
 
 
National Aeronautics and  
Space Administration 
 
Office of Inspector General 
Washington, DC 20546-0001 

 November 17, 2008 

TO:  Administrator 
  Chief Financial Officer 

FROM: Inspector General 

SUBJECT: Audit of the National Aeronautics and Space Administration’s  
  Fiscal Year 2008 Financial Statements (Report No. IG-09-006) 

Under the Chief Financial Officers Act of 1990, NASA’s financial statements are to be 
audited in accordance with generally accepted government auditing standards.  The 
Office of Inspector General contracted with the independent certified public accounting 
firm Ernst & Young LLP (E&Y) to audit NASA’s financial statements in accordance 
with the Government Accountability Office (GAO) “Government Auditing Standards” 
and Office of Management and Budget’s Bulletin No. 07-04, “Audit Requirements for 
Federal Financial Statements,” as amended. 

In the “Report of Independent Auditors” (Enclosure 1), E&Y disclaimed an opinion on 
NASA’s financial statements for the fiscal years ended September 30, 2008 and 2007.  
The disclaimer resulted from continued significant weaknesses in NASA’s financial 
management processes and systems, including issues related to internal controls for 
property accounting.   

The E&Y “Report on Internal Control” (Enclosure 2) includes two significant 
deficiencies, which are considered to be material weaknesses.  Material weaknesses were 
found in NASA’s controls for (1) financial systems, analyses, and oversight used to 
prepare the financial statements, and (2) assuring that property, plant, and equipment and 
materials are presented fairly in the financial statements.  These material weaknesses 
have been reported for several years. 

The E&Y “Report on Compliance with Laws and Regulations” (Enclosure 3) identifies 
certain instances in which NASA’s financial management systems did not substantially 
comply with the requirements of the Federal Financial Management Improvement Act of 
1996 (FFMIA).  For example, the report notes that NASA management continued to 
identify certain transactions that are being posted incorrectly due to improper 
configuration or design within the Core Financial module.   

NASA made progress in improving its internal controls during FY 2008.  NASA 
developed the Comprehensive Compliance Strategy to help NASA focus on ensuring 
compliance with generally accepted accounting principles (GAAP) and other financial 
reporting requirements.  NASA uses its Continuous Monitoring Program to assess and 
evaluate internal controls, compliance with GAAP, and evidence that balances and 
activity reported in its financial statements are accurate and complete.  However, NASA 
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management and E&Y continued to identify weaknesses in Agency-wide internal 
controls that impair NASA’s ability to report accurate financial information on a timely 
basis.   

To address the property, plant, and equipment (PP&E) material weakness, NASA 
implemented new PP&E capitalization policy and procedures, effective October 1, 2007, 
to ensure the value of new acquisitions of property will be accurate.  NASA also 
implemented the Integrated Asset Management (IAM)/PP&E module in May 2008 to 
track and value NASA’s capitalized personal property.  NASA’s challenge will be to 
ensure its processes and controls are operating effectively to accurately record capitalized 
property in a timely manner.   

NASA should prepare a comprehensive corrective action plan to address the findings 
detailed in the enclosed reports and to address material weaknesses identified in the 
Administrator’s Statement of Assurance.  That plan must be detailed enough to ensure 
successful implementation with desired results.  In addition, NASA must continue to 

• ensure that the Office of the Chief Financial Officer is staffed with properly 
trained personnel who can address the Agency’s financial management and 
accountability challenges; 

• ensure that accounting practices are consistent with applicable standards and are 
consistently applied; 

• establish internal controls that provide reasonable assurance that the financial 
statements are supported, complete, and accurate; and 

• implement recommendations made in E&Y’s “Report on Internal Control,” as 
well as those made by our office and the GAO.  

In fulfilling our responsibilities under the Chief Financial Officers Act of 1990, we 
monitored the progress of the audit, reviewed E&Y’s reports and related documentation, 
inquired of its representatives, and ensured that E&Y met contractual requirements.  Our 
review was not intended to enable us to express, and we do not express, an opinion on 
NASA’s financial statements; conclusions about the effectiveness of internal controls 
over financial reporting; or compliance with certain laws and regulations, including, but 
not limited to, FFMIA.   

E&Y is responsible for each of the enclosed reports and the conclusions expressed 
therein.  Our review disclosed no instances where E&Y did not comply, in all material 
respects, with GAO’s “Government Auditing Standards.”   

 

     signed 

Robert W. Cobb 

3 Enclosures  

 





 


Ernst & Young LLP 
848 Westpark Drive 
McLean, VA 22102 
 
Tel: 703 747–1000 
www.ey.com 


Report on Compliance with Laws and Regulations 
 
 
To the Administrator and the Office of Inspector General 
of the National Aeronautics and Space Administration 
 
 
We were engaged to audit the financial statements of the National Aeronautics and Space 
Administration (NASA) as of and for the year ended September 30, 2008, and have issued our 
report thereon dated November 12, 2008.  The report states that because of the matters discussed 
therein, the scope of our work was not sufficient to enable us to express, and we do not express, 
an opinion on the consolidated balance sheet as of September 30, 2008, and the related 
consolidated statements of net cost and changes in net position and combined statement of 
budgetary resources for the fiscal year then ended. 
 
The management of NASA is responsible for complying with laws and regulations applicable to 
NASA. We performed tests of its compliance with certain provisions of laws and regulations, 
noncompliance with which could have a direct and material effect on the determination of 
financial statement amounts, and certain other laws and regulations specified in Office of 
Management and Budget (OMB) Bulletin No. 07-04, Audit Requirements for Federal Financial 
Statements, as amended, including the requirements referred to in the Federal Financial 
Management Improvement Act of 1996 (FFMIA).  We limited our tests of compliance to these 
provisions, and we did not test compliance with all laws and regulations applicable to NASA.   
 
