900 external grantee institutions. FAS distributes funds electronically 
to grantees in a seamless and controlled environment and interfaces information to the FastLane system 
that allows grantees the ability to check available funds in real time on a daily basis. The reporting 
capabilities built into the FAS software include on-line lookups to verify funds, track commitments and 
obligations, and the ability to generate daily, weekly, monthly, and quarterly reports that provide up-to-
date financial information about NSF operations for program and grantee decision support. All FAS-
generated reports are posted electronically and are available to staff via Report.web, which is a web-based 
application that streamlines information distribution. In addition, information from FAS is captured and 
used in our Enterprise Information System. 
 
NSF’s ability to meet interface and integration requirements of any government-wide initiative (e.g. e-
Travel and e-Learning), to adopt new legislative, regulatory, and policy requirements as they are 
promulgated, and to implement required technical upgrades is resource dependent. Consistent with NSF's 
eGovernment Implementation Plan, FAS will remain in a steady-state phase in the FY 2007-FY 2012 
timeframe. The Financial Management Line of Business (FMLoB) continues to define government-wide 
standards that all agencies will be required to implement. In order to meet these new requirements, NSF is 
beginning to develop a strategy for our future financial management system that complies with the 
FMLoB guidelines. A key element for the future financial management system is to ensure that NSF 
continues to support fully integrated grant financial requirements within the financial system framework. 
NSF will analyze the FMLoB Shared Service Provide (SSP) options in 2008, leading to a Business Case 

                                                 
17 The FY 2007 budget was formulated under the FY 2003-2008 strategic plan which identified the agency’s four 
strategic goals as Ideas, People, Tools, and Organizational Excellence, which are comparable to NSF’s current 
strategic goals of Discovery, Learning, Research Infrastructure, and Stewardship, identified in NSF’s FY 2006-2011 
strategic plan. Also, in the FY 2008 Budget Request, the Salaries and Expenses appropriation was renamed Agency 
Operations and Award Management    
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Feasibility Study for the financial management system in 2009. NSF will also identify the 
interrelationships between the FMLoB and the GMLoB to ensure that all requirements will be identified 
to support NSF’s status as a GMLoB Consortia Lead for grants management. 
 
Key Financial Metrics  
This section presents selected key financial measures of NSF’s core business of awarding grants and our 
progress in associated electronic processes.   
 
Since inception of the Department of Treasury’s Financial Management Service Scorecard in FY 2004, 
NSF has consistently received the highest “Green” ratings for accuracy and timeliness of our financial 
reporting in the quarterly ratings (Figure 11.) 
 

   *  FMS 224, SF1218/1221 and FMS 1219/1220.

Yellow:  If differences are older than 3 months but less than 6 
months.

Checks issued 
Comparison Reporting

Red:  If differences are older than 6 months.                                 
N/A: If agency does not have disbursing authority.

N/A

Green : If differences outstanding for less than 3 months.              

   ** Most current data available.

Figure 11.
U.S. Department of Treasury Financial Management Scorecard

Category Standard Results (as of 
6/30/07)**

Green : If differences outstanding for less than 3 months.  

Red:  If original submitted after the 3rd workday and/or 
supplemental submitted after the 4th workday.

Accuracy of Reporting* Yellow:  If differences are older than 3 months but less than 6 
months.

Red:  If differences are older than 6 months.

Yellow:  If original submitted by the 3rd workday and 
supplemental report submitted on the 4th workday.Timeliness of Reporting*

Green : If original and supplemental reporting completed by the 
third workday.

G
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Figure 12. 

Percent of FCTR's Received 
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Note: Grantees are required to report the status of funds received from NSF on a quarterly basis 
through the submission of a Federal Cash Transaction Report (FCTR) or the Federal Financial Report 
(FFR). The reports are prepared and submitted by the grantee electronically to NSF through the 
FastLane Financial Function. 
* FY 2007 Q3 is most current data available. 
 

 
Figure 12 focuses on the SF 272 Federal Cash Transaction Report (FCTR) and Federal Financial Report 
(FFR) processes, key parts of NSF’s core grant business. The FCTR/FFR collection rate is shown for the 
past five years. NSF routinely collects over 99.9 percent of all required FCTR/FFRs—a collection rate 
that significantly exceeds that of other federal agencies. 
 
 

            Figure 13. 
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* FY 2007 Q3 is most current data available. 

 
Figure 13 shows the results of NSF's increased emphasis on enhanced FCTR monitoring activities 
implemented in January 2005. Unexpended federal cash held by grantees has dropped by an average of 
about $14 million per quarter due to NSF monitoring activities, indicating improved cash management on 
the part of the NSF grantees. 
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CFO COUNCIL METRIC TRACKING SYSTEM

Definition Standard Data through 
6/29/07

Green:  fully successful <= 2%

Yellow:  minimally successful > 2% - <= 10%

Red:  unsuccessful > 10% 

Green:  fully successful <= 10%

Yellow:  minimally successful > 10% - <= 20%

Red:  unsuccessful > 20% 

Green:  fully successful <= 10%

Yellow:  minimally successful > 10% - <= 20%

Red:  unsuccessful > 20% 

Green:  fully successful >= 96%

Yellow:  minimally successful >= 90% - < 96%

Red:  unsuccessful > < 90% 

Green:  fully successful >= 98%

Yellow:  minimally successful >= 97% - < 98%

Red:  unsuccessful < 97%

Green:  fully successful <= 0.02%

Yellow: minimally successful>0.02% -<= 0.03%

Red:  unsuccessful > 0.03% 

Green:  fully successful <= 2%

Yellow:  minimally successful > 2% - <= 4%

Red:  unsuccessful > 4%

Green:  fully successful = 0%

Yellow:  minimally successful > 0% - <= 1.5%

Red:  unsuccessful > 1.5%

Green:  fully successful = 0%

Yellow:  minimally successful > 0% - <= 1.5%

Red:  unsuccessful > 1.5%

6c. Purchase Card 
Delinquency Rates 

The percent of purchase card balances 
outstanding over 61 days.  GREEN   0.0%

6a. Travel Card 
Delinquency Rates 
Individually Billed 
Account (IBA) 

The percent of travel card balances 
outstanding over 61 days for Individually 
Billed Accounts (IBA). 

RED  6.2%

6b. Travel Card 
Delinquency Rates 
Centrally Billed 
Account (CBA) 

The percent of travel card balances 
outstanding over 61 days for Centrally Billed 
Accounts (CBA). 

GREEN   0.0%

5a. Percent Non-
Credit Card Invoices 
Paid on Time 

How many non credit card invoices are paid 
on time in accordance with the Prompt 
Payment Act (PPA).

YELLOW   97.4%

5b.  Interest Penalties 
Paid 

The amount of interest penalties paid on late 
invoices relative to total dollars paid in 
accordance with the PPA.

GREEN   0.011%

Figure 14.

4. Electronic 
Payments 

The number of electronic payments 
measures the extent to which vendors are 
paid electronically.

GREEN   99.2%

1. Fund Balance with 
Treasury (Net) 

Identifies the difference between the fund 
balance reported in Treasury reports and 
the agency fund balance with Treasury 
recorded in its general ledger on a net basis.

GREEN   0.0%

2. Amount in 
Suspense (Absolute) 
Greater than 60 Days 
Old

The timeliness of clearing and reconciling 
suspense accounts.  This metric is reported 
quarterly. GREEN   0.0%

FINANCIAL MANAGEMENT INDICATORS

3. Delinquent 
Accounts Receivable 
from Public Over 180 
days 

The success in reducing or eliminating 
delinquent accounts receivable from the 
public.  This metric is reported quarterly.

RED   21.3%

Indicator

 
 
Figure 14 is NSF’s CFO Metrics Tracking System (MTS) Scorecard for June 2007, the most recent data 
available. The MTS, sponsored by the CFO Council Committee on Performance Measurement, provides 
monthly details on core financial metrics across government. Indicator 3—the ratio of public receivables 
greater than 180 days to total receivables—was caused by a single delinquent debt out of the pool of NSF 
outstanding public receivables, causing the MTS score for NSF to experience an anomaly from the 
normal scoring it receives.  NSF’s receivables are generally among the lowest of all government agencies. 
A “Yellow” reported for Indictor 5a, “Percent Non-Credit Card Invoices Paid on Time,” can be attributed 
to a minor change in interest paid which is not likely to continue over future monthly reports. Indicator 
6a, “Travel Card Delinquency Rates Individually Billed,” may continue to alternate between “Green” and 
“Red” until the NSF travel administration system, FedTraveler, becomes fully integrated into NSF’s 
Financial Accounting System. Generally, since MTS was launched in January 2005, NSF has had the 
most consistently high scores of any government agency. To see scorecards and for additional 
information about the Metrics Tracking System, see http://www.fido.gov/mts/cfo/public.   
 
