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   4201 Wilson Boulevard, Suite I-1135, Arlington, Virginia 22230 

 
MEMORANDUM          
 
Date:  September 30, 2015 
 
To:  Dale Bell  
  Director, Division of Institution and Award Support 
 

Jamie French  
  Acting Director, Division of Grants and Agreements 
 
From:  Dr. Brett M. Baker  
  Assistant Inspector General for Audit 
  
Subject: Audit Report No. 15-1-020  

Stanford University   
 
This memo transmits the WithumSmith+Brown (WSB) report for the audit of costs totaling $211  
million charged by Stanford University (SU) to its sponsored agreements with NSF during the 
period January 1, 2010 to December 31, 2012. The audit objectives were to: (1) identify and 
report on instances of unallowable, unallocable, and unreasonable costs; (2) identify and report 
on instances of noncompliance with regulations, Federal financial assistance requirements, and 
the provisions of the NSF award agreements related to the transactions selected; and to (3) 
determine the reasonableness, accuracy and timeliness of the awardee’s American Recovery and 
Reinvestment Act of 2009 (ARRA) quarterly reporting, including reporting the jobs created 
under ARRA and grant expenditures for the two most recent quarters.                  

The auditors determined that costs SU charged to its NSF sponsored agreements did not always 
comply with applicable Federal and NSF award requirements.  The auditors questioned $337,377 
of costs claimed on 54 NSF awards. Specifically, the auditors noted $124,279 in senior personnel 
charges that exceed the NSF two-month salary limit; $44,508 for unreasonable and unallowable 
travel expenses; $84,197 in allocation of costs that were not adequately supported or appeared to 
be based on an arbitrary estimate; $72,375 for improperly charged or inadequately documented 
costs; and $12,018 for a cost transfer related to a potential cost overrun on another NSF award.  
These questioned costs resulted in five areas identified where SU controls could be improved to 
ensure compliance with laws and regulations. These conditions increase the risk that NSF funds 
will not be available to accomplish necessary project objectives. 
 
The auditors also found that SU properly accounted for and segregated NSF ARRA funded 
awards in its accounting system. Additionally, SU’s ARRA reports were reasonable, accurate, 
and timely. For the quarters ending September 30, 2012 and December 31, 2012, expenditures  
were verified without exception.   However, the auditors found that $69,192 in unallowable costs 
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(of the $337,377 in total questioned costs) were charged to 6 ARRA awards with $207 in 
expenditures related to senior personnel that exceeded the two-month NSF salary limit; $1,838 in 
unallowable or unreasonable travel costs, $54,647 in unsupported allocation of costs, and 
$12,500 in improperly charged or inadequately documented costs. 
 
The auditors recommended that NSF address the findings by requiring SU to work with NSF in 
resolving the questioned costs of $337,377 and strengthen SU’s administrative and management 
controls. 
 
SU, in its response dated September 21, 2015, agreed with some of the findings and questioned 
costs.  However, SU disagreed with the salary overcharges because they believe that NSF policy 
that limits salary compensation for senior project personnel is specifically related to pre-award 
budgeting purposes and re-budgeting is allowed during the post-award portion of the award.  
Furthermore, they believe NSF policies and subsequent guidance from NSF are clear concerning 
the charging of senior salary.  SU acknowledged they will work with NSF during the audit 
resolution period to determine if they need to modify administrative and management controls. 
SU’s response is described after the findings and recommendations and is included in its entirety 
in Appendix A.  

Appendix C contains a detailed summary of the unallowable items that were questioned.  
Additional information concerning the questioned items was provided separately by OIG to the 
Division of Institution and Award Support, Cost Analysis and Audit Resolution Branch.   Please 
coordinate with our office during the six month resolution period, as specified by OMB Circular 
A-50, to develop a mutually agreeable resolution of the audit findings.  Also, the findings should 
not be closed until NSF determines that all recommendations have been adequately addressed 
and the proposed corrective actions have been satisfactorily implemented.   
 
OIG Oversight of Audit 

 
To fulfill our responsibilities under generally accepted government auditing standards, the Office of 
Inspector General: 
 

• Reviewed WSB’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 WSB and NSF officials, as necessary, to discuss audit 

progress, findings, and recommendations; 
• Reviewed the audit report, prepared by WSB to ensure compliance with generally accepted 

government auditing standards; and 
• Coordinated issuance of the audit report. 

 
WSB is responsible for the attached auditor’s report on Stanford University and the conclusions 
expressed in the report.  We do not express any opinion on the conclusions presented in WSB’s 
audit report. 
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We thank your staff for the assistance that was extended to our auditors during this audit.  If you 
have any questions regarding this report, please contact Billy McCain at 703-292-4989. 
 
Attachment 
 
cc:  Alex Wynnyk, Branch Chief, CAAR 
 Rochelle Ray, Team Leader, CAAR 
 Michael Van Woert, Executive Officer, NSB  
 Ruth David, Audit & Oversight Committee Chairperson, NSB 
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Independent Auditors’ Report 
The National Science Foundation (NSF) is an independent federal agency created by the National Science 
Foundation Act of 1950 (P.L. 810-507). Its mission is “to promote the progress of science; to advance the 
national health, prosperity, and welfare; and to secure the national defense.” The Foundation is committed 
to ensuring an adequate supply of the nation’s scientists, engineers, and science educators. NSF funds 
research and education in science and engineering by awarding grants and contracts to educational and 
research institutions in all parts of the United States. Through grants, cooperative agreements, and 
contracts, NSF enters into relationships with non-federal organizations to fund research education 
initiatives and assist in supporting internal program operations. Stanford University (SU) is an NSF grant 
recipient. 

