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The National Science Foundation (NSF) is charged with supporting and
strengthening all research discplines, and providing leadership across the
broad and expanding frontiers of science and engineering knowledge. It
is governed by the National Science Board which sets agency policies and
provides oversight of its activities.

NSF invests approximately $7 billion per year in a portfolio of more than 35,000
research and education projects in science and engineering, and is responsible
for the establishment of an information base for science and engineering
appropriate for development of national and international policy. Over time
other responsibilities have been added including fostering and supporting

the development and use of computers and other scientific methods and
technologies; providing Antarctic research, facilities and logistic support; and
addressing issues of equal opportunity in science and engineering.

NSF’s Office of the Inspector General promotes economy, efficiency, and
effectiveness in administering the Foundation’s programs; detects and prevents
fraud, waste, and abuse within the NSF or by individuals that recieve NSF
funding; and identifies and helps to resolve cases of misconduct in science.
The OIG was established in 1989, in compliance with the Inspector General
Act of 1978, as amended. Because the Inspector General reports directly

to the National Science Board and Congress, the Office is organizationally
independent from the agency.

Original photograph by Mary Pully, OIG.



This Semiannual Report to Congress highlights the activities of the National
Science Foundation (NSF), Office of Inspector General for the six month period
ending September 30, 2012. During this reporting period, 12 audit reports

and reviews were issued, four of which questioned $6.6 million, and one of
which found more than $154 million of unallowable costs in a proposal for a
major construction project. Our investigative staff closed 63 administrative and
criminal/civil investigations, had 11 research misconduct cases result in findings
by NSF, and recovered $1,188,265 for the government.

Our work reflects our robust and sustained commitment to helping NSF
strengthen its stewardship and accountability over the millions in taxpayer
dollars dedicated to advancing scientific research. To attain the level of
accountability necessary to safeguard these funds and to ensure that they

are spent appropriately, NSF cannot limit its attention solely to scientific
efforts—it must also focus on enabling sound financial management of the
taxpayer money entrusted to the Foundation. In some instances, achievement
of this second goal can require changes in long-held processes and

business approaches. We recognize that change of this magnitude presents
formidable challenges and we appreciate NSF’s ongoing efforts to address our
recommendations.

In the past six months, we issued an Alert Memo that underscored serious
weaknesses in NSF’s cost surveillance measures for awarding and managing
cooperative agreements for high-risk, high-dollar large facility projects Given
the critical importance of these projects and the billions of dollars at stake, it is
vital that NSF strengthen its end-to-end cost monitoring processes over high-
risk cooperative agreements.

Through the use of computer assisted auditing techniques and data analytics,
our audit at the University of California, Santa Barbara, questioned more than
$6 million in claimed costs including nearly $2 million of overcharged summer
salaries and approximately $500,000 of inappropriate costs transfers into

NSF awards, among other things. Also, during this reporting period an audit
involving a non-profit managing three awards valued at approximately $3.2
million questioned more than $527,000, including costs for fringe benefit rates
that exceeded the rate approved by NSF and payroll costs that lacked adequate
supporting documentation.

Our investigative work recovered over $1 million for the government from
individuals and entities that attempted to fraudulently obtain funds intended
for scientific research. We also referred nine cases of research misconduct to
NSF, including an assistant professor who exhibited a pattern of plagiarism, a
small business official who plagiarized in numerous NSF proposals, and a Pl
who plagiarized in two NSF proposals.



This report also contains the top management challenges we have identified

for NSF in FY 2013. In the wake of the Blue Ribbon Panel Report on Antarctic
logistical support and the awarding of the new contract for such support, we
have added NSF’s management of the U.S. Antarctic Program (USAP) to that
list. The panel found that the USAP logistics system is badly in need of repair
and that failure to upgrade the system will increase the cost of logistics until
these costs squeeze out funding for science. NSF faces the challenge of
ensuring that logistical improvements are made and that the systems necessary
to support scientific research are sound.

