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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. 



 

  II-14 

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)

II-53



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)

II-54



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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