The results of our tests disclosed no instances of noncompliance with the laws and regulations 
discussed in the preceding paragraph exclusive of FFMIA that are required to be reported under 
Government Auditing Standards or OMB Bulletin 07-04, as amended. 
 
Under FFMIA, we are required to report whether NASA’s financial management systems 
substantially comply with 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.  However, as noted above, we were unable to complete our audit.  Based upon the 
results of the tests we were able to complete, we noted certain instances, described below, in 
which NASA’s financial management systems did not substantially comply with certain federal 
system and federal accounting standard requirements: 


• The NASA accounting system does not conform to certain federal requirements.  Certain 
subsidiary systems, including some property systems, are not integrated with the Core 
Financial Module and, as discussed in our Report on Internal Control, are not 
complemented by sufficient manual preventative and detective controls.  While NASA 
integrated aspects of the personal property system during fiscal year (FY) 2008, an 
additional upgrade to add NASA’s real property into the Integrated Asset Management 
Module is currently planned for FY 2009. 
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• Although significant improvement was made in prior years, NASA’s management 
continued to identify certain transactions that are being posted incorrectly due to 
improper configuration or design within the Core Financial Module.  As of September 
30, 2008, NASA management identified some service requests awaiting completion to 
address certain issues within its Core Financial Module.  Additionally, during our review 
of the Centers’ Continuous Monitoring Program submissions, we noted several instances 
where the Centers identified abnormal balances within the general ledger, including 
differences between the financial information (FI) module and the funds management 
(FM) module, both residing within the Core Financial Module.  Finally, during our 
review of journal entries within the Core Financial Module, we continued to note certain 
data element fields were either missing information or the information was inaccurate. 
For example, in some cases, we noted that NASA had not included the business area, 
purchase order, or vendor within the system for certain entries.   


• Reviews of general and application controls over financial management systems 
identified certain departures from requirements specified in OMB Circular A-127, 
Financial Management Systems, and OMB Circular A-130, Management of Federal 
Information Resources.   


• NASA was unable to meet certain requirements to ensure compliance with federal 
accounting standards.  For example, NASA does not have a process and controls 
surrounding how it identifies and estimates environmental cleanup costs in accordance 
with Statement of Federal Financial Accounting Standards (SFFAS) No. 6, Accounting 
for Property, Plant, and Equipment. 


 
Our Report on Internal Control, dated November 12, 2008, includes information related to the 
financial management systems that were found not to comply with the requirements, relevant 
facts pertaining to the noncompliance, and our recommendations related to the specific issues 
presented.  It is our understanding that NASA’s management generally agrees with the facts as 
presented and that relevant comments from NASA’s management responsible for addressing the 
noncompliance are provided as an attachment to this report.  We did not audit management’s 
comments and accordingly, we express no opinion on them. 
 
Because we could not complete our audit, we were unable to determine whether there were other 
instances of noncompliance with laws and regulations that are required to be reported. 
 
Providing an opinion on compliance with certain provisions of laws and regulations was not an 
objective of our audit, and accordingly, we do not express such an opinion. 
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This report is intended solely for the information and use of management and the Office of 
Inspector General of NASA, OMB, Government Accountability Office, and Congress, and is not 
intended to be and should not be used by anyone other than these specified parties. 
 
     signed   -   Ernst & Young LLP 


 
November 12, 2008 
 








 


 


Ernst & Young LLP 
848 Westpark Drive 
McLean, VA 22102 
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Report of Independent Auditors 
 
 
To the Administrator and the Office of Inspector General  
of the National Aeronautics and Space Administration 
 
 
We were engaged to audit the accompanying consolidated balance sheets of the National 
Aeronautics and Space Administration (NASA) as of September 30, 2008 and 2007, and the 
related consolidated statements of net cost, and changes in net position and combined statements 
of budgetary resources for the fiscal years then ended.  These financial statements are the 
responsibility of NASA’s management.  
 
During fiscal year (FY) 2008, NASA continued its focused efforts to resolve long-term issues 
identified in its financial management processes and systems.  Although significant progress has 
been made, we continued to identify significant weaknesses in NASA’s financial management 
processes and systems.  NASA management and our work continue to identify issues related to 
internal control in its property accounting principally relating to assets capitalized in prior years.  
As a result of these limitations, we were unable to obtain sufficient evidential support for the 
amounts presented in the consolidated balance sheets as of September 30, 2008 and 2007, and 
the related consolidated statements of net costs, and changes in net position and combined 
statements of budgetary resources for the fiscal years then ended. 
 
Because of the matters discussed in the preceding paragraph, the scope of our work was not 
sufficient to enable us to express, and we do not express, an opinion on the consolidated balance 
sheets as of September 30, 2008 and 2007, and the related consolidated statements of net cost, 
consolidated statements of changes in net position, and combined statements of budgetary 
resources for the fiscal years then ended.  
 
The notes to the financial statements describe a potential departure from accounting principles 
generally accepted in the United States of America in NASA’s FY 2008 and FY 2007 financial 
statements.  In its preparation and analysis of its September 30, 2007 financial statements, NASA 
identified certain configuration and data integrity issues and errors in balances reported on its 
financial statements.   
 