My office is focused on making recommendations to help ensure that NSF
spends its research funds in the most effective and efficient manner while
maintaining the highest level of accountability, and we are committed to working
with the Foundation to strengthen its processes to reach this goal. We look
forward to our continued partnership with NSF and with Congress toward the
mutual goal of safeguarding taxpayer dollars and advancing vital scientific
research.



We issued an Alert Memo to NSF to bring attention to serious weaknesses
in the Foundation’s cost surveillance measures for awarding and managing
its nearly 700 open Cooperative Agreements (CAs), totaling nearly $11
billion. Among other things, NSF uses Cooperative Agreements to
construct and fund operations and maintenance of its large facility projects.
Since NSF has chosen to use CAs for these high-dollar, high-risk projects,
it is imperative that it exercise strong cost surveillance controls over the
lifecycle of such ventures. We found that NSF was not conducting audits
of awardees’ proposed budgets and accounting systems at the pre-award
stage, nor was it routinely requiring incurred cost audits post-award. While
none of these actions is required by law or regulation, they are essential
tools for ensuring accountability in high-risk, high-dollar projects. In

their absence, unallowable costs may go undetected. Given the critical
importance of the projects NSF funds through Cooperative Agreements and
the billions of taxpayer dollars at stake, it is vital that NSF strengthen end-
to-end cost monitoring over high-risk Cooperative Agreements.

An audit of the National Ecological Observatories Network’s $433.7
million proposed construction budget disclosed more than $154 million

in questioned and unsupported costs. Based on the severity of these
deficiencies, an adverse opinion was issued stating that the proposal was
not prepared in accordance with OMB requirements and did not form an
acceptable basis for the negotiation of a fair and reasonable price.

An audit of NSF awards at the University of California, Santa Barbara,
(UCSB) questioned more than $6.3 million of the costs claimed by the
University to NSF because UCSB did not comply with Federal and NSF
award requirements. The questioned costs included nearly $2 million of
overcharged summer salaries; over $2.8 million because UCSB did not
fulfill its grant cost share requirements; and approximately $500,000 of
inappropriate cost transfers into NSF awards for costs such as salary
incurred after the awards had expired.

Our investigation involving fraud related to NSF and Department of
Education grants led to a former school superintendent in California being
ordered to pay more than $325,000 and being sentenced to prison.

Our investigative work has identified several areas where the Small
Business Innovation Research program is vulnerable to fraud, waste,
and abuse, and we have provided a Management Implication Report to
NSF based on this work. NSF has acted on a number of the report’s
recommendations to reduce the risk of fraud in the program
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During this reporting period, we issued an Alert Memo and seven audit reports
that included $6.6 million of questioned costs and more than $154 million

of unallowable costs in a proposal for a major construction project. As we
worked with NSF to resolve audits that had disclosed millions in unallowable
contingency costs, we identified serious weaknesses in NSF’s cost surveillance
measures for awarding and managing cooperative agreements that the
Foundation uses to construct and fund the operations and maintenance of its
large facility projects.

NSF currently has nearly 700 open cooperative agreements, totaling nearly
$11 billion. To bring the serious weaknesses in NSF’s processes for these
high-risk high dollar awards to its immediate attention, we issued the Alert
Memo. Without improving end-to-end processes over cooperative agreement
monitoring, NSF cannot ensure that it receives reasonable value for taxpayer
dollars and that those dollars are not misused.

A federal agency can use a Cooperative Agreement (CA) when entering into a
relationship with a recipient when the primary purpose of the relationship is to
transfer a thing of value to carry out a public purpose of support or stimulation,
and substantial involvement between the federal agency and the recipient
when carrying out the agreement is expected. NSF currently has 685 open
cooperative agreements, totaling nearly $11 billion; thirty-eight of these CAs
are for over $50 million each. Among other things, NSF uses CAs to construct
large facility research projects and to fund their operations and maintenance.
Since NSF has chosen to use CAs for the construction, operation, and
maintenance of high-risk, high-dollar large facility research projects, it is
imperative that it exercise strong cost surveillance controls over the lifecycle of
such projects.

Over the last two years, audits of the proposed construction budgets for three
large facility research projects valued at $1.1 billion questioned approximately
$305 million (almost 28 percent) in unallowable or unsupported costs.