In April 2007. NSF began participating in the Financial Management Services Metrics (FMSM) Program 
developed by the Financial Management Line of Business (FMLoB), in collaboration with the federal 
financial management community. The FMSM established a set of Financial Services Metrics that will 
facilitate an assessment of financial services government wide. FMSM metrics have been designed to 

http://www.fido.gov/mts/cfo/public
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help identify opportunities to improve the performance and affordability of the financial services provided 
by Shared Service Providers and federal agencies. There is currently insufficient Program history to be 
able to assess the relative value or context of NSF's participation in this Program. 
 

 
 

Figure 15. 
Recent Trends 

 
The following table summarizes several of NSF’s key workload and financial indicators. Obligations are a direct result of 
each year’s appropriation while expenses reflect multiple years of prior obligations.  Of real significance is the 10.6 percent 
increase since FY 2004 in the number of competitive awards while staffing (FTE) has increased less than 3 percent.  

 
(Dollars in Millions) 

FY 2004 FY 2005 FY 2006 FY 2007
Obligations Incurred $5,870.72 $5,653.90 $5,878.01 $6,169.19 5.1%
NSF Expenses (Net of Reimbursements) $5,100.14 $5,408.17 $5,595.76 $5,636.13 10.5%
Stewardship (Expenses) $268.30 $292.43 $321.09 $275.99 2.9%
FTE (includes OIG) 1,274 1,279 1,277 1,310 2.8%
Competitive Proposals 43,851 41,760 42,377 44,598 1.7%
Competitive Awards 10,380 9,794 10,450 11,484 10.6%
Average Annual Award Size $139,637 $143,669 $134,595 $144,804 3.7%
Average Award Duration (in yrs) 2.9 2.9 2.9 2.9 0.0%
Property (PP&E, Net of Depreciation) $240.44 $257.56 $261.35 $260.21 8.2%
Total Assets $7,929.03 $8,075.06 $8,247.61 $8,726.01 10.1%

%Change 
FY 04-07

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Future Business Trends and Events  
The future will require a continued focus on management excellence through increased attention to 
specific financial operations and strategic issues. The PMA and other new administrative policy initiatives 
mandate that NSF, like other federal agencies, demonstrate consistent progress in improving financial 
management practices as well as adapt to changing management and policy initiatives. We are committed 
to leveraging technology and human capital resources to improve operations and services to our 
customers and stakeholders. In addition, we proactively address management challenges identified 

Percent Change: FY 2004 to FY 2007
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through internal review and oversight.  In this section, we describe some of the areas that the agency will 
be focusing on in both the immediate future and the long term. 
 
OMB Circular A-123: NSF is in its second year of a three-year implementation plan for our internal 
controls program under the revised OMB Circular A-123, Management Responsibility for Internal 
Controls, Appendix A guidance. In FY 2007, NSF opted for a scope limitation and worked on a plan to 
ensure the Foundation’s internal controls program will be fully implemented by the end of FY 2008. 
Several additional key business processes have been identified for documentation and testing in FY 2008. 
We have also refined our risk assessment process and FMFIA review program. These improvements are a 
key part of ensuring full compliance with A-123 by the end of FY 2008. 
 
E-Travel: NSF is the lead agency in implementing EDS’s FedTraveler, one of three government-wide 
approved e-Travel Presidential initiative systems. NSF is paving the way for other agencies to follow. In 
FY 2007, NSF staff continued to work with the vendor to correct ongoing issues with the system. NSF 
will continue efforts toward improving and enhancing the system to ensure that it fully supports the needs 
of the agency. 
 
Federal Financial Report (FFR): As part of its implementation initiatives for the Federal Financial 
Assistance Management Improvement Act of 1999 (P.L. 106–107), OMB is consolidating and replacing 
existing grant recipient financial reporting forms with a single Federal Financial Report (FFR). The FFR 
provides grantees with a financial reporting process that will be common to all federal agencies while 
simplifying reporting requirements, procedures, and associated business processes. The FFR will utilize a 
standardized pool of data elements as defined by the Grants Policy Committee of the Federal Chief 
Financial Officers Council. NSF implemented the FFR in FastLane Financial Functions as an optional 
grantee expenditure report during July 2007. Additionally, NSF plans to develop a FFR within its 
Research.gov initiative that will be offered to other federal research-oriented agencies. NSF’s FFR will 
assist OMB in advancing Federal Grants Streamlining initiatives, reinforce NSF leadership within the 
federal grants management arena, and maintain the customized integration of business processes and 
systems inherent in NSF’s end-to-end systems. The FFR is in the final approval stages at OMB. After the 
form has received final approval, NSF will deactivate the Federal Cash Transaction Report (FCTR).                                     
 
Financial Service Offerings of the NSF GMLoB: NSF has built a highly integrated financial and grants 
management process that has the flexibility to provide services to other agencies. As such, NSF is 
becoming a shared service provider with its Research.gov initiative within the Grants Management Line 
of Business (GMLoB) in a fee-for-service environment to other federal research agencies. NSF is in the 
process of developing financial service offerings that include grant payments, grantee financial reporting, 
and centralized grant accounting. These offerings will complement and extend the shared services to be 
offered for pre-and post-award grant management services. NSF financial services have the technical 
capability and management acumen, combined with proven business processes, which will provide a 
benefit to the federal research community.   
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A MESSAGE FROM THE CHIEF FINANCIAL OFFICER 
 
 
 
 
 
 
Fiscal Year (FY) 2007 was a busy and successful one for the National Science Foundation (NSF), with a 
record number of proposals received and awards made–nearly 45,000 and 11,494, respectively. I am 
pleased to report the Foundation received an unqualified audit opinion, affirming that NSF’s financial 
statements for the year ended September 30, 2007, were presented fairly in all material respects, in 
conformity with U.S. generally accepted accounting principals. The audit report noted no material 
weaknesses but included two significant deficiencies: Contract Monitoring (repeated from the prior year) 
and Property, Plant and Equipment Accounting and Reporting. NSF is addressing both deficiencies 
through a combination of process and system improvements. NSF’s efforts in developing and 
implementing a comprehensive post-award monitoring program that is increasingly being recognized as a 
model in the federal government has resulted in the removal of last year’s post-award monitoring 
deficiency. 
 
Sound financial management enables NSF to pursue the critical investments in science and engineering 
research and education that ultimately help ensure the Nation’s security, prosperity, and well being.  
NSF’s longstanding commitment to sound financial management practices focuses on providing the 
highest business services to our customers, stakeholders, and staff, including effective financial control, 
prompt and streamlined work processes, and reliable and timely financial information to support sound 
management decisions. NSF’s Financial Accounting System (FAS) is an online, real-time system that 
provides the full spectrum of financial transaction functionality required by a grants-making agency. FAS 
will remain in steady-state phase in the FY 2007-2012 timeframe although we are beginning to 
strategically define future financial management system needs and how to meet Financial Systems 
Integration Office (FSIO) requirements.    
 
Among NSF achievements of the past year are the following:       
 

• Maintaining "Green" ratings for both the Financial Performance and the Performance 
Improvement initiatives on the President's Management Agenda scorecard. NSF has successfully 
sustained a "Green" rating for Financial Performance since inception of the PMA scorecard in 
2001. 