The information presented in the Management’s Discussion and Analysis, the Required 
Supplementary Stewardship Information, and the Required Supplementary Information is not a 
required part of NASA’s financial statements, but is considered supplementary information 
required by Office of Management and Budget (OMB) Circular A-136, Financial Reporting 
Requirements.  Such information has not been subjected to auditing procedures, and accordingly, 
we express no opinion on it.  We were unable to apply to the information certain procedures 
prescribed by professional standards within the time frames established by OMB because of the 
limitations on the scope of our audit of the financial statements discussed above.   
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In accordance with Government Auditing Standards and OMB Bulletin No. 07-04, Audit 
Requirements for Federal Financial Statements, as amended, we have also issued our reports 
dated November 12, 2008, on our consideration of NASA’s internal control over financial 
reporting and on our tests of its compliance with certain provisions of laws, regulations, and 
other matters.  The purpose of those reports is to describe the scope of our testing of internal 
control over financial reporting and compliance and the results of that testing and not to provide 
an opinion on the internal control over financial reporting or on compliance.  Those reports are 
an integral part of an audit performed in accordance with Government Auditing Standards and 
OMB Bulletin No. 07-04, as amended, and should be considered in assessing the results of our 
work. 
 
     signed   -   Ernst & Young LLP


 
November 12, 2008 
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Report on Internal Control 
 
 
To the Administrator and the Office of Inspector General  
of the National Aeronautics and Space Administration 
 
 
We were engaged to audit the financial statements of the National Aeronautics and Space 
Administration (NASA or the Agency) as of and for the year ended September 30, 2008, and 
have issued our report thereon dated November 12, 2008.  The report states that because of the 
matters discussed therein, the scope of our work was not sufficient to enable us to express, and 
we do not express, an opinion on the consolidated balance sheet as of September 30, 2008, and 
the related consolidated statements of net costs and changes in net position and combined 
statement of budgetary resources for the fiscal year then ended.  
 
In planning and performing our work, we considered NASA’s internal control over financial 
reporting by obtaining an understanding of the design effectiveness of NASA’s internal control, 
determining whether controls had been placed in operation, assessing control risk, and 
performing tests of NASA’s controls as a basis for designing our auditing procedures for the 
purpose of expressing our opinion on the financial statements, which we were ultimately not able 
to do, but not to express an opinion on the effectiveness of NASA’s internal control over 
financial reporting.  Accordingly, we do not express an opinion on the effectiveness of NASA’s 
internal control over financial reporting.  We limited our internal control testing to those controls 
necessary to achieve the objectives described in Office of Management and Budget (OMB) 
Bulletin No. 07-04, Audit Requirements for Federal Financial Statement, as amended.  We did 
not test all internal controls relevant to operating objectives as broadly defined by the Federal 
Managers’ Financial Integrity Act of 1982 (FMFIA), such as those controls relevant to ensuring 
efficient operations.   
 
Our consideration of internal control over financial reporting was for the limited purposes 
described in the preceding paragraphs 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. 
 
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 the entity’s ability to initiate, authorize, record, 
process, or report financial data reliably in accordance with generally accepted accounting 
principles (GAAP) 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 deficiencies described below to be significant 
deficiencies in internal control over financial reporting. 
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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.  Our consideration of the 
internal control over financial reporting was for the limited purpose described above and would 
not necessarily identify all deficiencies in the internal control that might be significant 
deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that are 
also considered to be material weaknesses.  However, we consider both matters noted—Financial 
Systems, Analyses, and Oversight; and Enhancements Needed for Controls over Property, Plant, 
and Equipment (PP&E) and Materials—to be material weaknesses. 
 
 


MATERIAL WEAKNESSES 
 
 
Financial Systems, Analyses, and Oversight (Modified Repeat Condition) 
 
Overview 
 
Beginning with its September 30, 2003 financial statements, significant issues have been 
identified in NASA’s financial management processes and systems.  In the years that followed, 
NASA continued to focus significant efforts in identifying and resolving long-standing systemic 
and financial management issues.  As part of these efforts, NASA reorganized its financial 
management structure, implemented new processes, upgraded its system, developed new 
guidance, and provided training to its personnel to address these issues.  During our fiscal year 
(FY) 2008 audit, we noted that management has continued with these initiatives in improving its 
processes and controls.  For example, NASA indicated that progress had been made in many 
areas, including: 


• Implemented Agency-wide Financial Management Strategy – Comprehensive 
Compliance Strategy (CCS)—NASA implemented a CCS that focuses on ensuring 
compliance with GAAP and other financial reporting requirements. NASA intends the 
CCS to serve as a basis for implementing comprehensive proactive corrective actions as 
may be required and provide guiding principles for executing effective financial 
management functions and activities.  


• Implemented Continuous Monitoring Program (CMP)—NASA implemented the CMP, 
effective February 2008, to support execution of the CCS and improve upon the 
predecessor Agency-level Periodic Monitoring Controls process. The CMP mandates 
over 100 standard control activities, aligned with the CCS framework, that are required to 
be performed monthly by Headquarters and NASA Centers, including the NASA Shared 
Services Center (NSSC).  


• 
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Implemented an Evaluation, Monitoring, and Testing (EMT) Program for the CMP—
NASA implemented an EMT program to evaluate Center compliance with the CCS on 
certain control activities at NASA Centers.  The EMT program’s intent is to assist in 
highlighting areas of difficulty or confusion with the application of the CCS, and is 
intended to result in remediation activities at the Center or, if necessary, improvements to 
the CCS and the CMP themselves. 


• System Enhancements—In FY 2008, NASA implemented the first phase of its Integrated 
Asset Management (IAM) module for the financial management system.  The PP&E 
portion of this module (i.e., IAM/PP&E) was implemented to create processes that 
integrate NASA’s personal property systems with the Agency’s financial system. 


• NASA Shared Services Center Transition—During FY 2008, NASA transitioned 
significant financial management operations – Accounts Payable, Accounts Receivable, 
and Fund Balance with Treasury reconciliation – from its Centers to NSSC.  These 
transitions took place in four waves from February to August, 2008.  The purpose of the 
full consolidation of these activities at the NSSC is to improve consistency, reduce 
redundant processes, and gain efficiencies.   