SU, founded in 1891 and located in the heart of Silicon Valley, is one of the world’s leading teaching and 
research universities. SU states it has been dedicated to finding solutions to big challenges and to 
preparing students for leadership in a complex world. SU reports a total research budget of $1.33 billion 
which encompasses approximately 5,300 externally sponsored projects.  Because SU is one of the largest 
recipients of NSF award dollars, the NSF-Office of Inspector General (OIG) selected SU for audit. 

WithumSmith+Brown, under contract with the NSF-OIG, audited the costs claimed by SU to NSF for the 
period beginning January 1, 2010 and ending December 31, 2012. Our audit objectives were to:             
(1) identify and report on instances of unallowable, unallocable, and unreasonable costs; (2) identify and 
report on instances of noncompliance with regulations, federal financial assistance requirements, and the 
provisions of the NSF award agreements related to the transactions selected; and (3) determine the 
reasonableness, accuracy and timeliness of the awardee’s American Recovery and Reinvestment Act of 
2009 (ARRA) quarterly reporting, including reporting the jobs created under ARRA and grant 
expenditures for the two most recent quarters.  

We conducted this performance audit in accordance with generally accepted government auditing 
standards which require that we plan and perform the audit to obtain sufficient and appropriate evidence 
to provide a reasonable basis for our findings and conclusions based on our audit objectives. We believe 
that the evidence obtained provides a reasonable basis for our findings and conclusions based on our audit 
objectives. Our objectives, scope, methodology, and criteria are more fully detailed in Appendix B.
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Results in Brief 
 
To aid in determining reasonableness, allowability, and allocability of costs, we obtained from SU all 
awards for which costs were reported to NSF during the period of January 1, 2010 and ending    
December 31, 2012. This provided an audit universe of approximately $211 million, in more than 
389,000 transactions, across 885 individual NSF awards.  

Of the $211 million in the universe, our audit questioned $337,377 of costs claimed on 54 NSF awards 
because SU did not comply with federal and NSF award requirements. Specifically, we noted: $124,279 
of senior personnel salary charges that exceed the NSF two-month salary limit; $44,508 for unreasonable 
and unallowable travel expenses; $84,197 in allocation of costs that were not adequately supported or 
appeared to be based on an arbitrary estimate; $72,375 for improperly charged or inadequately 
documented costs; and $12,018 for a cost transfer related to a potential cost overrun on another NSF 
award. The questioned costs resulted in five areas identified where SU controls could be improved to 
ensure compliance with laws and regulations. These conditions increase the risk that NSF funds will not 
be used as required to accomplish other necessary project objectives. 

The universe of NSF ARRA-funded awards included approximately $27.3 million of expenditures, in 
more than 36,500 transactions, across 48 NSF awards. Our review found that SU properly accounted for 
and segregated NSF ARRA-funded awards in the accounting system. Additionally, the ARRA reports 
were reasonable, accurate, and timely. For the quarters ending September 30, 2012 and December 31, 
2012, expenditures were verified without exception. The allowability of costs reported for these awards 
were tested in conjunction with the other NSF awards. We did question $69,192 in six ARRA awards, 
including: $207 in one ARRA award with expenditures related to senior personnel that exceeded the two-
month NSF salary limit, $1,838 in two ARRA awards with unallowable or unreasonable travel costs, 
$54,647 in two ARRA awards with unsupported allocation of costs, and $12,500 in one ARRA award for 
improperly charged or inadequately documented costs. 

SU reviewed and agreed with the facts for $51,839 in questioned costs: 1) $9,742 for unallowable travel 
costs, 2) $244 for part of an entry that was not properly allocated; and 3) $41,853 for improperly charged 
or inadequately supported costs discovered during the audit.  The University did not agree with $285,538 
of questioned costs: 1) $124,279 of senior personnel costs in excess of NSF limits; 2) $34,766 for 
unreasonable and unallowable travel costs; 3) $83,953 for allocations of costs that were not adequately 
supported; 4) $30,522 for costs that were improperly charged or not adequately supported; and 5) the 
$12,018 cost transfer relating to a potential cost overrun. The findings are outlined in our report and 
presented by award in Appendix C.  Additional information concerning the questioned items was 
provided separately by OIG to the Division of Institution and Award Support, Cost Analysis and Audit 
Resolution Branch. 

Findings and Recommendations 
 
Finding 1 – Exceeded NSF Limits on Senior Salary 

Our review of the accounting and reporting of NSF senior salary costs revealed that SU does not 
adequately track/monitor senior personnel costs relative to the NSF two-month salary limit. Our review 
identified senior personnel whose salary exceeded the NSF two-month salary limit. 

Per NSF grant terms and conditions, grantees are fully responsible for the adherence to NSF policies. One 
such condition relates to senior personnel. Per NSF Award & Administration Guide (AAG), Chapter V, 
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Allowability of Cost, Section 1, Salaries, Wages, and Fringe Benefits, “NSF normally limits salary 
compensation for senior project personnel on awards made by the Foundation, to no more than two 
months of their regular salary in any one year. This limit includes salary received from all NSF funded 
grants…any compensation for such personnel in excess of two months must be disclosed in the 
proposal budget, justified in the budget justification, and must be specifically approved by NSF in the 
award notice.” 

Using data analytics, we extracted employees appearing to exceed the two-month NSF senior salary 
limitation. We provided the list of potential salary overcharges to SU for review. SU’s Office of 
Sponsored Research identified and excluded employees: 1) exempt from the two-month limit because 
they were Intergovernmental Personnel Act assignments (IPAs) representing employees detailed to the 
Foundation and remaining on SU’s payroll while assigned to NSF; 2) not senior personnel per the award 
documentation; 3) Senior personnel with prior approval from NSF to exceed 2 months; and 4) emeritus 
faculty who were not full-time. SU also reviewed and corrected the salary rates as necessary. After 
excluding these individuals, we determined that SU exceeded the 2 months limit by  excluding 
applicable fringe benefits and overhead (see Appendix C for detail by award).  