 
• Consistently receiving +99 percent of quarterly Federal Cash Transaction Reports (FCTR)—a 

collection rate that significantly exceeds that of other federal agencies. As part of the Federal 
Grants Streamlining Initiative, NSF has been working with the Office of Management and Budget 
(OMB) on a Federal Financial Report pilot to consolidate grant recipient financial reporting and 
replace the FCTR in FY 2008.   
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NATIONAL SCIENCE FOUNDATION 

4201 Wilson Boulevard 


ARLINGTON, VIRGINIA 22230 


OFFICE OF 
INSPECTOR GENERAL 

TO: 	 Arden L. Bement, Jr., Director 

Director, National Science Foundation 


Steven C. Beering, Chair 

Chair, National Science Board 


FROM: 	 Dr. Christine C. Boes 

Inspector General 


SUBJECT: 	 Audit of the National Science Foundation's 

Fiscal Years 2007 and 2006 Financial Statements 


This memorandum transmits Clifton Gunderson LLP's financial statement audit report of 
the National Science Foundation (IYSF) for Fiscal Years 2007 and 2006. 

Results of Independent Audit 

The Chief Financial Officer's (CFO) Act of 1990 (P.L. 101-576), as amended, requires 
NSF's Inspector General or an independent external auditor, as determined by the 
Inspector General, to audit NSF's financial statements. Under a contract monitored by 
the Office of Inspector General (OIG), Clifton Gunderson, an independent public 
accounting firm (PA), performed an audit of NSF' Fiscal Years 2007 and 2006 financial 
statements. The contract required that the audit be performed in accordance with the 
Government Auditing Standards issued by the Comptroller General of the United States, 
and Bulletin 07-04, Audit Requirements for Federal Financial Statements, issued by the 
United States Office of Management and Budget. 

Clifton Gunderson issued an unqualified opinion on NSF's financial statements. In its 
Report on Internal Control over Financial Reporting, Clifton Gunderson identified two 
significant deficiencies related to NSF's contract monitoring and accounting and 
reporting for property, plant, and equipment. Clifton Gunderson also reported that there 
were no instances in which NSF's financial management systems did not substantially 
comply with the requirements of the Federal Financial Management Improvement Act of 



1996 (FFMIA) , and found no reportable noncompliance with laws and regulations it 
tested. 

Management's response, dated November, 10,2007, follows Clifton Gunderson's report. 

Evaluation of Clifton Gunderson's Audit Performance 

To fulfill our responsibilities under the CFO Act of 1990, as amended, and other related 
financial management legislation, the OIG: 

Reviewed Clifton Gunderson's approach and planning of the audit; 

Evaluated the qualifications and independence of the auditors; 

Monitored the progress of the audit at key points; 

Coordinated periodic meetings with NSF management to discuss audit progress, 
findings, and recommendations; 

Reviewed Clifton Gunderson's audit report to ensure compliance with 
Government Auditing Standards and Office of Management and Budget Bulletin 
No. 07-04; and 

Coordinated issuance of the audit report. 

Clifton Gunderson LLP is responsible for the attached auditor's report dated 
November 10, 2007, and the conclusions expressed in the report. We do not express any 
opinion on NSF's financial statements, internal control, conclusions on compliance with 
laws and regulations, or on whether NSF's financial management systems substantially 
complied with FFMIA. 

The Office of Inspector General appreciates the courtesies and cooperation NSF extended 
to Clifton Gunderson LLP and OIG staff during the audit. If you or your staff have any 
questions, please contact me or Deborah H. Cureton, Associate Inspector General for 
Audit. 

Attachment 

cc: Dr. Dan E. Arvizu, Chair Audit and Oversight Committee 
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INDEPENDENT AUDITOR’S REPORT 
 
 
Dr. Christine C. Boesz 
Inspector General, National Science Foundation 
 
Dr. Steven Beering 
Chairman, National Science Board 
 
Dr. Arden L. Bement, Jr. 
Director, National Science Foundation 
 
In our audit of NSF for fiscal year (FY) 2007 we found: 
 

• The NSF financial statements are presented fairly, in all material respects, in conformity 
with accounting principles generally accepted in the United States of America; 

• No material weaknesses in internal control over financial reporting (including 
safeguarding assets) and compliance with laws and regulations; 

• Progress has been made in FY 2007 on the two control deficiency conditions noted in the 
FY 2006 auditor’s report; however, certain matters relating to one of those conditions 
continue to exist and are reported herein as a significant deficiency. In addition a second 
significant deficiency was noted during our FY 2007 audit;  

• No instances of noncompliance with the Federal Financial Management Improvement 
Act of 1996 (FFMIA); 

• No instances of noncompliance with laws and regulations. 
 
The following sections discuss in more detail: (1) these conclusions, (2) our conclusions on 
Management’s Discussion and Analysis and other supplementary information, (3) our audit 
objectives, scope and methodology, and (4) agency comments and evaluation. 

 
OPINION ON FINANCIAL STATEMENTS 

 

The accompanying financial statements including the accompanying notes present fairly, in all 
material respects, in conformity with accounting principles generally accepted in the United 
States, NSF’s assets, liabilities, and net position as of September 30, 2007 and 2006; and net 
costs; changes in net position and budgetary resources for the years then ended. 
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CONSIDERATION OF INTERNAL CONTROL 
 

In planning and performing our audit, we considered NSF’s internal control over financial 
reporting as a basis for designing our auditing procedures and to comply with the Office of 
Management and Budget (OMB) audit guidance for the purpose of expressing our opinion on the 
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control over financial reporting.  Accordingly, we do not express an opinion on 
the effectiveness of the entity’s internal control over financial reporting.  

Our consideration of internal control over financial reporting was for the limited purpose 
described in the preceding paragraph and would not necessarily identify all deficiencies in 
internal control over financial reporting that might be significant deficiencies or material 
weaknesses.  However, as discussed below, we identified certain deficiencies in internal control 
over financial reporting that we consider to be significant deficiencies which adversely affect 
NSF’s ability to meet the internal control objectives listed in the objectives, scope, and 
methodology section of this report, or meet OMB criteria for reporting matters under FMFIA. 

A control deficiency exists when the design or operation of a control does not allow management 
or employees, in the normal course of performing their assigned functions, to prevent or detect 
misstatements on a timely basis.  A significant deficiency is a control deficiency, or combination 
of control deficiencies, that adversely affects NSF’s ability to initiate, authorize, record, process, 
or report financial data reliably in accordance with generally accepted accounting principles such 
that there is more than a remote likelihood that a misstatement of the entity’s financial statements 
that is more than inconsequential will not be prevented or detected by the entity’s internal 
control.  We consider the two deficiencies described in Exhibit I to be significant deficiencies in 
internal control over financial reporting.  

A material weakness is a significant deficiency, or combination of significant deficiencies, that 
results in more than a remote likelihood that a material misstatement of the financial statements 
will not be prevented or detected by the entity’s internal control. None of the significant 
deficiencies described in Exhibit I are considered material weaknesses.  

As required by OMB Bulletin No. 07-04, Audit Requirements for Federal Financial Statements, 
we considered NSF’s internal control over Required Supplementary Stewardship Information by 
obtaining an understanding of the component’s of NSF’s internal control, determining whether 
these internal controls had been placed in operation, assessing control risk, and performing tests 
of controls. Our procedures were not designed to provide assurance on these internal controls.  
Accordingly, we do not provide an opinion on such controls. 

As further required by OMB Bulletin No. 07-04, with respect to internal control related to 
performance measures reported in the Management Discussion and Analysis, we obtained an 
understanding of the design of significant internal controls relating to the existence and 
completeness assertions and determined whether they had been placed in operation.  Our 
procedures were not designed to provide assurance on internal control over reported performance 
measures and, accordingly, we do not provide an opinion on such controls. 
 
We also noted other matters involving internal control and its operation that are not considered 
significant deficiencies, but are communicated in a separate management letter.  
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SYSTEMS’ COMPLIANCE WITH FFMIA REQUIREMENTS 
 

Under the Federal Financial Management Improvement Act of 1996 (FFMIA), we are required 
to report whether the financial management systems used by NSF substantially comply with the 
Federal financial management systems requirements, applicable Federal accounting standards, 
and the United States Standard General Ledger (SGL) at the transaction level.  To meet this 
requirement, we performed tests of compliance with FFMIA Section 803(a) requirements. 
 
The objective of our audit was not to provide an opinion on compliance with FFMIA. 
Accordingly, we do not express such an opinion.  However, our work disclosed no instances in 
which NSF’s financial management systems did not substantially comply with Federal financial 
management systems requirements, Federal accounting standards or the SGL at the transaction 
level.  