• Updated Financial Management Requirements (FMR)—A new initiative was launched in 
the beginning of July 2008 to revise and update the 20 volumes of the FMR.  With the 
exception of Planning, Programming, Budgeting and Execution (PPBE) and Budget 
Execution, NASA’s FMR volumes have been updated.  The PPBE and Budget Execution 
volumes are scheduled by NASA to be completed in the first quarter of FY 2009.  The 
Financial Information Systems volume has been updated but the Deputy Chief Financial 
Officer has requested further review by the Office of the Chief Financial Officer (OCFO) 
Systems office prior to publication.  Grant accruals have been added to the FMR and desk 
procedures have been developed to support consistent execution of that policy.  In 
addition, the PP&E volume of the FMR was updated to reflect the requirements outlined 
in NASA Interim Directive (NID) 9250, Identifying Capital Assets and Capturing Their 
Costs.  Other improvements to PP&E policies and practices include: implementation of a 
new capitalization policy; enhanced validation procedures for contractor-held property, 
and updated controls for calculating depreciation on personal property. 


 
However, through the end of FY 2008, NASA management’s review and the results of our audit 
procedures continued to identify significant weaknesses in entity-wide internal control, which 
impaired NASA’s ability to report accurate financial information on a timely basis.  In many 
cases, the progress noted above and related processes continued to be developed throughout FY 
2008 and will require additional refinements in FY 2009.  
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Continuous Monitoring Program 
 
As reported in FY 2006, NASA management developed an entity-wide structure for routine 
reconciliation, analyses, and oversight processes.  Throughout FY 2007 and FY 2008, NASA 
management continued to refine its process by accelerating certain steps to support its financial 
statement preparation process, and issuing more detailed guidance.  In February 2008, NASA 
implemented the CMP to support NASA’s CCS and improve upon the predecessor Periodic 
Monitoring Controls (PMC) submissions.   
 
The CMP is a monthly process performed at the Centers and forwarded to Headquarters that is 
designed to identify issues impacting the integrity of the Centers’ financial management 
information and provide a means for communicating and tracking of the issues centrally within 
the Headquarters OCFO.  Each control activity outlined in the CMP guidance must include a 
coversheet indicating preparer and reviewer sign off, and exceptions (if any) noted.  Throughout 
FY 2008, NASA management continued to refine the CMP process by revising the procedures 
surrounding certain control activities and issuing more detailed guidance to the Centers to ensure 
consistency within NASA. 
 
Our review of these submissions and the related support maintained at the Centers continue to 
identify progress at the Centers in identifying issues, including system concerns, continuing data 
integrity issues, and other issues requiring immediate attention by NASA management.  
However, our review of these submissions also continued to identify certain weaknesses in 
processes – both at the Centers and at Headquarters – that could impair NASA’s ability to correct 
material errors in a timely fashion and report reliable information in its financial statements.  
Specific concerns are as follows: 


• Inconsistency in Summaries and Supporting Documentation—During our review of the 
high level summaries attached to the controls’ coversheets, we noted that in certain cases, 
although the summary indicated no exceptions, the supporting documentation identified 
exceptions. In addition, we noted some instances where the total exception reported on 
the control matrix did not agree to the control coversheet.  


• Untimely Resolution of Issues—We continued to note certain issues within the Centers’ 
submissions that had been identified for several months but had not been resolved in a 
timely fashion.   


• Further Guidance Needed—As noted above, Headquarters OCFO refined the CMP 
procedures throughout FY 2008 increasing the number of control activities from 23 to 
132 performed each month.  As a result, during our review of the March and June CMP 
submissions submitted by the Centers, we noted continued confusion on how certain 
procedures should be performed.  As a result, many procedures were either not performed 
or the Centers used alternate procedures to complete the steps.  Headquarters personnel 
were not aware that the Centers were not performing specific control activities or that the 
Centers had implemented alternate procedures.  While such alternative approaches may 
be appropriate, enhanced communication and coordination appear warranted. 
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Recommendation 
 
As noted above, NASA’s efforts in establishing a robust CMP process have continued to evolve 
and improve.  We recommend that NASA Headquarters and Center OCFOs:  


1. Continue to strengthen controls related to its entity-wide structure for account 
reconciliation, analyses, and oversight by providing more in-depth, on-site quality 
reviews of Center and Headquarters financial functions, provide further guidance and 
training of new policies and procedures, periodically requesting the supporting 
documentation to compare to the results communicated, and improve communication so 
that issues may be resolved in a more timely manner.   


2. Continue to offer updated guidance and training to personnel to ensure specific guidelines 
are consistently applied and documented as to the source of data to support the CMP 
submissions and the financial statements, required follow-up with timetables, and 
documentation retention policies.  Further, training should be provided to Center and 
Headquarters personnel to ensure a complete understanding of the financial management 
system and reports that are available to perform certain tasks. 


 
Financial Statement Preparation Processes 
 
Our review of NASA’s financial statement preparation process continued to identify certain 
issues impacting NASA’s ability to effectively accumulate, assemble, and analyze information to 
timely develop its financial statements on a routine and recurring basis.  Currently, although 
processes continue to be improved, some data issues and evolving account reconciliation, 
periodic analysis, and financial statement closing processes continue to provide challenges in the 
timely development of auditable financial statements.  The following represent issues identified 
during the financial statement preparation process: 


• Quarterly Fluctuation Analyses—Although NASA had indicated that it performed, and 
upper management had reviewed, its quarterly fluctuation analyses of its financial 
information to identify unusual balances, our review of NASA’s analysis of its quarterly 
financial statements continued to identify inconsistencies, which required further 
explanation.  