The audits found that all three of the awardees’ proposals had significant
unallowable contingency costs, and two proposals were initially found
unacceptable for audit. After much work, one of these proposals was audited,
and the auditors issued an adverse opinion, finding that the proposal did not
form an acceptable basis for the negotiation of a fair and reasonable price.
The third proposal, which was submitted by an awardee found to have an
inadequate accounting system, remains unaudited.

As we worked with NSF to resolve these audits, we identified serious
weaknesses in NSF’s post-award monitoring processes for high dollar, high-risk
projects that compounded our concern that unallowable costs could be charged
to awards, thereby placing federal funds awarded under CAs at further risk.
NSF does not routinely obtain incurred cost submissions or audits of costs
claimed on its largest CAs to determine the allowability of direct and indirect
costs claimed on federal awards. While not required by law or regulation,



such submissions and audits are important tools for ensuring accountability in

high-risk, high-dollar projects. In the absence of such submissions and audits,
unallowable costs charged to these awards may go undetected because NSF

lacks sufficient visibility over incurred costs.

Given the critical importance of the projects funded through cooperative
agreements and the billions of dollars at stake, it is vital that NSF strengthen
its end-to-end cost monitoring processes over high-risk CAs from the
proposal stage to close out. Thus, we issued an Alert Memo to bring these
weaknesses and our recommendations for improving the processes to NSF’s
attention.

NSF’s pre-award process includes a limited review of awardees’ cost estimates
and budgets by a panel, comprised of scientific and technical experts as well
as individuals with administrative, cost, and project management experience.
Based on these reviews, panels provide reports to NSF that assess whether,
in the panel’s view, the project can be completed within the estimated cost and
contingency, in light of NSF’s no cost overrun policy. The panel reviews do not
reference or apply the OMB cost principles in their evaluations. Consequently,
panels do not review cost proposals for overstated costs with the same level of
scrutiny required in an audit. In fact, the final report from the panel reviewing
one of NSF’s largest CAs, noted that NSF policy does not require detailed,
independent cost reviews and recommended that NSF consider having such

a review performed. Despite this recommendation, NSF approved the cost
estimates and made the award without an audit.

At the pre-award stage, our main concern is ensuring that, in high-risk, high-
dollar projects, the agency is taking proper steps to ensure that proposals
provide an adequate basis for the negotiation of project costs, and that potential
recipients are capable of appropriately managing federal funds. Such steps
should include (1) obtaining proposal audits for large CAs prior to award to
ensure that cost estimates are reasonable; (2) obtaining audits of prospective
awardees’ accounting systems and estimating practices to determine whether
these systems are capable of properly managing federal funds, and (3) using
Form 424C or an equivalent form or process which displays allowable and
unallowable costs for each budget item.

NSF receives certain financial reports on its large facility CAs, but these
reports do not contain the level of detail needed to perform adequate cost
surveillance. NSF only receives sufficient cost details from a few awardees that
also have large contracts and are therefore required to provide annual incurred
cost submissions. Large CA awardees that do not also have contracts are not
required to provide NSF with annual incurred cost submissions.

Incurred cost submissions, or their equivalent, are important for proper cost
monitoring because they provide visibility over awardees’ claimed costs since
they include certified schedules of direct costs by award (identified by cost



element), and applied indirect expenses. Absent incurred cost submissions

or their equivalent, NSF cannot adequately monitor awardees’ expenditure of
government funds during the post-award stage, compounding our concern that
unallowable costs could be charged to awards and go undetected.

In addition, because NSF does not have incurred cost submissions, the OIG
must work with NSF and awardees to obtain submissions before an audit
starts, thus excessively prolonging our audit process. For example, it took us
ten months (end of June through end of April 2012) to receive one awardee’s
(Associated Universities Inc.) incurred cost submissions for three years. This
was despite NSF’s cooperation in requesting its awardee to provide the
submissions.