 
COMPLIANCE WITH LAWS AND REGULATIONS 
 
Our tests for compliance with selected provisions of laws and regulations disclosed no instances 
of noncompliance that would be reportable under Government Auditing Standards or OMB audit 
guidance.  However, the object of our audit was not to provide an opinion on overall compliance 
with laws and regulations.  Accordingly, we do not express such an opinion.   

 
STATUS OF PRIOR YEAR’S CONTROL DEFICIENCIES 
 

As required by Government Auditing Standards and OMB Bulletin No. 07-04, we have reviewed 
the status of NSF’s corrective actions with respect to the findings and recommendations included 
in the prior year’s Independent Auditor’s Report dated November 6, 2006.  The prior year audit 
report noted two control deficiencies: 1) Post-Award Oversight for High Risk Grants and 

Cooperative Agreements and 2) Contract Monitoring.   NSF management has implemented 
substantial changes to its Post-Award Oversight policies and procedures and, accordingly, the 
prior year finding is not considered a Significant Deficiency for purposes of this report. 
However, continued improvement is needed in Contract Monitoring policies and procedures, and 
it is included in this report (Exhibit I) as Significant Deficiency number one. 

 
CONSISTENCY OF OTHER INFORMATION 
 

Management’s Discussion and Analysis, required supplementary information (including 
stewardship information), and other accompanying information contain a wide range of data, 
some of which are not directly related to the financial statements.  We do not express an opinion 
on this information.  However, we compared this information for consistency with the financial 
statements and discussed the methods of measurement and presentation with NSF officials.  
Based on this limited work, we found no material inconsistencies with the financial statements, 
accounting principles generally accepted in the United States, or OMB guidance. 
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OBJECTIVES, SCOPE AND METHODOLOGY 
 

Management is responsible for (1) preparing the financial statements in conformity with 
accounting principles generally accepted in the United States, (2) establishing, maintaining, and 
assessing internal control to provide reasonable assurance that the broad control objectives of the 
Federal Managers’ Financial Integrity Act (FMFIA) as codified in 31 U.S.C. 3512, are met, (3) 
ensuring that NSF’s financial management systems substantially comply with FFMIA 
requirements, and (4) complying with other applicable laws and regulations. 
 
We are responsible for obtaining reasonable assurance about whether the financial statements are 
presented fairly, in all material respects, in conformity with accounting principles generally 
accepted in the United States.  We are also responsible for: (1) obtaining a sufficient 
understanding of internal control over financial reporting and compliance to plan the audit, (2) 
testing whether NSF’s financial management systems substantially comply with the three 
FFMIA requirements, (3) testing compliance with selected provisions of laws and regulations 
that have a direct and material effect on the financial statements and laws for which OMB audit 
guidance requires testing, and (4) performing limited procedures with respect to certain other 
information appearing in the Annual Financial Report. 
 
In order to fulfill these responsibilities, we (1) examined on a test basis, evidence supporting the 
amounts and disclosures in the financial statements, (2) assessed the accounting principles used 
and significant estimates made by management, (3) evaluated the overall presentation of the 
financial statements, (4) obtained an understanding of NSF and its operations, (including 
safeguarding of assets), compliance with laws and regulations (including execution of 
transactions in accordance with budget authority), and performance measures reported in 
Management’s Discussion and Analysis of the Annual Financial Report, (5) tested relevant 
internal controls over financial reporting, and compliance, and evaluated the design and 
operating effectiveness of internal control, (6) considered the process for evaluating and 
reporting on internal control and financial management systems under FMFIA, (7) tested 
whether NSF’s financial management systems substantially complied with the three FFMIA 
requirements, and (8) tested compliance with selected provisions of certain laws and regulations. 
 
We did not evaluate all internal controls relevant to operating objectives as broadly defined by 
the FMFIA, such as those controls relevant to preparing statistical reports and ensuring efficient 
operations. We limited our internal control testing to controls over financial reporting and 
compliance. Because of inherent limitations in internal control, misstatements due to error or 
fraud, losses, or noncompliance may nevertheless occur and not be detected.  We also caution 
that projecting our evaluation to future periods is subject to risk that controls may become 
inadequate because of changes in conditions or that the degree of compliance with controls may 
deteriorate.  In addition, we caution that our internal control testing may not be sufficient for 
other purposes. 
 
We did not test compliance with all laws and regulations applicable to NSF.  We limited our tests 
of compliance to those laws and regulations required by OMB audit guidance we deemed 
applicable to the financial statements for the fiscal year ended September 30, 2007.  We caution 
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that noncompliance with laws and regulations may occur and not be detected by these tests and 
that such testing may not be sufficient for other purposes. 
 
We performed our audit in accordance with auditing standards generally accepted in the United 
States; the standards applicable to the financial audits contained in Government Auditing 

Standards, issued by the Comptroller General of the United States; and OMB Bulletin No. 07-
04, Audit Requirements for Federal Financial Statements.   

 
AGENCY COMMENTS AND OUR EVALUATION 
 
We have considered management’s response (Exhibit II) and have concluded that no change is 
needed to our original findings, conclusions, or recommendations. We will evaluate the status of 
these findings during the FY 2008 audit. 
 

********************************* 
 

This report is intended solely for the information and use of NSF’s management, the National 
Science Board, NSF’s Office of Inspector General, OMB, the Government Accountability 
Office, and the U.S. Congress, and is not intended to be, and should not be, used by anyone other 
than these specified parties. 
 

A1 
Calverton, Maryland 
November 10, 2007 
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NATIONAL SCIENCE FOUNDATION 

CONSIDERATION OF INTERNAL CONTROL 

SIGNIFICANT DEFICIENCIES 

September 30, 2007 

 

 

1. Contract Monitoring  
 

Background:   
 
In our fiscal year (FY) 2006 audit report we noted that NSF had significant weaknesses in its 
contract monitoring policies and procedures and, accordingly, we made three recommendations 
for improvement. Specifically we found that NSF did not have a comprehensive, risk-based 
system, including detailed post-award policies and procedures, in place to oversee and monitor 
its contract awards. In FY 2007, NSF expended approximately $551 million on active contracts 
and interagency agreements for the delivery of products and services.  Of this amount, $212 
million was disbursed through advance payment programs with three contractors, including $148 
million for logistical support of the U.S. Antarctic Program (USAP). 
 
Conditions:  
 
Although NSF has made some progress in addressing our FY 2006 recommendations, additional 
improvements are needed. The following paragraphs describe the changes NSF has made in FY 
2007, and the specific conditions that continue to exist at September 30, 2007. 
 
Quarterly Expenditure Report Reviews - NSF contracts with the Defense Contract Audit Agency 
(DCAA) to perform Quarterly Expenditure Report reviews (QER review program) for the three 
advance payment contractors.  The QER’s were performed based on an agreed upon set of 
procedures that included reconciling billing rates with the contractor’s accounting system and 
contract rates.  The QER reviews also compared accuracy of amounts to the contractor’s 
accounting system. However, these reviews are not an adequate substitute for a comprehensive, 
risk-based system which is needed to provide management with material assurance that costs 
paid by NSF are valid and reasonable. 
 
OIG Cost Incurred Reports - DCAA, under contract with the OIG, performed audits of costs 
incurred by NSF’s largest contractor for the FYs 2000 through 2004. The cost incurred audits are 
an important tool to be used by management to assess overall contractor compliance with 
financial terms and conditions.  These reports, issued in October 2005 and September 2006, 
identified over-billings, internal control weaknesses, and questioned costs of $55.5 million. NSF 
has not taken final action to address $35 million of these questioned costs.  Since the findings in 
these prior year audits had not been resolved, further audits have not yet been performed for FY 
2005 through 2007. Accordingly, based on the results to date, further questioned costs are likely.  
 
Contracts Manual - In FY 2007, NSF updated its contract manual to include some specific 
policies and procedures for contract administration. Though such updates included some 
procedures for pre-award acquisition and contract administration planning, the changes were not 
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sufficiently comprehensive to meet the objectives of Federal requirements for contract oversight. 
NSF needs to develop procedures to include in-depth policy and guidance for implementing 
contract monitoring activities. For example, NSF needs to create a thorough process to assess 
contractual risk and implement risk mitigation plans to ensure that the requirements of the 
contracts are being met. Without a comprehensive set of controls in place to assess the risks 
faced from both external and internal sources, NSF cannot ensure that its contractors use Federal 
funds consistently with the objectives of the contract, and that funds are protected from waste, 
fraud, or mismanagement. 
 