• Coordination of Legal Contingencies—We noted that coordination and oversight of 
contingencies between the Centers, Office of General Counsel (OGC) and OCFO 
requires improvements to help ensure that periodic financial reports appropriately record 
or disclose legal matters and their resolution.  Although the Centers forward notification 
of claims to NASA Headquarters annually and through the legal letter process, limited 
routine coordination and oversight is performed with the parties responsible for periodic 
financial reporting. 
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• Accounting For Intra-governmental Reporting—For the third quarter financial 
statements, NASA was unable to agree its intra-governmental balances with its trading 
partners, some of whom did not respond to NASA’s requests for confirmation.  Our 
review of the Treasury difference report and supporting schedules identified an absolute 
value of over $250 million which NASA and its trading partners had not resolved or 
substantiated. 


 
 
Recommendation 
 
We recommend that NASA continue to refine its financial management systems and processes to 
improve its financial statement preparation process.  Specifically, we recommend that NASA:  


1. Continue to improve its financial reporting and internal quality review procedures to 
reasonably assure that information presented in the interim financial statements and 
Performance and Accountability Report are accurate, fully supported, and completed 
timely and consistent with the requirements of OMB Circular A-136, Financial 
Reporting Requirements, including rigorous use of checklists and enhanced supervisory 
review processes.  Mock runs of the complete year-end financial statement preparation 
process during the third quarter are suggested to ensure processes are in place and 
documentation is available. 


2. Continue to enhance its procedures related to confirming intra-governmental balances 
with its trading partners so that significant differences identified through the Treasury 
quarterly process do not exist.  NASA should be proactive when confirming transactions 
and balances with non-responsive trading partners.  Working with OMB is necessary to 
resolve differences timely. 


3. Continue to offer updated guidance and training to personnel to ensure specific guidelines 
are documented as to the source of data to support the CMP submissions and the financial 
statements.   


4. Enhance coordination between the OCFO, the Centers, and the OGC to ensure 
appropriate accounting for contingencies. 


 
Continued Efforts Needed to Resolve Data Issues 
 
During FY 2008, NASA continued its focused efforts in resolving many long-term data integrity 
issues.  Although much progress was seen during FY 2008, our testing and NASA management 
continues to identify similar issues.  Specific concerns noted include the following: 


• Enhanced Internal Control Needed for Non-routine Journal Entries— During FY 2008, 
NASA recorded a number of journal entries totaling more than several billion dollars.  
Many of these entries, which required entries between proprietary, budgetary, and 
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memorandum accounts, corrected errors or mistakes of previously posted entries.  A large 
volume of these entries also related to on-top journal entries used to adjust the financial 
statements, and were recorded at the Centers, the Competency Center, and at 
Headquarters OCFO.  During our review of these entries we noted that sufficient 
documentation was not always available to support the purpose, cause, and 
appropriateness of the entries.  Specific examples are as follows: 


♦ During our walkthrough of the financial statement process, we were informed by 
OCFO that only key personnel within OCFO have the ability to post entries into the 
Core Financial Module after the system has been closed.  However, during our 
journal entry analysis, we noted several entries posted by users other than those key 
OCFO personnel.  When we inquired of management about the user IDs that were 
posting entries into the system after period close, we were informed that OCFO 
authorizes certain individuals to post adjusting entries for reporting purposes after the 
period closes.  Based upon this disclosure, we requested from OCFO a list of those 
individuals with the authority to post after period close, their authority level, and the 
controls surrounding the posting.  During our testing, we were unable to obtain from 
management a comprehensive list of those users with this post-close ability for 
adjustments and their respective authorities. Management informed us that a listing of 
all post-close journal entries is reviewed for unusual items. 


♦ Additionally, when we inquired about certain non-routine entries identified in 
NASA’s financial system, Headquarters OCFO could not readily provide 
documentation to support the purpose and appropriateness of the entries. 


♦ We noted that certain entries recorded through the quarterly financial statement 
preparation process were not fully supported by the Centers’ CMP submissions.  
Although the Centers perform the research to identify issues surrounding the monthly 
control activities and report these issues to Headquarters OCFO, the support is not 
provided until after Headquarters OCFO has already accessed the system internally, 
performed system queries and posted the respective entries that should be supported 
by the CMP submissions.  This chronology of events could lead to misstatements if 
the ultimate resolution of items by the Centers differs from the posited solution 
recorded by Headquarters OCFO. 


• Delayed Grant and Contract Close-outs—As reported in the past, we noted numerous 
grants and contracts, that had periods of performance ending prior to FY 2008, which had 
not officially been closed due to on-going contract audits, limited resources available for 
follow-up of missing or incomplete documentation from the vendor/grantee and a 
significant backlog of amounts awaiting de-obligation.  For grants, because of the delay 
of closeout within the grant system and anomalies in how grant drawdowns are 
distributed, activity costs of current grants were being posted as current expense against 
the expired grant obligation.  For several years, NASA has utilized an outside contractor 
to resolve the large backlog.  While we noted that significant progress was made in FY 
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2008, we continued to note a significant number of grants and contracts awaiting 
closeout.  For example, as of June 30, 2008, we noted over 2,700 grants with outstanding 
undelivered orders of approximately $24 million, and over 10,000 contracts with 
outstanding undelivered orders of approximately $111 million that were past their period 
of performance and still awaiting closeout and de-obligation.  Our review at September 
30, 2008 identified additional progress reducing the older undelivered orders for contracts 
and grants.  Further, we continued to note that requested supporting documentation was 
not available for several contracts. 


 
 
Recommendation 
 
We recommend that NASA continue to develop and refine its financial management systems and 
processes to improve its accounting, analysis, and oversight of financial management activity.  
Specifically, we recommend that NASA:  


1. Continue to enhance internal control surrounding manual non-routine entries, including 
requiring a log of all manual entries and preparing documentation that is readily available 
to support the entry and the approval by upper management. As appropriate, obtain 
Center concurrence with related adjustments and file with the journal entry related 
support.  