Salary Fringe Benefit Overhead Total Over 
   $ 124,279 

The following schedule shows the breakout of questioned costs by the number of months in excess of the 
NSF senior salary policy (see Appendix D for detail by instance). 

Unallowable 
Months 

Instances 
Over 

 
Salary 

Fringe 
Benefit 

 
Overhead 

 
Total Over 

0-0.9 11 $    $ 60,740 
2-2.9 1    63,539 

 12 $    $ 124,279 

These overcharges were due to a lack of effective monitoring caused by an over-reliance on rebudgeting 
authority. As a result, $124,279 in salary, fringe benefits and overhead on 23 NSF awards is questioned. 
Had SU effectively monitored their senior personnel salary costs, these overcharges would not have 
occurred. Without a process in place to ensure that senior personnel do not exceed the NSF two-month 
limit, there is the increased risk that funds may not be spent in accordance with NSF requirements. These 
excess salary costs increase the risk that funds will not be used as required to accomplish other necessary 
project objectives. SU’s administrative and management controls were not adequately designed to 
facilitate monitoring of senior personnel salary limits which resulted in unallowable costs.  

Recommendation 1: 

We recommend that the NSF’s Director of the Division of Institution and Award Support (DIAS) address 
and resolve the following SU recommendations: 

a. Work with NSF to resolve the $124,279 of questioned costs; and 
b. Strengthen the administrative and management controls and processes for senior personnel to 

ensure NSF salary limits are not exceeded. 
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WithumSmith+Brown Summary of Awardee Response: 

In its response to our draft report, Stanford disagreed with our finding and stated that 
WithumSmith+Brown has misinterpreted NSF’s policies.  Stanford further stated that NSF has also 
disagreed with WithumSmith+Brown’s interpretation of the senior salary policy in its resolution of 
recently issued reports for other universities.  Additionally, Stanford stated the majority of the awards in 
question were issued under the Federal Demonstration Partnership (FDP) and the corresponding 
regulations which state that no other prior approval requirements can be imposed unless a deviation has 
been approved by the Office of Management and Budget (OMB).  Stanford also provided examples of 
NSF-issued Frequently Asked Questions (FAQ), in addition to written and verbal guidance from the NSF 
Policy Office, which allows for the rebudgeting post award for more than 2 months of senior salary.  
Stanford concluded that 100% of its salary charges on NSF awards are appropriate, do not violate the two 
month senior salary policy, and conform to the NSF Policy Office guidance.  Stanford provided excerpts 
of regulations and policy guidance to support its position.  The full text of Stanford’s response is included 
in Appendix A. 

Auditor Comments: 
 
Our position regarding this finding remains unchanged.  We acknowledge that Stanford has received 
conflicting guidance regarding this policy from various NSF sources.  We also acknowledge that NSF’s 
audit resolution office has taken a different position regarding the senior salary issue.  However, we 
continue to believe that the Award and Administration Guide in effect at the time of the awards is the 
authoritative guidance on this issue, and therefore we continue to believe these are questioned costs under 
that guidance. 
 
Finding 2 – Unreasonable and Unallowable Travel Costs 
 
We questioned $44,508 in unreasonable and unallowable travel expenditures for 24 different transactions, 
related to 19 NSF awards.  

According to 2 Code of Federal Regulation (CFR) 220 (OMB Circular A-21), Section C, to be allowable 
for a federal grant, a cost must be allocable to the federal award and be necessary and reasonable for the 
administration and performance of the award. Furthermore, Appendix A, Section C.3, provides that a 
reasonable cost is one that a “prudent person would have incurred under similar circumstances. 

2 CFR 220 (OMB Circular A-21) Section 42(a) states, “...relocation costs incurred incident to recruitment 
of new employees, are allowable to the extent that such costs are incurred pursuant to a well-managed 
recruitment program...where…the newly hired employee resigns for reasons within his control within 12 
months after hire, the institution will be required to refund or credit such relocation costs to the Federal 
Government.” 

During our audit, we questioned $21,244 in unallowable travel costs: 
 

• $2,471 for travel reimbursement to a graduate student to attend  training in   The 
 training did not appear to be specific to the award or within the scope of the award.  

Although SU indicated that training would result in cost savings in the long run, 
we noted that the grad student was at a university in  
where the training was held. 

• $3,208 for unbudgeted travel costs for a graduate student to attend a conference in   In its 
proposal to NSF, SU stated that it would find ways to fund travel and supplies from other sources; 
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however these costs were charged to NSF anyway.  Additionally, the travel appeared to cover the 
period June 1st to June 19th (based on the airline tickets), but the conference ended June 10th.  
We were not provided any evidence to support the purpose of the remaining portion of the trip, 
which would also be an indicator that the trip was not necessary for the award.  This was the same 
traveler identified in the first item of this finding. 

• $815 for travel to for dissertation research for a graduate student that was not identified in 
the proposal.  The travel occurred over the holidays from December 23rd to January 17th.  At the 
time of our audit, SU was unable to provide support for the research conducted by the traveler.  
Well after our fieldwork, SU obtained and provided additional support from the traveler.  We 
noted a discrepancy in some of the support provided, specifically that the boarding pass indicated 
a return date of January 11, 2011, while a shipping label and drugstore receipt appeared to 
indicate the traveler was still in on January 17, 2011. The additional support was therefore 
not convincing and we are questioning these costs.     