Effectiveness of Oversight Procedures - During our FY 2007 audit, we continued to find that 
NSF’s oversight and contract monitoring activities were not completely effective. Specifically, 
we noted the following: 
 

• NSF provided funds to a contractor without approving its annual program plan (APP). 
This plan establishes the authorized work and budget for the contract.  The USAP 
contractor submitted its FY 2007 APP to NSF on September 15, 2006 for NSF’s approval 
by September 30, 2006. However, NSF did not approve the APP until November 6, 2006 
because of the uncertainty over the FY 2007 continuing resolution.   Consequently, even 
though the contractor was provided with a temporary “not-to-exceed” funding level of 
$144 million beginning October 1, 2006, the contractor was technically operating in FY 
2007 without an officially approved APP.  Providing funds to a contractor without an 
approved APP may result in the contractor performing work which NSF would not have 
authorized.  

 

• NSF’s largest contractor did not submit its contractually required monthly financial 
report. This report provides detailed budget and financial information for each project as 
detailed in the APP.  Without such reports, NSF could not determine that the contractor 
spent contract funds as authorized.  

 

• During our FY 2007 audit, we tested 49 procurement transactions.  We noted several 
exceptions in our document review such as incomplete contract files, missing 
procurement documentation and recording errors.  The exceptions noted in this limited 
sample testing are an indication that the untested population may have similar 
deficiencies.  The specific exceptions noted are summarized as follows:  

 
� NSF was not able to provide the documentation evidencing the contracting officer’s 

justification and approval of a sole source contract (a simplified acquisition 
exceeding $100,000), or any research conducted to rationalize the fact that NSF 
precluded another supplier from providing services.  In addition, the actual rationale 
used for sole source recommended by an IT specialist was brief and vague.  
Management was unable to provide all relevant documentation as required to be 
maintained by the Federal Acquisition Regulation (FAR). Noncompetitive 
procurements are vulnerable to fraud, abuse and waste. 

� In one of the procurement files tested, we noted the purchase order amount recorded 
in the general ledger exceeded the authorized purchase order.  In addition, the 
requester and approver of the purchase requisition (PR) was the same individual, 
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and the PR was neither signed nor dated.  Without appropriate segregation of duties, 
the risk that the procurement may be fraudulent increases.  

� In one of the procurement files tested, NSF was not able to provide the PR to 
support the amount of commitment recorded in the general ledger.  Without support 
documentation, the transactions recorded in the general ledger\financial statements 
may be inaccurate.  

� NSF did not calculate and make appropriate interest payments, in accordance with  
the Prompt Payment Act (PPA), for one invoice that was paid approximately two 
months after the payment due date.  Without an automated invoice approval and 
payment tracking system, the risk of unnecessary interest payments and non-
compliance with the Prompt Payment Act increases. 

� In seven procurement files examined, the incorrect object class code was used to 
record the transactions in the general ledger.  These type errors could result in 
incorrect comparisons of actual to budget data, which OMB uses in its analysis of 
NSF’s operations. 

 

• The OIG also performed a review of certain aspects of NSF’s contract monitoring 
processes, and its report dated October 1, 2007 noted similar weaknesses in NSF’s 
contract monitoring program.  

 
In summary, even though our testing did not result in material adjustments to NSF’s financial 
statements, NSF’s procedures were not adequate to ensure that contractors used NSF funds 
consistent with the objectives of the contract. In addition, contract funds may not have been 
adequately protected from waste, fraud, and mismanagement; laws and regulations may not have 
been followed; and reliable financial reports were not obtained for analysis. 
 

Recommendations:  We recommend that NSF management: 
 

1) Approve the APPs prior to providing funds to the contractor, and modify the plan 
according to the final appropriation, if different from the original APP. 

  
2) Expand the contract oversight program to include comprehensive post-award monitoring 

policies and procedures and training to ensure that the requirements of the contracts are 
being met.  The policies and procedures should specifically include a methodology for 
identifying high risk contracts and instituting additional oversight and monitoring to 
address these risks. 

 
3) Implement guidance in the contracts manual to ensure that a thorough review of contract 

folder is performed, and that documentation is complete without any material 
discrepancies between documents. In addition, the manual should emphasize the 
importance of approval for all procurement actions that are other than “full and open 
competition.” Also, procedures to ensure a proper segregation of duties must be clearly 
described in the manual.  

 
4) Continue the Quarterly Expenditure Report review program, but supplement that program 

by continuing to expand procedures detailed in the contracts manual. Additional testing 
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should be performed on the higher risk contracts and should also include testing to 
identify unreasonable and unrelated costs. 

 

5) Resolve the outstanding OIG audits of NSF’s largest contractor for FY 2000-2004.  
Coordinate with the OIG to determine the need for incurred cost audits for FYs 2005 
through 2010, the end of the current contract.  

 

6) Implement a system to track the status of the invoice from the invoice receipt to payment 
processing. The system should notify management of invoices that have not been 
processed using the PPA requirement to ensure the timely review by approving officials. 
In addition, when the invoice passes the 30 day payment deadline (unless specified 
otherwise), the system should calculate interest automatically and apply it to all vendor 
invoices processed for payment in excess of 30 day requirement.  

 

7) Provide training to all employees (Approving Official, COTR, Administrative Officer, 
etc.) responsible for the acceptance of services and/or goods, reemphasizing due 
diligence responsibility for the timely review and payment of invoices.  

 

8) Implement recommendations stated in the OIG’s letter relating to contract monitoring 
dated October 1, 2007.  

 

 

2. Property Plant & Equipment (PP&E) Accounting and Reporting  
 
Background:   
 

The Contract Monitoring finding in our FY 2006 audit report identified improvements needed in 
NSF’s monitoring of its contractor responsible for approximately $379 million of Property Plant 
and Equipment (PP&E) in Antarctica. NSF has made some progress this year; however. NSF’s 
oversight of this contractor’s acquisition and management of PP&E purchased with NSF funds 
continues to need improvement.  
 
In response to our FY 2006 recommendations, NSF engaged a consultant to evaluate the 
feasibility of obtaining source documentation for acquisitions prior to FY 2007, as well as to 
validate a sample of FY 2007 property acquisitions and disposals. The consultant concluded that, 
based on information provided by the contractor, the cost to obtain supporting documentation for 
pre FY 2007 acquisitions exceeded the benefits. The consultant’s work to validate FY 2007 
property acquisitions and disposals did not identify any material exceptions. We performed a 
variety of internal control and substantive audit procedures, more extensive than those performed 
by the consultant, and identified several weaknesses in internal control.  
 
Accordingly, due to NSF’s extensive reliance on the contractor; the numerous, nonintegrated 
systems and manual processes used to account for property; the complexity and manual nature of 
the freight cost model; difficulties in obtaining supporting documentation of property 
transactions from its contractors; and errors that our testing identified; we consider these PP&E 
accounting and reporting weaknesses to collectively be a separate Significant Deficiency this 
year. 
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The continued weaknesses are detailed in the following areas: 
 

• PP&E Transaction Processing 

• Non-Integrated USAP PP&E Systems 

• Freight Cost Model (FCM) 
 
Each of these conditions is discussed separately below.  
 

Conditions:   
 

PP&E Transaction Processing 

Our testing identified several exceptions related to timeliness of recording, lack of supporting 
documentation, and lack of proper authorization. Even though material adjustments were not 
needed to the property accounts at September 30, 2007, internal controls were not adequate to 
ensure reliability of reported PP&E balances. 
 
Specifically, we noted a number of exceptions, listed below, which raise concerns about the 
adequacy of NSF’s controls over financial reporting of PP&E activity.   
 

• In 14 of the 48 transactions examined, the PP&E amounts were not recorded timely in the 
property accounts.  Some transactions were recorded several months or years after the 
financial event occurred. 

• We noted that certain accumulated Construction in Process costs, which should have 
been transferred to Real Property accounts when the asset was placed in service, were not 
transferred. Accordingly, NSF made a $107 million adjustment to transfer Construction 
in Process to Real Property accounts in FY 2007, four years after the buildings were 
occupied. This adjustment represented over 70% of the existing balance of CIP.  