2. Continue to improve its process to more timely close expired grants, and contracts.  
Determine if accruals are necessary for potential disallowed costs and final invoices once 
closeout has occurred.   


3. Continue to strengthen controls over contract files to ensure that accurate and complete 
records are maintained in accordance with record retention policies. 


 
Processes in Estimating NASA’s Environmental Liability Continue to Require Enhancement  
 
During our review of NASA’s environmental liability estimated at $943 million as of September 
30, 2008, and related disclosures to the financial statements, we noted that NASA invested 
significant resources in a coordinated approach between the OCFO and the Environmental 
Management Division (EMD) to resolve our prior year finding related to the internal controls for 
the unfunded environmental liability (UEL) estimation process.  While NASA continues to make 
year-to-year progress, we noted weaknesses in NASA’s ability to generate an auditable estimate 
of its environmental cleanup costs including its UEL estimate.  Specifically, 


• During our FY 2008 audit we continued to note that NASA does not have a process and 
controls surrounding how it identifies and estimates environmental cleanup costs in 
accordance with Statement of Federal Financial Accounting Standards (SFFAS) No. 6, 
Accounting for Property, Plant, and Equipment.  
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• NASA has not completed the design and implementation of its general and application 
controls for its Integrated Data Evaluation & Analysis Library (IDEAL) estimating 
software.   


• NASA’s new “joint review” that was implemented as part of its enhanced internal control 
of the UEL estimate was being developed in the current fiscal year, and is not as yet 
functioning consistently to identify inconsistencies, errors or omissions in environmental 
estimates.  For example, we noted input errors into the IDEAL program that were not 
identified, inconsistencies in accounting definitions, and an inability to recreate estimates 
based on documentation provided. However, while we noted these items, we believe this 
enhanced control holds considerable promise as a foundation for NASA to build upon. 


 
 
Recommendation 
 
As it relates to the estimation of environmental liabilities, we recommend that NASA: 


1. Implement corrective actions (i.e., finalize workplans and implement internal control and 
monitoring processes) to ensure compliance with requirements within SFFAS No. 6, 
Accounting for Property, Plant, and Equipment, related to environmental cleanup and 
decommissioning costs.   


2. Implement preventative actions (i.e., controls) to ensure federal financial accounting 
requirements that relate to environmental matters are identified and implemented.  This 
entails assigning responsibility for review of the requirements for environmental matters 
and conducting periodic self-assessments of NASA’s implementation and adherence to 
federal financial requirements as they relate to environmental activities.  


3. Enhance and formalize the process it uses to conduct the UEL joint review by: 
identifying the minimum accounting and environmental parameters to be reviewed for 
each UEL project estimate; requiring that a representative from OCFO and EMD review 
the entire IDEAL estimate prior to the joint review team meeting and provide preliminary 
questions prior to the meeting; automating portions of the review to minimize labor 
involved in the review; improving coordination of OCFO and EMD to the update the 
review forms; providing training specifically to the combined members of the joint 
review team; and updating its process documentation to match the revised process.  


4. Complete the development and implementation of general and application controls as 
they relate to IDEAL.  Specifically, complete the security and service provider controls 
and controls necessary to demonstrate the accuracy of the output; and 


5. Continue to offer updated guidance and training to center/facility personnel involved in 
the estimation of environmental liabilities, including the need to ensure consistent year-
to-year audit trails and documentation supporting the judgments made in calculating the 
UEL and environmental cleanup costs.  Consider the development and sharing of 
“leading practices” based on existing NASA documentation practices. 
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Financial Management Systems Not in Substantial Compliance with FFMIA 


 
NASA’s financial management systems are not substantially compliant with the Federal 
Financial Management Improvement Act of 1996 (FFMIA).  During FY 2008, as discussed 
above, NASA management took action to address its noncompliance with the FFMIA, including 
implementing the first phase of its IAM for the financial management system, as well as 
continuing to resolve long-standing data issues.  Although these steps corrected certain 
weaknesses noted during the past five years, other weaknesses continue to exist.  Specific 
weaknesses noted include the following: 


• Certain subsidiary systems, including some property systems (i.e., real property and 
materials systems) are not integrated with the Core Financial Module and are not 
complemented by sufficient manual preventative and detective controls.  While NASA 
integrated the personal property system during FY 2008, an additional upgrade to add 
NASA’s real property into the IAM/PP&E module is currently planned for FY 2009.  


• Although significant improvement was made in prior year at identifying and cleaning up 
data integrity issues, and stabilizing the system, NASA’s management continued to 
identify certain transactions that are being posted incorrectly due to improper 
configuration or design within the Core Financial Module.  As of September 30, 2008, 
NASA management identified some service requests awaiting completion to address 
certain issues within its Core Financial Module.  Additionally, during our review of the 
Centers’ CMP submissions, we noted several instances where the Centers identified 
abnormal balances within the general ledger, including differences between the financial 
information (FI) module and the funds management (FM) module, both residing within 
the Core Financial Module.  Finally, during our review of journal entries within the Core 
Financial Module, we continued to note certain data element fields were either missing 
information or the information was inaccurate.  For example, in some cases, we noted 
that NASA had not included the business area, purchase order, or vendor within the 
system for certain entries.   


• Issues related to access and segregation of duties were noted within the Integrated 
Enterprise Management Program (IEMP) environment.  The level of risk associated with 
these information technology issues depends in part upon the extent to which financial-
related compensating controls (such as reconciliations and data integrity reviews of 
output) are in place and operating effectively throughout the audit period.  Certain of 
these controls designed to detect errors or inappropriate processing may also not be 
executed in a manner which can be expected to identify errors, which are other than 
inconsequential.  Within the context of the overall weaknesses identified in the control 
environment referenced in the accompanying comments and although NASA has made 
progress in addressing and resolving prior-year information technology findings, these 
information technology-related issues merit continued management focus.  
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• NASA was unable to meet certain requirements to ensure compliance with federal 
accounting standards, as discussed in various sections within this report. 