Audits of incurred cost submissions are also critical for proper monitoring, and
would reveal instances of noncompliance with federal regulations as well as
costs claimed that are unallowable, unallocable, or unreasonable. The audits
will provide vital information and also prevent recurrence of any infractions in
future periods of the awards. NSF does not routinely require such audits for
high-dollar, high-risk CAs.

Without improving end-to-end processes over CA monitoring from the proposal
stage to award close-out, NSF cannot affirm that it has received reasonable
value for taxpayer dollars and that those dollars are not misused. NSF needs
to institute a strengthened control environment together with additional pre-and
post-award cost surveillance measures to properly administer high-risk, high-
dollar CAs in a manner that protects federal funds.

We recommended that NSF strengthen cost surveillance policies and
procedures to ensure adequate stewardship over federal funds and that it
implement increased monitoring for its largest CAs valued over $50 million.

An audit of the National Ecological Observatories Network’s (NEON) $433.7
million proposed construction budget disclosed more than $154 million

in questioned and unsupported costs. Based on the severity of these
deficiencies, the auditors issued an adverse opinion stating that the proposal
was not prepared in accordance with OMB requirements and did not form an
acceptable basis for negotiation of a fair and reasonable price.

The audit disclosed that NEON could not provide adequate supporting
documentation for $52.3 million of proposed cost categories including labor,
materials, and equipment. Other significant deficiencies included escalation
based on unreasonable and inappropriate factors; consultant costs that violated
OMB cost principles; unallowable food and alcohol costs; and questioned travel
costs. In addition, the entire $72.6 million in proposed contingency costs was
questioned because there was a lack of evidence to support that the amounts
budgeted were for events that could be “foretold with certainty as to time,
intensity or an assurance of their happening” as required by OMB. The audit



also found that NEON did not provide adequate supporting documentation for
the values and factors that were used as the basis for proposed contingency
costs.

NEON stated that NSF’s technical panels reviewed the proposal in accordance
with NSF procedures. The fact that the panels accepted the proposed costs

in light of the significant deficiencies cited in the audit raises serious concerns
about the adequacy of NSF’s process. If the review process worked as it
should and was providing accountability over federal tax dollars, awardees
could readily produce the necessary supporting documentation to auditors and
that documentation would be sufficient to withstand independent scrutiny.

It is noteworthy that prior to this report, auditors issued three inadequacy
memos over a four-month period between June and September 2011. The
inadequacy memos were issued because of significant deficiencies in the
cost proposal, and the inclusion of approximately $76 million in unallowable
contingency and honoraria costs. In February 2012, NEON submitted its
revised proposal for audit. Completion of this audit resulted in finding an
additional $78 million of questioned and unsupported proposed costs.

We recommended that NSF require NEON to submit a revised proposed
budget with adequate supporting documentation for all costs and that it have
that proposal audited before additional funds are provided to NEON.

In recent years, NSF instituted a policy of ensuring large facility construction
projects do not exceed their planned budgets by requiring that “contingency”
costs be included in the initial proposed budget. Previous audits of three of
NSF’s large facility construction projects have questioned over $223 million in
unallowable contingency costs out of total proposed costs of over $1.1 billion.

Because of the large dollar amounts associated with contingencies in NSF
awards, the risk posed by NSF’s current process of funding these costs, and
the complexity of the issue, we conducted an audit of the construction portion
of EarthScope, a closed award, to examine NSF’s management and use of
contingencies. This project was awarded in 2003 for approximately $197.4
million, including an estimated $10.5 million for contingency.

Consistent with the three proposal audits discussed, we found that the
proposed contingencies for the EarthScope projects were not supported by
cost data and did not comply with the OMB cost principles. NSF and the
awardees used flat percentages to determine the contingency amounts for
EarthScope. We were unable to find, and project officials were unable to
provide, any supporting evidence to show how these estimates were calculated,
therefore, there was no evidence that they met the cost principle’s “with
certainty” requirement.



Without that evidence, we concluded that the budgeted contingencies were
unallowable based on OMB Circulars, which state that “contributions to a
contingency reserve or any similar provision made for events the occurrence
of which cannot be foretold with certainty as to time, intensity, or with an
assurance of their happening are unallowable.”