 
Additionally, 3 of 16 Construction in Process to Real Property transfers tested were not 
supported by a signed conditional occupancy certificate, as required by NSF policy. 
Approved conditional occupancy certificates document substantial completion and safe 
condition for occupancy. Without these certificates, buildings may be occupied before 
they are ready for occupancy or buildings that may be ready for use may remain idle. In 
addition, the wrong asset category may be used in the accounting system affecting 
reported balances of both Construction in Process and Real Property accounts. 
 

• In 1 of the 8 Construction in Process transactions examined, the employee’s salary 
adjustment for labor costs relating to the project was not signed by the authorized official. 
Therefore, NSF does not have assurance that the labor charged to Construction in Process 
accounts benefited the NSF contract, and was charged at the correct rate. 

• In 3 of the 16 Real Property demolition transactions examined, there were some email 
communications on the proposed demolition; however, it is unclear whether the 
demolitions were actually authorized because a final acceptance certificates for the asset 
demolition was not prepared.   
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• In 9 of the 24 Capital Equipment transactions examined, we noted one instance of 
missing purchase requisition and purchase orders. Therefore, it is unclear if the purchase 
was authorized.  We also noted two instances of improperly calculated and recorded 
freight cost model amounts, which affects the accuracy of the amounts reported on the 
financial statements. Finally we noted six instances of two different NSF ID numbers 
(asset identifier) assigned to the same piece of equipment which impairs accountability of 
these assets 

 
Non-Integrated USAP PP&E Systems 

NSF and its contractor use at least five systems to capture and report PP&E activities for the 
USAP.  Financial information from these systems is not integrated with NSF’s general ledger 
system, Financial Accounting System. In addition, a majority of USAP PP&E financial activities 
are recorded using software owned by the Contractor that NSF may not have access to or a 
license to use after the contract expires in 2010.  
 
The lack of an integrated PP&E system to track financial activities results in the contractor and 
NSF personnel performing a variety of manually intensive and time consuming procedures, 
which are prone to errors, to generate information for NSF’s financial statements. For example, 
we noted that certain data elements take several months to process, and it takes a substantial 
amount of time for the contractor to provide supporting documentation to management and 
auditors for property transactions during the year. In addition, NSF management cannot record 
these assets until it receives the manually generated reports from the contractor resulting in 
inaccurate expense and asset reporting during a majority of the year. An integrated PP&E system 
would ultimately improve the integrity, accuracy, accountability, completeness, and timeliness of 
reporting PP&E activities in NSF’s financial statements.  
   
In summary, the PP&E accounting systems used by NSF and its contractor, combined with the 
manual processes performed to record PP&E, pose an abnormally high risk that financial data 
supporting the PP&E balances may be inaccurate, which could result in NSF’s financial 
statements being misstated throughout the year. 
 
Freight Cost Model (FCM) 

NSF uses the Freight Cost Model (FCM) to calculate the cost of transporting PP&E to the 
Antarctic and is another example of the manual nature of NSF’s property accounting process. 
The FCM, developed in 1997, is a complicated analysis prepared using Excel. The FCM is 
updated annually, using an average of the previous three years’ rates to compute the rate for the 
current year.   Maintaining this model requires significant contractor resources. 
 
The data used in the FCM is derived from information (i.e. manual spreadsheets, third party 
reports, and e-mails, etc.) obtained from various groups including NSF management, its 
Contractor, and third parties.  Consequently, compiling the data for the FCM is a lengthy and 
cumbersome process, and it is not conducive to providing timely reporting to NSF of PP&E 
freight activities and balances for its financial statements. In addition, since the Excel file can be 
easily manipulated, the results are prone to both data entry and calculation errors.  
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Recommendations:   
 

Our recommendations are summarized pursuant to the three areas of concern as follows: 
 

PP&E Transaction Processing Oversight 

 
1.  We recommend that management continue to validate a sample of assets acquisitions 

and disposals each year. This process should include comparing amounts reported in 
the PP&E accounts to detailed supporting documentation provided by the contractor 
on a test basis throughout the year (sampling both large and smaller purchases).  

 
The validation program should also include tests of internal controls implemented by 
the contractor, such as a determination of proper authorizations, proper property 
categorization and valuation, proper tracking/tagging of assets, and timeliness of 
recording transactions in the accounting system, etc. As applicable, management 
should ensure that appropriate managerial cost accounting principles used in costing 
items are reviewed periodically for reasonableness. 

 
The validation process for future years should initially test 75 % of the year’s 
property activity; however, as the nature and extent of exceptions decline, such 
coverage could be reduced. Documentation and other data reviewed during this 
validation process should be electronically maintained by NSF.  In addition, until the 
current FCM is revised, management should continue to examine documentation 
supporting the calculations used.  

 
2.  We recommend that management consider obtaining independent cost appraisals for 

any specific large construction or completed building projects where actual cost 
documentation is not readily available, or if it appears that the Construction in 
Process or Real Property no longer functions as originally intended or is no longer 
safe for use.  

 
3. We recommend that NSF periodically confirm with the contractor the status and   

availability for use of property under construction.   
 
4.  We recommend that management include a provision in the next contract requiring the 

contractor to provide electronic copies of all significant documentation supporting the 
cost of property transactions.  

 
Integrated PP&E Accounting System for USAP 

 

5. We recommend that NSF develop a plan to implement an integrated entity-wide 
property management system that would fully automate the recording, tracking, and 
analysis of all PP&E accounting processes.  Due to the materiality of the Antarctic 
program (USAP), the plan should consider incorporating a requirement in the 
upcoming USAP Statement of Work for the contractor to provide an accounting 
system for PP&E in the Antarctic to support the entity-wide system.  The total NSF 
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property system should include an interface with NSF’s general ledger and allow 
ready access to those requiring financial information of property transactional 
activity. To accomplish this interface with the general ledger, the transaction code 
structure in the general ledger will need to be revised.  

 

6.  Prior to 2010, NSF should ensure that if the current contractor is not selected to 
continue its USAP service that NSF will have access to, or a license to use, the 
existing software while a new property management system is being implemented. 

 
Freight Cost Estimation Model 

 
7. We recommend that management implement procedures to streamline the calculation 

of the FCM and improve the accuracy and timeliness of reporting transportation costs 
to the Antarctic. Changes to the FCM should not wait until the integrated accounting 
system, recommended above, is implemented. The revised methodology should be 
reviewed annually to ensure continued relevance of the managerial cost accounting 
methodology, and that the assumptions and calculations used in the developing and 
maintaining the model are reasonable. 
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NATIONAL SCIENCE FOUNDATION 

MANAGEMENT’S RESPONSE TO FY 2007 

INDEPENDENT AUDITOR’S REPORT 

November 10, 2007 
 



NATIONAL SCIENCE FOUNDATION
4201 WILSON BOULEVARD
ARLINGTON, VIRGINIA 22230

NOV 1 a 2007

To:

From:

Christine C. Boesz
Inspector General~ --'~

Thomas N. Cooley. ~ '\~ .
Chief Financial Officer 1 ~

Subject: Management's Response to Independent Auditor's Report for
Fiscal Year 2007

I welcome the National Science Foundation's (NSF) Audit Report for its Fiscal
Year (FY) 2007 Financial Statements. For the tenth consecutive year we have
achieved a clean opinion on the Financial Statements.

The achievement of this unqualified opinion was due to the high level of technical
expertise, and commitment demonstrated by both of our organizations. During
the audit process, NSF worked in partnership with the audit team to provide
timely and constructive information to improve our financial reporting.

The years of hard work by NSF in developing and strengthening our post award
monitoring program reached an important milestone. I am proud of NSF's
achievement in closing the FY 2006 Reportable Condition on "Post-Award
Oversight for High Risk Grants and Cooperative Agreements".

NSF concurs with the significant deficiencies described in your report. The
Foundation continued to make progress during FY 2007 in addressing financial
management deficiencies in contract monitoring and property, plant and
equipment accounting and reporting. Corrective actions are either underway or
will be in place to address each one of these issues. NSF will provide a detailed
corrective action plan that highlights its activities to resolve these matters.