• $875 for travel occurring on the last three days of a five-year award for the Principle Investigator 
(PI) to travel to for a conference.  These costs were originally charged to other funds and 
later moved to an NSF award after review of expenses showed that unspent funds remained.  The 
award only had domestic travel in the approved NSF budget. 

• $2,826 for the PI to travel to Europe for a conference two months prior to expiration on a three-
year award, with no foreign travel approved in the budget.  The travel to Europe included a 
vacation in  (not charged to the award) prior to the conference. Due to  

 the PI returned home and missed the conference.  Therefore, these costs did not benefit 
the award, and the necessity of the unbudgeted travel is questionable.  SU explained that the PI 
was scheduled to be a speaker for the conference, which would have benefited the award, and that 
the cost of the airline ticket should be an allowable expense to this award.  SU further explained 
that Federal Travel Regulations allow for emergency travel, and that t  

qualifies as emergency travel.  However, we continue to believe that this travel was not 
necessary for the award, and had the PI not already used the ticket for vacation purposes, the PI 
could have canceled the trip and received a credit from the airline due  and 
the Government would not have been charged. 

• $7,799 of the approximately $29,000 charged to this award for travel, for a PI to travel to  
to be a keynote speaker for a conference which did not appear necessary for this award.  This 
award had its proposed travel budget reduced from $6,000 to only $2,200 per NSF’s request.  SU 
used its rebudgeting authority to charge additional travel and conference costs totaling 
approximately $29,000.  While being selected as a keynote speaker was certainly a nice accolade 
for the PI and SU, that does not make it reasonable or necessary for the award.  Additionally, an 
SU internal audit identified $2,477 of the $7,799 related to this trip that should not have been 
charged to this award and an adjustment was made in March 2015.  These charges included 
business class airfare above the economy airfare rate and charges for certain other stop-over days. 

• $2,514 for attendance at an annual meeting of an international research society. The traveler was 
a member of a leadership committee for the society, and therefore these costs appear to be 
allocable to Departmental funds, not the NSF award.  We did not find any evidence attendance at 
this meeting was necessary for the award. 

• $736 for visas for travel to and  for presentations and meetings with colleagues. 
There was no international travel budgeted for this award.  The PI stated there was extra money 
left over in student support; therefore the surplus was used for this travel.  We did not find 
evidence that this travel was necessary for the award; therefore, we questioned these visa costs. 
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NSF’s Grant Proposal Guide (GPG) Section III, Part D Revisions to Proposal Made During Review 
Process states, "The NSF Program Officer may suggest reducing or elimination costs for specific budget 
items that are clearly unnecessary or unreasonable for the activities to be undertaken . . . ." 
 
During our audit, we also questioned $13,522 related to seven transactions on seven different awards 
where travel was specifically removed from the NSF budget by SU in order to obtain budget approval 
from NSF, then charged to the NSF award anyway using SU’s rebudgeting authority.  Because these costs 
were specifically removed from the budget, we questioned whether they were reasonable and necessary. 
In one case, the revised budget justification states “travel has been eliminated”.  In another case, SU 
indicated that attendance at the meeting was required due to Department policy; therefore we concluded it 
should have been charged to Departmental funds instead of the NSF award.  In other instances, it is not 
clear the travel was 100 percent allocable to the NSF award it was charged to, as the trip appeared to 
benefit other purposes as well, such as discussion of future unfunded work.  In another instance, it appears 
the PI did not submit reimbursement for travel until almost six months after the travel date, after finding 
out there were still funds left in the award.   
 
As for the issue of removing travel from the budget, one PI indicated “removing travel was the simplest 
solution to reach the desired total reduction” and that “travel was determined to be crucial to the project” 
and that they “voluntarily budgeted the award to comply with limited funding”.  Therefore, it appears that 
SU is submitting budgets it knows are not accurate in order to come to a total amount that NSF agrees to 
fund. 
 
Additionally, we questioned $9,742 of travel costs which SU agreed were erroneously charged or 
otherwise not supported, and, SU stated they made corrections for, including: 
 

• $1,129 for travel costs for a student who SU indicated worked on several NSF awards with a 
similar scope, but did not work on the NSF award these travel costs were charged to.  Therefore, 
SU agreed to remove the costs from this NSF award. 

• $2,081 for travel costs for a student who SU indicated worked on several NSF awards with a 
similar scope, but did not work on the NSF award these travel costs were charged to.  Therefore, 
SU agreed to remove the costs from this NSF award.  

• $2,497 for travel costs that SU agreed were double charged to an NSF award.  SU stated they 
have taken corrective action to remove the charges.  

• $281 for travel costs related to the family members of speakers, SU agreed the costs should be 
removed from the NSF award and stated they have taken corrective action.   

• $878 in unallowable recruitment/relocation travel expenses charged to one NSF award.  This 
employee split time between this NSF award and another NSF award, and the costs should have 
been split between the two awards. SU agreed that these costs should be removed from the award, 
and stated they have taken corrective action to transfer 50 percent ($878) of these costs to an 
unrestricted account, since the second award had since been closed.   

• $1,916 of foreign travel costs related to one award for a PI’s expense reimbursement. The travel 
reimbursement incorrectly calculated the allowable meals and incidentals per diem rate. These 
improper calculations occurred on three separate per diem line items on the same travel 
reimbursement for multiple dates and locations, and occurred despite the travel reimbursement 
being approved by three separate individuals at SU. SU agreed that these were miscalculated in 
error and stated they have taken corrective action to credit the NSF award for the overcharge.   

• $960 for a workshop registration and course fee for a graduate student incurred in February 2011.  
In August 2012, the PI initiated a journal entry to transfer the travel costs associated with this 
workshop to an unrestricted account, but we were not able to determine if this registration fee was 
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also transferred. SU subsequently agreed the costs should be removed from the award and 
indicated they have taken corrective action.   