Further, NSF’s policies and procedures did not reflect the OMB cost principles.
Some defined contingency differently and none of the contingency definitions
distinguished between forseeable and unforeseeable events as the cost
principles do. NSF’s definition of contingency should be consistent with the
OMB cost principles to ensure NSF’s compliance with OMB requirements,

and should be consistently articulated in NSF guidance. A lack of clarity as to
what constitutes contingency could undermine the agency’s ability to oversee
contingency funds.

In 2011, NSF revised its contingency guidance document. The revised
guidance stated that NSF expects awardees to apply estimates of the likelihood
of risk factors occurring and their impact on the project budget, which should
prevent awardees from using flat percentages to estimate contingency.
However, verifiable support sufficient to meet OMB requirements is still
necessary in order for the contingency to be allowable.

In addition, we found that a weak management control environment
undermined NSF’s ability to manage contingencies. Most importantly, two

of the EarthScope awardees expended nearly $7.9 million, or 75 percent, of
awarded contingency funds, but did not separately track these expenditures

in their accounting systems. Thus, neither we nor NSF could confirm that

the awardees spent the contingency funds for items requested in the change
control board actions. This lack of clarity makes it very difficult, if not
impossible, for us to determine if contingency amounts were used appropriately.

Also, NSF initially lacked visibility over EarthScope’s expenditure of contingency
funds because its process, prior to centrally managing contingencies in FY
2006, permitted the awardees to execute most change control board actions
without NSF’s review or approval. We found that the awardees had executed
all of the existing change orders (which totaled over $1 million), thereby limiting
NSF’s ability to ensure that requests for and approval of the use of contingency,
were appropriate.

Finally, in some instances NSF approved the use of contingency funds for
matters that did not appear to represent the materialization of contingent events.
For example, one project used $728,875 to fund an increase in the general and
administrative rate, a large portion of which was due to the awardee retaining
space NSF told them it would not support. Using contingency funds for such
expenses increases the risk that sufficient funds will not be available if true
contingent events occur, and that project cost overruns will be obscured.

We recommended that the NSF improve its award, management, and oversight
of contingency funds by strengthening its guidance, processes and internal
controls. Among other things, the agency should require awardees to support



contingency estimates in budget proposals with adequate cost data and
release contingency funds for unforeseeable events only when the awardee
demonstrates a bona fide need supported by verifiable cost data.

NSF agreed with our recommendation to require awardees to use OMB’s
Form 424C. However, NSF asserted that it was already in compliance

with the recommendations that contingency estimates in budget proposals

be adequately supported and with OMB cost principles pertaining to
contingencies. We look forward to receiving NSF’s Corrective Action Plan and
working with NSF officials to resolve the recommendations.

The University of California, Santa Barbara (UCSB) is among the top 30 largest
NSF award recipients with 603 active awards. Through the use of computer
assisted auditing techniques and data analytics, the audit questioned more than
$6.3 million of the costs claimed by the University to NSF because UCSB did
not comply with Federal and NSF award requirements.

Nearly $2 million of overcharged summer salaries resulted from UCSB’s use

of a complex series of mathematical calculations to maximize salary budgeted
for those awards regardless of the labor effort worked by employees; we

also found over $2.8 million of excess Federal Cash disbursements because
UCSB did not fulfill its grant cost share requirements. Additionally, we found
approximately $500,000 of inappropriate cost transfers into NSF awards for
costs such as salary incurred after NSF awards expired, unrelated equipment
purchases, and budget overruns from other awards transferred into awards with
available funds.

We determined that UCSB overcharged NSF for over $473,000 of indirect costs
that were not in compliance with the negotiated indirect cost rate agreement

or with NSF policy. We also found that the UCSB charged approximately
$440,000 in unallowable costs to NSF grants for items such as equipment not
related to the award and equipment purchased after the grant expired.

Our audit concluded that the University had a practice of charging untimely and
unrelated costs into its NSF awards. This practice continued at the University
throughout our audit period and resulted in these significant amounts of
questioned costs.