The Foundation is committed to continuing efforts to improve management over
agency programs and to better serve our stakeholders and taxpayers. We
appreciate the continuing professional, cooperative relationship that exists with
both Clifton Gunderson and the Office of Inspector General.

copies: Dr. Arden L. Bement, Jr.
Dr. Kathie Olsen
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Required Supplementary Information
September 30, 2007 and 2006

Research and 
Related Education

Major 
Research 

Equipment
OIG, S&E, 
and NSB

 Special and 
Donated  Total 

Budgetary Resources

Unobligated Balance - Brought Forward, October 1 $ 49,770          27,293          2,777            7,417            116,287        $ 203,544        

Recoveries of Prior Year Obligations 28,137          8,972            152               3,439            3,774            44,474          

Budget Authority
Appropriation 4,665,950     796,693        190,881        263,641        148,640        6,065,805     
Spending Authority from Offsetting Collections

Earned
Collected 78,821          7,814            -                    4,206            3                   90,844          
Change in Receivable from Federal Sources (13,583)         160               -                    451               -                    (12,972)         

Change in Unfilled Customer Orders
Advance Received 67,123          3,265            -                    37                 -                    70,425          
Without Advance from Federal Sources (38,709)         (2,634)           -                    47                 -                    (41,296)         

Subtotal - Budget Authority 4,759,602     805,298        190,881        268,382        148,643        6,172,806     

Nonexpenditure Transfers, Net 5,460            -                    -                    250               -                    5,710            

Permanently Not Available (20,867)         (16,043)         -                    (1,756)           -                    (38,666)         

Total Budgetary Resources $ 4,822,102     825,520        193,810        277,732        268,704        $ 6,387,868     

Status of Budgetary Resources

Obligations Incurred
Direct $ 4,658,673     798,151        166,210        266,157        173,956        $ 6,063,147     
Reimbursable 92,934          8,432            -                    4,678            -                    106,044        

Total Obligations Incurred 4,751,607     806,583        166,210        270,835        173,956        6,169,191     

Unobligated Balance - Apportioned 22,194          99                 27,573          1,029            90,814          141,709        

Unobligated Balance - Not Available 48,301          18,838          27                 5,868            3,934            76,968          

Total Status Of Budgetary Resources $ 4,822,102     825,520        193,810        277,732        268,704        $ 6,387,868     

Combining Statement of Budgetary Resources (page 1 of 2)

2007
(Amounts in Thousands)
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Required Supplementary Information
September 30, 2007 and 2006

Change in Obligated Balances
Obligated Balance, Net

Unpaid Obligations - Brought forward,
October 1 5,768,192     1,469,459     264,130        56,422          189,138        7,747,341     
Less:  Uncollected Customer Payments from

Federal Sources Brought Forward, October 1 (114,854)       (11,820)         -                    (256)              -                    (126,930)       
Total Unpaid Obligated Balance, Net 5,653,338     1,457,639     264,130        56,166          189,138        7,620,411     

Obligations Incurred 4,751,607     806,583        166,210        270,835        173,956        6,169,191     

Less:  Gross Outlays (4,286,976)    (868,554)       (207,947)       (267,061)       (61,124)         (5,691,662)    

Less:  Recoveries of Prior Year Unpaid
Obligations, Actual (28,137)         (8,972)           (152)              (3,439)           (3,774)           (44,474)         

Change in Uncollected Customer Payments
from Federal Sources 52,289          2,474            -                    (496)              -                    54,267          

Subtotal $ 6,142,121     1,389,170     222,241        56,005          298,196        $ 8,107,733     

Obligated Balance, Net - End of Period
Unpaid Obligations 6,204,685     1,398,516     222,241        56,757          298,196        8,180,395     

Less:  Uncollected Customer
Payments from Federal Sources (62,564)         (9,346)           -                    (752)              -                    (72,662)         

Total Unpaid Obligated Balance, Net - End of Period $ 6,142,121     1,389,170     222,241        56,005          298,196        $ 8,107,733     

Net Outlays
Gross Outlays 4,286,976     868,554        207,947        267,061        61,124          5,691,662     

Less:  Offsetting Collections (145,943)       (11,079)         -                    (4,244)           (3)                  (161,269)       
Less:  Distributed Offsetting Receipts -                    -                    -                    -                    (1,535)           (1,535)           

Net Outlays $ 4,141,033     857,475        207,947        262,817        59,586          $ 5,528,858     

2007
(Amounts in Thousands)

Combining Statement of Budgetary Resources (page 2 of 2)
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Required Supplementary Information
September 30, 2007 and 2006

Research and 
Related Education

Major 
Research 

Equipment
OIG, S&E, 
and NSB

 Special and 
Donated  Total 

Budgetary Resources

Unobligated Balance - Brought Forward, October 1 $ 56,813          29,232          45,682          7,661            104,286        $ 243,674        

Recoveries of Prior Year Obligations 26,789          12,766          28                 2,121            3,077            44,781          

Budget Authority
Appropriation 4,387,520     807,000        193,350        265,500        136,744        5,790,114     
Spending Authority from Offsetting Collections:

Earned
Collected 104,819        14,839          -                    4,506            1                   124,165        
Change in Receivable from Federal Sources 474               1,141            -                    90                 -                    1,705            

Change in Unfilled Customer Orders
Advance Received (2,192)           (11,385)         -                    -                    -                    (13,577)         
Without Advance from Federal Sources (15,945)         1,492            -                    (5)                  -                    (14,458)         

Subtotal - Budget Authority 4,474,676     813,087        193,350        270,091        136,745        5,887,949     

Nonexpenditure Transfers, Net 7,725            -                    -                    250               -                    7,975            

Permanently Not Available (75,524)         (19,467)         (2,469)           (5,369)           -                    (102,829)       

Total Budgetary Resources $ 4,490,479     835,618        236,591        274,754        244,108        $ 6,081,550     

Status of Budgetary Resources

Obligations Incurred
Direct $ 4,353,308     799,721        233,814        262,825        127,821        $ 5,777,489     
Reimbursable 87,401          8,604            -                4,512            -                100,517        

Total Obligations Incurred 4,440,709     808,325        233,814        267,337        127,821        5,878,006     

Unobligated Balance - Apportioned 3,722            128               2,777            1,035            113,210        120,872        

Unobligated Balance - Not Available 46,048          27,165          -                6,382            3,077            82,672          

Total Status of Budgetary Resources $ 4,490,479     835,618        236,591        274,754        244,108        $ 6,081,550     

Combining Statement of Budgetary Resources (page 1 of 2)

2006
(Amounts in Thousands)
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Required Supplementary Information
September 30, 2007 and 2006

Change in Obligated Balances
Obligated Balance, Net

Unpaid Obligations - Brought forward,
October 1 5,599,212     1,556,429     211,273        52,485          150,795        7,570,194     
Less:  Uncollected Customer Payments from

Federal Sources Brought Forward, October 1 (130,325)       (9,188)           -                    (170)              -                    (139,683)       
Total Unpaid Obligated Balance, Net 5,468,887     1,547,241     211,273        52,315          150,795        7,430,511     

Obligations Incurred 4,440,709     808,325        233,814        267,337        127,821        5,878,006     

Less:  Gross Outlays (4,244,939)    (882,529)       (180,929)       (261,280)       (86,401)         (5,656,078)    

Less:  Recoveries of Prior Year Unpaid
Obligations, Actual (26,789)         (12,766)         (28)                (2,121)           (3,077)           (44,781)         

Change in Uncollected Customer Payments
from Federal Sources 15,470          (2,632)           -                    (85)                -                    12,753          

Subtotal $ 5,653,338     1,457,639     264,130        56,166          189,138        $ 7,620,411     

Obligated Balance, Net - End of Period
Unpaid Obligations 5,768,192     1,469,459     264,130        56,422          189,138        7,747,341     

Less:  Uncollected Customer
Payments from Federal Sources (114,854)       (11,820)         -                    (256)              -                    (126,930)       

Total Unpaid Obligated Balance, Net - End of Period $ 5,653,338     1,457,639     264,130        56,166          189,138        $ 7,620,411     

Net Outlays
Gross Outlays 4,244,938     882,529        180,930        261,280        86,401          5,656,078     