 
SU personnel did not adequately review the propriety of these expenditures charged to NSF awards which 
resulted in unallowable costs. Without a process in place to ensure the proper monitoring of travel 
expenses, especially close to award expiration, and where there were little or no travel funds budgeted, 
there is the increased risk that funds may not be spent in accordance with federal and NSF requirements.  
For all of the $9,742 in questioned costs that SU agreed with, NSF, during audit resolution, should ensure 
that the awards are credited as appropriate. 

Recommendation 2: 

We recommend that the NSF’s Director of the DIAS address and resolve the following SU 
recommendations: 

a. Work with NSF to resolve the $44,508 of questioned costs; 
b. Strengthen the administrative and management controls and processes for reviewing and 

approving travel expense reimbursements that include per diem claims; 
c. Strengthen the administrative and management controls and processes for reviewing expenses 

for travel to determine reasonableness and necessity for the award, especially where travel 
has been specifically removed or reduced from the budget; and 

d. Strengthen the administrative and management controls and processes for reviewing  
relocation/recruitment costs charged to NSF awards. 

WithumSmith+Brown Summary of Awardee Response: 

In response to our draft report, Stanford disagreed with our findings and recommendations and 
maintained that the questioned costs benefitted the awards charged and were reasonable and necessary for 
the awards, except for the $9,742 which Stanford agreed with.  For each of the costs we questioned where 
Stanford disagreed, Stanford provided a detailed response as to why the institution believes the costs were 
necessary and reasonable and how they benefited the awards.  Stanford’s response is included in its 
entirety at Appendix A. 

Auditor Comments: 
 
For the remaining costs that Stanford disagreed with, our conclusions remain unchanged.  The additional 
information provided by Stanford did not change our view that these costs should be questioned.  
Therefore, our recommendation remains as stated. 
 
Finding 3 – Unsupported Allocation of Costs 
 
We questioned $84,197 for equipment, travel, instrument usage, and lab supplies, representing costs that 
were allocated to NSF awards using unsupported allocation methodologies.  In many instances, the 
allocation percentage was only the PI’s estimate of expected future use, which appeared to be arbitrary 
and based on convenience.  
 
Section C.4 of 2 CFR 220 (OMB Circular A-21) states “…cost is allocable to a sponsored agreement if it 
is incurred solely to advance the work under the sponsored agreement; it benefits both the sponsored 
agreement and other work of the institution, in proportions that can be approximated through use of 
reasonable methods…The recipient institution is responsible for ensuring that costs charged to a 
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sponsored agreement are allowable, allocable, and reasonable under these cost principles.” Section A 
states that “the accounting practices of individual colleges and universities must support the accumulation 
of costs as required by the principles, and must provide for adequate documentation to support costs 
charged to sponsored agreements.” 
 

• $29,969 of costs relating to an equipment purchase were charged to an NSF award with no 
equipment budgeted.   The requisition and purchase order for the equipment identified this award 
as the funding source for approximately 55 percent of the total estimated equipment cost.  In 
response to our audit inquiry, SU informed us in writing that the equipment cost was split 
between two awards based on the PI’s expected usage of the equipment.  SU further explained the 
NSF award was expected to benefit from the data to a greater extent than the non-sponsored 
research, so the PI decided a 55 percent to 45 percent split would be the most appropriate 
allocation.  However, this allocation appears to be arbitrary and based on convenience, and we 
have no way to determine the reasonableness of this methodology. 

• $24,678 of costs relating to an equipment purchase was charged to an NSF award with no 
equipment budgeted.  The total equipment costs were split almost evenly across four projects 
(split in half between two labs and then in half among two awards in each lab).   SU indicated the 
split was based on the projected usage by the PI, and that the PI had  

on the NSF project.  The PI further explained that the usage of the  
on the NSF project and non-NSF project was approximately equal at the time and as projected, so 
dividing the cost equally was a reasonable approach.  However, there was no support provided for 
how the usage was determined, therefore the reasonableness and accuracy of the methodology 
could not be determined.  

• $9,312 for reimbursement of a portion of costs associated with a summer course in 
  The course occurred during the last three months of this seven year NSF 

award. The costs were originally charged to a non-NSF award, and then transferred to the NSF 
award both before and after the expiration of the award.  According to a written response 
provided by SU to our audit inquiry, the PI had agreed to use funds available from the NSF grant 
to cover some of the participant costs for the course, specifically relating to the speakers attending 
the mini symposia on the weekends of the last 3 weeks of the first year of the school. However, 
there was no documentation provided to support the justification or the proportion of costs 
transferred to the NSF award or that it was in support of the award.  SU stated the majority of the 
costs for this course were charged to the non-NSF award, but that the PI agreed the NSF award 
would pay for some of the symposium speakers’ costs. 

• $2,704 related to internal service charges for use of an instrument in April 2010.  A total of 170 
hours were logged on the equipment by .  Approximately half of 
this time was charged to the  and approximately half charged to 
an NSF award.  Other than the PI statement “it was a series of experiments that equally benefited 
the awards based on the results they produced”, there was no documentation provided to support 
the allocation of these costs to the NSF award. 

• $1,290 representing 50 percent of a purchase of lab supplies, which was originally charged 100 
percent to an NIH award. According to SU, upon notification of receipt of the NSF award, the PI 
determined that this purchase (purchased within the 90-day period of allowable pre-award costs) 
benefitted multiple projects, which require “roughly the same amount” of supplies. No further 
documentation was provided; therefore the reasonableness and accuracy of the allocation could 
not be determined. 