 
NASA has indicated in its assurance statement that it believes its systems are not substantially 
compliant with the requirements of the FFMIA.  NASA believes that planned activities for FY 
2009 will address many of the remaining issues. 
 
 
Recommendation 
 
We recommend that NASA: 


1. Continue to devise short-term and long-term resolutions to systematic and integration 
issues that complicate use of the IEMP.   


2. Continue to resolve issues, as discussed throughout this report, which impair NASA’s 
ability to meet the requirements of the FFMIA. 


3. Continue to resolve issues related to access and segregation of duties surrounding its 
financial management systems.  Additionally, we recommend that NASA continue to 
ensure that its compensating controls surrounding its integration of systems and 
segregation of duties issues are operating effectively to prevent, or detect and correct 
errors.  NASA should monitor that its internal control activities, including periodic 
reconciliations and analysis, are performed to ensure that further data issues do not lead 
to difficulties in processing transactions and preparing accurate reports in the months and 
possibly the years to come. 


 
Enhancements Needed for Controls over Legacy PP&E and Materials Contracts (Modified 
Repeat Condition)     
 
Consistent with prior-year audit reports, our review of PP&E identified serious weaknesses in 
internal control for legacy assets which prevent material misstatements from being detected and 
corrected in a timely manner.  Certain legacy issues noted in prior-year audit reports continue to 
challenge the Agency, particularly in relation to the International Space Station (ISS) and Space 
Shuttles.  While significant progress has been made for new property acquisitions, legacy issues 
will continue to impair NASA’s ability to report financial information related to PP&E.  
 
The current year PP&E capitalization policy changes under NASA Interim Directive 9250 (NID 
9250), effective the beginning of the fiscal year, and a new integrated asset management system 
for personal property (Integrated Asset Management (IAM)/PP&E module within IEMP) 
implemented late in the third quarter of FY 2008, hold promise in addressing new acquisitions of 
property. Internal control matters related to legacy capital assets that remain on its balance sheet 
for contracts originally executed in prior years will continue to impact financial reporting.  To 
some extent, the passage of time and ultimate decommissioning of certain assets (particularly the 
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ISS and Space Shuttles) may serve to reduce the impact of such legacy assets on financial 
reporting.  The weaknesses we noted during FY 2008, most of which are consistent with last 
year’s audit report, fundamentally flow from “pre-NID 9250” arrangements (principally ISS and 
Space Shuttle contracts executed prior to the implementation of NID 9250) whereby NASA did 
not determine at the point of budget formulation, obligation recognition, contract development, 
accounts payable recognition, or disbursement the amounts of property it expects to buy, has 
contracted for, or has purchased.  Rather, for these projects NASA, throughout 2008, waited until 
the entire transaction cycle was complete to obtain disbursement data for capitalization or, relied 
on contractors to do so.    
 
NASA also continues to be heavily dependent on activities at its contractors to recognize assets 
created at its contractors and the contractors’ reporting of property transaction via the Contractor 
Held Asset Tracking System (CHATS), which is not fully integrated with NASA Core Financial 
Module.  We also note that NASA’s Real Property Inventory (NRPI) and NASA Supply 
Management System also are not integrated with NASA’s Core Financial Module.  Furthermore, 
we also noted that NASA continues to utilize excel spreadsheets for cost capitalization related to 
the ISS and Space Shuttle and for depreciation on real property.  Such spreadsheets are prone to 
input and formulaic errors.  Lastly, we also continued to note certain transactions related to 
capital improvements, disposals, mothballed and stand-by assets, not being accounted for 
appropriately under the authoritative accounting literature or not consistently with NASA’s 
accounting policy in its March 2008 FMR.  The process to correct such items validates the 
effectiveness of some of the financial management review processes which NASA has been 
developing, but also highlight the need to develop consistent controls regarding capitalization 
approaches, with appropriately vetted position papers and notification for pending areas of 
review to ensure that no significant year-end adjustments are needed. 
 
As previously noted, NASA made progress related to the PP&E issues.  Highlights of those 
improvements from NASA management’s perspective include:   


• Implemented New Capitalization Policy—NASA implemented the capitalization policy 
developed in the prior fiscal year through NID 9250 for new acquisitions of capitalized 
PP&E on non-Space Shuttle or ISS programs on contracts with effective dates beginning 
October 1, 2007.  This policy should allow NASA to capture, record, and report 
acquisitions of new property throughout the entire transaction lifecycle.  For assets 
tracked under the new policy, associated Alternative Future Use (AFU) questionnaires 
will be validated.  


• Established Enhanced Validation Procedures for Contractor-Held Property—With the 
implementation of the new capitalization policy, NASA enhanced its validation 
procedures for contractor-held property.  This process will entail the Agency performing 
reconciliations between costs recorded in the financial system through the new policy and 
those reported by contractors in CHATS.  


• 
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Implemented the IAM/PP&E Module in May 2008—This module integrates asset records 
with related financial records for certain property classifications.  IAM/PP&E should 
provide a linkage between personal property equipment master records and the financial 
asset master record.  NASA anticipates that additional property classifications (e.g., real 
property) will be incorporated into the IAM/PP&E module in the future. 


• Improved Controls for Calculating Depreciation on Personal Property—With the 
implementation of IAM/PP&E, NASA calculates and posts depreciation for personal 
property in the Agency’s financial system.  Previously, depreciation for personal property 
was calculated outside of the system on Excel spreadsheet. NASA believes this 
enhancement will reduce the possibility of manual or formulaic spreadsheet errors. 