Less:  Offsetting Collections (102,627)       (3,454)           -                    (4,506)           (1)                  (110,588)       
Less:  Distributed Offsetting Receipts -                    -                    -                    -                    (4,207)           (4,207)           

Net Outlays $ 4,142,311     879,075        180,930        256,774        82,193          $ 5,541,283     

Combining Statement of Budgetary Resources (page 2 of 2)

2006
(Amounts in Thousands)
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OTHER FINANCIAL REPORTING INFORMATION 
 

 
Debt Collection Improvement Act of 1996 
Net Accounts Receivable totaled $24,808 thousand at September 30, 2007. Of that amount, $24,561 
thousand is due from other federal agencies. The remaining $247 thousand is due from the public.  NSF 
fully participates in the Department of the Treasury Cross-Servicing Program. In accordance with the 
Debt Collection Improvement Act, this program allows NSF to refer debts that are delinquent more than 
180 days to the Department of the Treasury for appropriate action to collect those accounts. In FY 2004, 
OMB issued M-04-10, Memorandum on Debt Collection Improvement Act Requirements which reminded 
agencies of their responsibility to comply with the policies for writing-off and closing-out debt. Based on 
this memo, NSF has now incorporated the policy of writing-off delinquent debt more than two years old. 
Additionally, NSF seeks Department of Justice concurrence for action on items over $100,000. 
 
 
Cash Management Improvement Act (CMIA) 
In FY 2007, NSF had no awards covered under CMIA Treasury-State Agreements. NSF's FastLane 
system with grantee draws of cash make the timeliness of payments issue under the Act essentially not 
applicable to the agency. No interest payments were made in FY 2007. 
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SUMMARY OF FINANCIAL STATEMENT AUDIT  
AND MANAGEMENT ASSURANCES 

 
Table 1. 

Summary of Financial Statement Audit 
Audit Opinion
Restatement

Material Weakness

Total Material Weaknesses n/a n/a n/a n/a n/a

Ending 
Balance

Unqualified
No

Beginning 
Balance

New Resolved Consolidated

 
 
 
 

Table 2. 
Summary of Management Assurances 

Effectiveness of Internal Control over Financial Reporting (FMFIA § 2) 
Statement of Assurance Qualified 

 
Beginning 
Balance 

New Resolved Consolidated Ending 
Balance

Total Material Weaknesses n/a n/a n/a n/a n/a 

            
Effectiveness of Internal Control over Operations (FMFIA § 2) 

Statement of Assurance  Unqualified 

 
Beginning 
Balance 

New Resolved Consolidated Ending 
Balance

Total Material Weaknesses n/a n/a n/a n/a n/a 

            
Conformance with Financial management system requirements (FMFIA § 4) 

Statement of Assurance 
Systems conform to financial management system 
requirements 

 
Beginning 
Balance 

New Resolved Consolidated Ending 
Balance

Total Non-Conformances n/a n/a n/a n/a n/a 

 
Compliance with Federal Financial Management Improvement Act (FFMIA) 

  Agency Auditor 
Overall Substantial Compliance Yes  Yes  
1. System Requirements Yes 
2. Accounting Standards Yes 

3. USSGL at Transaction level Yes 

 
Note:  “n/a” indicates not applicable. 
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IMPROPER PAYMENTS INFORMATION ACT (IPIA) REPORTING  
 
The Improper Payments Information Act (IPIA) of 2002 and the recently issued OMB Circular A-123, 
Appendix C guidance require agencies to review all programs and activities, identify those that are 
susceptible to significant erroneous payments, and determine an annual estimated amount of erroneous 
payments made in those programs. 
  
In 2005, in consultation with OMB, NSF revamped its IPIA approach and successfully executed it. NSF 
contracted for an annual statistical review of Federal Cash Transaction Report (FCTR) transactions 
received from grant recipients under the purview of the agency’s IPIA program. NSF staff worked closely 
with the contractors to create a milestone chart, develop a sampling plan, and ensure ongoing grantee 
communication throughout the review. 
 
NSF showed statistically low improper payment rates for our research and education awards. Consistent 
with OMB's guidance on improper payments, NSF requested, and OMB granted, relief from annual 
improper payments reporting because NSF improper payments were below the reporting threshold for 
two consecutive years. NSF will need to conduct a risk assessment or may be required to re-initiate 
measurement activities if there are any substantial changes to the program (e.g., legislation, funding, etc.) 
that may impact payment accuracy. NSF’s next IPIA reporting is due in FY 2009. 
 
In addition, NSF has established a robust, comprehensive grant pre-award and post-award monitoring 
program that builds risk reduction into its operational design. As part of this program, NSF expanded its 
FCTR transaction testing to cover low, medium and all high-risk awards. The current FCTR transaction 
testing is more comprehensive than the one used in NSF’s 2005 IPIA initiative. 
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PATENTS AND INVENTIONS RESULTING FROM NSF SUPPORT 
 
The following information about inventions is being reported in compliance with Section 3(f) of the 
National Science Foundation Act of 1950, as amended [42 U.S.C. 1862(f)].  There were 1,455 NSF 
invention disclosures reported to the Foundation either directly or through NIH's iEdison database during 
FY 2007.  Rights to these inventions were allocated in accordance with Chapter 18 of Title 35 of the 
United States Code, commonly called the "Bayh-Dole Act." 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Appendix 4 – Patents and Inventions Resulting from NSF Support  
 
 
 
 

 
III-26 

 

 
 
 
 
 
 
 



Appendix 5 – Acronyms 
                                                                                     
 

 
III-27 

                                                                                                

ACRONYMS 
 
 
 
AC Advisory Committee 
AC/GPA Advisory Committee for GPRA 

Performance Assessment 
AFR Annual Financial Report 
AMBAP Award Monitoring and Business 

Assistance Program 
APIC Accountability and Performance 

Integration Council 
BFA Office of Budget, Finance, and 

Award Management 
CFO Chief Financial Officer 
CIO Chief Information Officer 
CIOAG Chief Information Officer Advisory 

Group 
CIRT Computer Incident Response Team 
CISE Directorate for Computer and 

Information Science and 
Engineering 

CMIA Cash Management Improvement 
Act 

COSEPUP Committee on Science, 
Engineering, and Public Policy 

COV Committee of Visitors 
DACS Division of Acquisition and 

Cooperative Support 
DNA Deoxyribonucleic Acid 
EDS Electronic Data Systems 
EPA Environmental Protection Agency 
ERC Engineering Research Center 
FAS Financial Accounting System 
FATC Financial & Administrative Terms 

and Conditions 
FCTR Federal Cash Transaction Report 
FFMIA Federal Financial Management 

Improvement Act of 1996 
FFR Federal Financial Report 
FMFIA Federal Managers’ Financial 

Integrity Act of 1982 
FMLOB Financial Management Line of 

Business  
FMSM Financial Mangement Service 

Metrics 
FTE Full-time Equivalency 
FY Fiscal Year 
GAAP Generally Accepted Accounting 

Principles 
GAO Government Accountability Office 

GC General Counsel  
GMLoB Grants Management Line of 

Business 
GPA GPRA Performance Assessment 
GPRA Government Performance and 

Results Act 
GSA Government Services 

Administration 
HRM Human Resource Management 
ICWG Ice Core Working Group 
ILAB Independent Laboratory Access for 

Blind and Visually Impaired 
Students 

IPA Intergovernmental Personnel Act 
IPIA Improper Payments Information 

Act of 2002 
IT Information Technology 
LFP Large Facility Projects 

Management & Oversight Office 
MTS Federal Measurement Tracking 

System 
NITRD Networking and Information 

Technology Research and 
Development 

NSB National Science Board 
NSF National Science Foundation 
OIG Office of Inspector General 
OMB Office of Management and Budget 
OPM United States Office of Personnel 

Management 
OPP Office of Polar Programs 
PAR Performance and Accountability 

Report 
PARS Proposal and Reviewer System 
PART Program Assessment Rating Tool 
PI Principal Investigator 
PMA President’s Management Agenda 
Q3 Third Quarter 
SSP Shared Service Provider 
STC Science and Technology Center 
USAID U.S. Agency for International 

Development 
USAP U.S. Antarctic Program 
USSGL U.S. Government Standard General 

Ledger 
UV ultraviolet 
VA Veterans Affairs
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