• $244 for the purchase of lab supplies that were originally charged to an NIH award and then later 
a portion of the costs was transferred to an NSF award.  SU was unable to provide documentation 
to support the transfer or the allocation.  Stanford agreed and removed these costs from the award. 
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• $16,000 for a portion of lab supplies originally charged in total to a Departmental 
account and then later allocated and transferred to NIH and NSF awards.  The PI further 
estimated that the total cost of the use of  in an experiment was  

  The PI estimated that the NSF experiment would use and the NIH grant 
 was allocated to the NSF award as direct costs (with 

added as indirect costs).  There was no documentation provided to support either the 
 total cost or the methodology used to allocate the amount to the two federal awards.  The 

reasonableness and accuracy of the $16,000 charged to NSF could not be determined. 
 
Recommendation 3: 
 
We recommend that the NSF’s Director of the DIAS address and resolve the following SU 
recommendations:  
 

a. Work with NSF to resolve the $84,197 of questioned costs; and  
b. Strengthen the administrative and management controls and processes for documenting the 

allocation of costs across multiple projects or awards.  Allocations that cannot be supported and 
documented using reasonable methods and in reasonable time periods should be charged to a non-
sponsored activity or indirect cost, as appropriate.  
 

WithumSmith+Brown Summary of Awardee Response: 

In response to our draft report, Stanford disagreed with our findings and recommendations and 
maintained that the questioned costs benefitted the awards charged and were reasonable and necessary for 
the awards and appropriately allocated, except for the $244 which Stanford agreed with.  For each of the 
costs we questioned where Stanford disagreed, Stanford provided a detailed response as to why the 
institution believes the costs were necessary and reasonable and how they benefited the awards and why 
they were appropriately allocated.  Stanford’s response is included in its entirety at Appendix A. 

Auditor Comments: 
 
For the remaining costs that Stanford disagreed with, our conclusions remain unchanged.  The additional 
information provided by Stanford did not change our view that these costs should be questioned.  
Therefore, our recommendation remains as stated. 
 
 
Finding 4 – Improperly Charged or Inadequately Documented Costs 

We found inadequately supported or erroneous charges to nine NSF awards totaling $72,375.  Stanford 
agreed that $41,853 of the $72,375 are questioned costs and indicated it has taken corrective actions to 
remove these charges. 

Section C.4 of 2 CFR 220 (OMB Circular A-21) states “…cost is allocable to a sponsored agreement if it 
is incurred solely to advance the work under the sponsored agreement; it benefits both the sponsored 
agreement and other work of the institution, in proportions that can be approximated through use of 
reasonable methods…The recipient institution is responsible for ensuring that costs charged to a 
sponsored agreement are allowable, allocable, and reasonable under these cost principles.” Section A 
states that “the accounting practices of individual colleges and universities must support the accumulation 
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of costs as required by the principles, and must provide for adequate documentation to support costs 
charged to sponsored agreements.” 

We questioned $7,138 for purchases of equipment that did not appear to benefit the award or did not 
appear necessary for the administration of the award. In some cases, the purchase appears to be general 
purpose computers not primarily or exclusively used in the actual conduct of the proposed research.  

• $3,067 for the purchase of desktop computer.  This purchase was charged entirely 
to one NSF award of which the professor was Co-PI.  There was no evidence provided that this 
computer was used primarily or exclusively for the research related to this award.  A significant 
portion of the professor’s time was charged to a non-NSF project during the period after this 
purchase.  In response to the draft report, Stanford agreed with these questioned costs and stated 
they have been removed from the award. 

• $4,071 for laptop computer charged entirely to one NSF award.  There was no 
evidence provided that this computer was used primarily or exclusively for the research related to 
this award.  This purchase was made six months prior to the award expiration date.  Although SU 
stated this computer was used exclusively on this award by a particular researcher, we question 
whether a laptop, which has a useful life of longer than 6 months, could have been used 
exclusively on this award.  We also believe this purchase is not of a type that is typically charged 
as a direct cost on a sponsored award. 

Furthermore, we found $12,500 of consulting costs charged to one NSF award  that were not adequately 
documented; therefore the reasonableness of these costs could not be determined and we questioned these 
costs. 
 
OMB Circular A-21, Appendix A, Item 37 states “(8) Adequacy of the contractual agreement for the 
service (e.g. description of the service, estimate of time required, rate of compensation, and termination 
provisions)” is one of the relevant factors in determining the allowably of consulting costs. 
 
SU provided a consulting agreement for  consulting services for data.  The 
agreement included a specified rate per hour for a maximum of $25,000 for services satisfactorily 
performed.  The agreement did not specify any specific deliverables or work product to be produced for 
either the NSF project or the NIH project.  The agreement also stated the sources of funding include both 
NIH and NSF. 
 
The consultant’s invoices did not provide adequate support describing what was being billed.  The 
invoices were for a fixed dollar amount for a given time period (e.g. one month).  There was no indication 
of how many hours were worked or what services were performed during the billing period.  
Additionally, each invoice was charged 50 percent to the NIH award and 50 percent to the NSF award, 
with no support for how this allocation was determined or a description of the methodology.  There was 
no description or support of any work product produced or any specific deliverable. 

We also found $11,400 of charges for contributions to a specialized equipment usage fund on one NSF 
award that was not in accordance with the specialized service fee requirements of OMB Circular A-21. 