• Updated NASA PP&E Policies—The PP&E volume of the FMR was updated in 
September 2008 to reflect the requirements outlined in NID 9250.  A NASA Policy 
Directive (NPD) has been written to replace the interim directive 9250.  The NPD is 
currently being distributed for comments with impacted organizations.  NASA 
Procedural Requirements have also been drafted to provide implementation guidance for 
the NPD. 


• Conducted Annual Property Training—NASA conducted the Annual Center Property 
Training with Centers.  The training topics included:  asset capitalization policy; AFU 
questionnaire; out-grants and inactive property; the CMP; IAM; real property; and the 
NRPI system. 


 
NASA efforts to improve its accountability of property this fiscal year, particularly with the 
implementation of the NID 9250 and IAM/PP&E module, should aid the Agency towards its 
remediation of some of the internal control issues noted in prior years.  However, we noted 
inconsistencies in the application of the NID 9250 during this first year of implementation, such 
as the lack of required contract language suggested under the policy to provide a direct linkage of 
the costs incurred via the NASA Form (NF) 533 costs reports or invoice documentation to the 
costs capitalized as property.  We also noted the new policy required Headquarters OCFO to 
approve the AFU questionnaires, Project Formulation Authorization Documents, and the Project 
Acquisition Plans during the front end of the project’s lifecycle; however, management 
acknowledged that this process was not undertaken during the fiscal year but rather they 
reviewed these documents on an “after the fact” basis.  We continue to believe that the 
involvement of Headquarters OCFO on the front end of a project lifecycle’s process is one of the 
pinnacles in establishing this new policy.    
 
Additional processes to annotate reports of contractor-held property transactions provided 
monthly by contractors via CHATS to designate items are capitalized consistent with the 
accounting treatment concluded on in the AFU questionnaires appears warranted.  This issue 
arose as we found that NASA initially capitalized through contractor held work in process 
inventory approximately $1.3 billion in Crew Exploration Vehicle (CEV) fabrication costs; 
however, the alternative future use analysis provided for the related Orion project was 
categorized as research and development, and it is our understanding that such amounts were 
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removed from capitalization in preparing the financial statement.  Further analysis appears 
appropriate to ensure the completeness and accuracy of contractor-held property transactions and 
consistency with the accounting treatment.  We also noted that the impact of NASA’s “Enhanced 
Validation Procedures for Contractor-Held Property” noted above for post-NID 9250 contracts 
have not yet been fully seen as management acknowledged that no such post-NID 9250 contracts 
have been established to require such a reconciliation during the current fiscal year.   
 
 
Recommendation 
 
We recommend that NASA:  


1. Develop an action plan to resolve valuation issues where possible for legacy assets and/or 
conclude for some such assets that costs related to pursuit of further valuation 
information exceeds the potential benefits.   


2. Develop more robust detect and monitoring controls beyond the high-level monthly 
validation procedures performed by Headquarters OCFO on the monthly real property-
related schedules prepared by Center personnel and to compensate for the lack of the 
NRPI system being integrated with the Core Financial Module to ensure timely detection 
and correction of errors, adherence to accounting policies and procedures, as well as the 
completeness of real property-related balances and transactions. Management needs to 
layer in detect and monitoring controls on top of its routine processing and recordation of 
real property-related transactions and also extend these control requirements to the 
facilities department.   


3. Develop more comprehensive controls over critical accounting processes at Headquarters 
OCFO that require the use of excel spreadsheets, specifically related to the accounting for 
the ISS, as well as depreciation on real property.        


 
4. Continue to monitor and refine the implementation of its new PP&E capitalization policy 


and the IAM/PP&E module to ensure their effectiveness in capturing, recording and 
reporting acquisitions of new property throughout the entire transaction life cycle.  Also 
continue to monitor and refine the implementation of the revised contractor cost reporting 
requirements to ensure its effectiveness in capturing and reconciling all costs for 
capitalized property from the NF 533 reports to the monthly CHATS and annual NF 1018 
property reports as well as its consistency with the accounting treatment determined in 
the AFU questionnaires for all contracts.  Furthermore, any revisions to policies should 
require that Headquarters OCFO be involved in the front-end of the project’s lifecycle in 
determining whether a project or any subcomponent item has an alternative future use 
and should be capitalized as property.  Also, Headquarters OCFO needs to involve the 
procurement and scientific community as a part of the post-implementation process.  
Periodic reporting of NASA’s progress on this matter to key stakeholders is 
recommended.   
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OTHER MATTERS 


 
 


Summary of FY 2007 Material Weaknesses  
 


Issue Area Summary Control Issue FY 2008 Status 


Material Weaknesses  
Financial Systems, Analyses, 
and Oversight 


Internal control related to routine 
reconciliation, analyses, and oversight 
processes must be strengthened. 


Processes to prepare financial statements 
need improvement. 


Processes in estimating NASA’s 
Environmental Liabilities require 
enhancements. 


Financial management systems not in 
substantial compliance with FFMIA. 


Efforts needed to resolve data integrity 
concerns. 


Certain weaknesses noted relating to 
general and application controls. 


Improvements noted. 
Modified repeat condition. 


Enhancements Needed for 
Controls over Property, 
Plant, and Equipment and 
Materials  


Controls relating principally to contractor-
held PP&E and materials and NASA-held 
assets in space and work in process need 
improvement; Headquarters oversight needs 
improvement. 


Improvements noted. 
Modified repeat condition. 


 
 


* * * * * * * * * 
 
 
This report is intended solely for the information and use of the management and the OIG of 
NASA, OMB, GAO and Congress and is not intended to be and should not be used by anyone 
other than these specified parties. 
 
     signed   -   Ernst & Young LLP 


 
November 12, 2008 