According to 2 CFR 220 (OMB Circular A-21), Appendix A, Item J.47 the costs of such services must be 
charged to the awards based on “actual usage of the services on the basis of a schedule of rates or 
established methodology that . . .is designed to recover only the aggregate costs of the services. . . Rates 
shall be adjusted at least biennially, and take into consideration over/under applied costs of previous 
period(s)”. During our audit we noted that SU charged $  to one 
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particular award, which was an internal service fee for  usage for the   
The fund is used for  and labor maintenance costs each year.  The lab was charged 
for core-days at per core day (as the founders share) for a total of $ plus indirect costs.  
However, there was no evidence that this rate schedule was designed in accordance with the requirements 
of OMB Circular A-21 (for example, to ensure recovery of only the aggregate costs of services); 
therefore, the reasonableness of these charges cannot be determined.  Additionally, the days of 
usage was not the actual usage, but an allocation of available usage to the project.  No records were 
provided supporting the actual usage for this award.  In response to the draft report, Stanford disagreed 
that the charges were set up as a service center, but agreed that the department did not retain adequate 
records supporting the allocations and stated these charges have been removed. 

Additionally, we found $13,951 of computer equipment charged to an award that did not have equipment 
(or materials and supplies) approved in the budget.  The purchase was for a computer server, without 
which, the PI stated the results for the project would have been impossible.  This seems to contradict the 
award proposal, which states that the Stanford  has “dozens of 
workstations equipped with  and . . . computation resources provided by 

  The PI stated that after starting the research project, he realized the equipment in the lab 
was outdated, and that “more powerful computing resources were available outside the [lab], but they 
were heavily booked by many research groups and we could not get enough time on those  

.  Therefore, we are questioning the reasonableness and necessity of these costs given the 
resources that SU stated in the award proposal they already had. 
 
Finally, SU agreed that they could not support the following charges totaling $27,386 and agreed that 
they were questioned costs. 
 

• $3,403 for sales tax and related indirect costs on an equipment purchase that was erroneously 
charged to an NSF award.  The equipment costs were removed from the award soon after the 
error was discovered in 2011, but the sales tax and related indirect costs were inadvertently not 
removed. SU has taken corrective action to remove the charges.  

• $1,963 for a non-faculty bonus payment, a portion of which was improperly charged to an NSF 
award.  SU has taken corrective action to remove the charges.  

• $2,900 for undergraduate student salary erroneously charged to an NSF award.  SU has taken 
corrective action to remove the charges.     

• $12,462 for fellows service expenses, which were allocated to an NSF award based on the 
proportionate share of fellows supported by NSF grants.  During our audit, SU reviewed the total 
fellowship costs to be allocated, which resulted in an overcharge to this NSF award.  SU 
voluntarily removed several items and agreed to reimburse these costs.     

• $6,658 for meeting room services that SU agreed was an incorrect charge.  SU has already taken 
corrective action to remove the charges and sent a refund check to the US Treasury.   

 
These mischarges were caused by inadvertent administrative oversights in the review process at the 
Department levels where these charges were initiated.  As a result, there is the increased risk that funds 
may not be spent in accordance with federal and NSF requirements or that NSF awards may be 
inaccurately charged.  NSF, during audit resolution, should ensure that the total $27,386 in question costs 
that SU agreed to are properly credited to the appropriate awards. 
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Recommendation 4: 

We recommend that the NSF’s Director of the DIAS address and resolve the following SU 
recommendations: 

a. Work with NSF to resolve the $72,375 of questioned costs;  
b. Strengthen the administrative and management controls and processes for maintaining 

adequate supporting documentation for transactions; 
c. Strengthen the administrative and management controls and processes for documenting and 

reviewing consulting agreements and invoices; 
d. Strengthen the administrative and management controls and processes for internal service 

charges and ensure that charges for specialized services are in compliance with the 
requirements of OMB Circular A-21; and 

e. Strengthen the administrative and management controls and processes for reviewing and 
approving equipment costs charged to NSF, especially general purpose computer equipment. 

WithumSmith+Brown Summary of Awardee Response: 

In response to our draft report, Stanford disagreed with our findings and recommendations and 
maintained that the questioned costs benefitted the awards charged and were reasonable and necessary for 
the awards and appropriately allocated, except for the $41,853 which Stanford agreed with.  For each of 
the costs we questioned where Stanford disagreed, Stanford provided a detailed response as to why the 
institution believes the costs were necessary and reasonable and how they benefited the awards and why 
they were appropriately allocated.  Stanford’s response is included in its entirety at Appendix A. 

Auditor Comments: 

For the remaining costs that Stanford disagreed with, our conclusions remain unchanged.  The additional 
information provided by Stanford did not change our view that these costs should be questioned.  
Therefore, our recommendation remains as stated. 
 
Finding 5 – Cost Transfer Due to Overrun 

We questioned $12,018 of costs transferred from one NSF award to another NSF award which appeared 
to be due to a potential cost overrun.  The two NSF awards were both under the same PI and the award 
periods overlapped.   

Section C.4b. of 2 CFR 220 Cost Principles for Educational Institutions (formerly OMB Circular A-21) 
states that  “…Any costs allocable to a particular sponsored agreement under the standards provided in 
this Appendix may not be shifted to other sponsored agreements in order to meet deficiencies caused by 
overruns or other fund considerations, to avoid restrictions imposed by law or by terms of the sponsored 
agreement, or for other reasons of convenience.”  

In October 2012, SU recorded transfers of $12,018 in costs from one NSF 
award to another NSF award, relating to the July, August, and September of 2012 pay periods.  In 
response to our inquiries, SU stated that was initially working on the first NSF award then 
began working on the other NSF award.  However, we noted that according to the cost report filed with 
NSF for the quarter ended June 30, 2012, there was only a $10,030 balance remaining on the first award.  
When the $12,018 of costs were incrementally charged to the first award in July, August, and September 
2012, the award would have been in an overrun.  Although Stanford has detailed procedures for the 
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review and recording of cost transfers, the justification provided for this transfer indicated that it was 
made to correct an error and SU did not catch the underlying cost overrun.  This resulted in a violation of 
federal and NSF requirements relating to cost overruns. Therefore, these costs are being questioned as 
they appear to have been transferred as a result of the overrun on the first NSF award. 

Recommendation 5: 

We recommend that the NSF’s Director of the DIAS address and resolve the following SU 
recommendations: 

a. Work with NSF to resolve the $12,018 of questioned costs; and  
b. Strengthen the administrative and management controls and processes for reviewing and 

approving cost transfers that appear to be due to cost overruns. 

WithumSmith+Brown Summary of Awardee Response: 

In response to the draft report, Stanford disagreed with the finding and maintained that the expenses 
charged to the award are allowable and reasonable.  SU explained that the transfer of costs was initiated 
after the PI reviewed the quarterly financial statements and noticed that the graduate student was 
erroneously still being charged to a different project.  Stanford maintains that the graduate student did 
work on the NSF award during the time period in question.  Stanford provided a detailed response to 
support its position, which is included in its entirety at Appendix A. 

Auditor Comments: 

Our finding remains unchanged.  We do not believe that the additional information provided by Stanford 
was adequate to refute that this transfer related to a cost overrun.  Therefore, our recommendation remains 
as stated. 

 

September 29, 2015 
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Appendix B: Objectives, Scope, and Methodology 
Our audit included assessing the allowability, allocability and reasonableness of costs claimed by SU on 
the quarterly Federal Financial Reports (FFR) for the three-year period beginning January 1, 2010 and 
ending December 31, 2012. We also reviewed the accuracy, reasonableness, and timeliness of SU’s 
ARRA reporting.  

The audit was performed in accordance with generally accepted government auditing standards for 
performance audits. The audit objectives were to: 

1. Identify and report on instances of unallowable, unallocable, and unreasonable costs from the 
transactions tested; 

2. Identify and report on instances of noncompliance with regulations, federal financial assistance 
requirements (e.g. OMB Circulars), and the provisions of the NSF award agreements as they 
relate to the transactions tested; and 

3. Determine the reasonableness, accuracy, and timeliness of the awardee’s ARRA quarterly 
reporting, including reporting of jobs created under ARRA and grant expenditures for the two 
most recent quarters. 

To accomplish our objectives, we reviewed SU’s policies, procedures, and systems, and interviewed 
appropriate SU personnel responsible for establishing and implementing control policies, procedures, and 
systems.  We assessed the reasonableness, accuracy, and timeliness of the awardee’s ARRA quarterly 
reporting, including reporting of jobs created under ARRA and grant expenditures for the two most recent 
quarters, by 1) recomputing the number of jobs created or retained in compliance with OMB 
Memorandum M-10-08, Updated Guidance on the American Recovery and Reinvestment Act – Data 
Quality, Non-Reporting Recipients, and Reporting of Job Estimates; 2) reconciled expenditures per the 
general ledger to the ARRA expenditures; and 3) reviewed the ARRA reporting submission dates. 

To aid in determining reasonableness, allowability, and allocability of costs, we obtained from SU all 
awards for which costs were reported to NSF during the period of January 1, 2010 and ending    
December 31, 2012. This provided an audit universe of approximately $211 million, in more than 
389,000 transactions, across 885 individual NSF awards and an NSF ARRA universe of approximately           
$27.3 million in more than 36,500 transactions, across 48 awards. 

Our work required reliance on computer-processed data obtained from SU and NSF. At our request, SU 
provided detailed transaction data for all costs charged to NSF awards during our audit period. We also 
obtained award data directly from NSF which was collected by directly accessing NSF’s various data 
systems. To select transactions for further review, we designed and performed automated tests of SU and 
NSF data to identify areas of risk and conducted detailed reviews of transactions in those areas.  

We assessed the reliability of the data provided by SU by: 1) comparing costs charged to NSF award 
accounts within SU’s accounting records to reported net expenditures, as reflected in SU’s quarterly 
financial reports submitted to NSF for the corresponding periods; 2) performing general ledger to sub-
ledger reconciliations of accounting data; and 3) reviewing and testing the parameters SU used to extract 
transaction data from its accounting records and systems.  

Based on our testing, we found SU computer-processed data sufficiently reliable for the purposes of this 
audit. We did not review or test whether the data contained in, or controls over, NSF’s databases were 



 APPENDIX B 
OBJECTIVES, SCOPE, AND METHODOLOGY 

 
46 

accurate or reliable; however the independent auditors’ report on NSF’s financial statements for fiscal 
years 2010 and 2011 found no reportable instances in which NSF’s financial management systems did not 
substantially comply with applicable requirements.  

In assessing the allowability of costs reported to NSF by SU, we also gained an understanding of the 
internal controls applicable to the scope of this audit through interviews with SU staff, review of policies 
and procedures, and conducting walkthroughs as applicable and reviews. 

We assessed SU’s compliance with the University’s internal policies and procedures, as well as the 
following: 

• Public Law 111-5, American Recovery and Reinvestment Act of 2009; 
• OMB Circular A-21, Cost Principles for Educational Institutions (2 C.F.R., Part 220); 
• OMB Circular A-110, Uniform Administrative Requirements for Grants and Agreements with 

Institutions of Higher Education, Hospitals, and Other Non-Profit Organizations (2 C.F.R., Part 
215); 

• OMB Memorandum     M-10-08, Updated Guidance on the American Recovery and Reinvestment 
Act – Data Quality, Non-Reporting Recipients, and Reporting of Job Estimates; 

• NSF Proposal and Award Policies and Procedures Guide (includes the Grant Proposal Guide and 
Awards and Administration Guide); 

• NSF Award Specific Terms and Conditions; and 
• NSF Federal Demonstration Partnership Terms and Conditions. 
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