We recommended that NSF direct UCSB to repay the $6.3 million of
questioned costs and strengthen controls and processes over its federal
awards. UCSB disagreed with the audit findings.

An audit of three awards valued at approximately $3.2 million made to the
Drilling, Observation and Sampling of the Earth’s Continental Crust, Inc.
(DOSECC) identified $527,504' of questioned costs The questioned costs




consisted of indirect and fringe benefit costs that exceeded the rates approved
by NSF; payroll costs based on documentation that was not adequate to
support the charges to the NSF awards; and purchases for items that were
unsupported by adequate documentation and were not allowable under federal
cost principles, or were not related to the award.

We recommended that NSF resolve the questioned costs and ensure that
DOSECC implements procedures to correct the problems that led to the
questioned costs. DOSECC stated that it has taken corrective action to
address the audit’s findings.

As of September 30, 2011, the University Corporation for Atmospheric
Research (UCAR) reported expenditures for 121 NSF awards, totaling $949
million. An audit at UCAR questioned nearly $30,000 of costs claimed on
awards for items such as food and beverages for staff meetings and parties,
and expenses for retirement parties. The audit included a review of 13
American Recovery and Reinvestment Act (ARRA) awards and concluded that
ARRA funds had been properly accounted for and segregated, as required.

Recommendations included that UCAR return the questioned costs and closely
monitor conference-related expenditures. UCAR agreed to repay over half of
the questioned costs.

In response to a request from Senator Enzi, we begin an audit to evaluate the
sufficiency of NSF’s controls for ensuring that funds are not used for advocacy
in grants under the Climate Change Education Program (CCEP). We first
attempted to identify any requirements that prohibit advocacy in CCEP. We
found that while there are government-wide requirements prohibiting the use of
federal funds for lobbying, there are no such restrictions pertaining to the use
of federal funds for public policy advocacy that fall short of affirmative efforts
aimed at influencing legislation. Further, NSF does not have any Foundation-
wide restrictions pertaining to public policy advocacy. While we closed the audit
due to a lack of policy and criteria on public advocacy, we provided findings and
suggestions to NSF.

We found that grant solicitations for the Climate Change Education Program
contained language intended to address the issue of advocacy such as
statements that projects should not “delve into advocacy” or “prescribe a
specific policy position.” We did not find statements pertaining to advocacy

in award solicitations for any other NSF program. The statements for CCEP
solicitations were vague and unclear and make it difficult for proposers to
appropriately respond, for merit reviewers to accurately evaluate, and for NSF
to properly enforce them.



We made several suggestions to NSF including that if it decides to retain

this language in award solicitations, it should clearly articulate what the
language means and provide examples of the types of activities it considers
inappropriate. We further suggested that if NSF’s intent is to prohibit such
activity in all its programs, it should clearly and formally articulate that position
and communicate it to stakeholders.

We participated in a Recovery Accountability and Transparency Board review
with 15 other OIGs to identify which actions and processes have been either
beneficial or posed challenges to agencies or their respective OIGs in meeting
the requirements of the American Recovery and Reinvestment Act (ARRA).
NSF plans to continue with some aspects of new practices implemented

as a result of ARRA including monitoring awardee expenditure rates and
developing interim performance measures. Likewise, the OIG will continue to
utilize new auditing and outreach techniques we implemented during ARRA
implementation such as data analytics.

The NSF’s approach to meeting its requirements for ARRA included funding
highly-rated proposals that were previously declined due to lack of available
funding. This was one of the tools that enabled NSF to award most of its
ARRA funds by September 30, 2009. In addition, according to NSF’s Office
of Budget, Finance, and Award Management staff, increased monitoring and
oversight of ARRA awards, agency cross collaboration, and outreach to the
scientific community led to a high rate of awardee compliance with recipient
reporting requirements, program staff’s increased awareness of stewardship,
and improved relations between the OIG and NSF.

OMB Circular A-133 provides audit requirements for state and local
governments, colleges and universities, and non-profit organizations receiving
federal awards. Under this Circular, covered entities that expend $500,000 or
more a year in federal awards must obtain an annual organization-wide audit
that includes the entity’s financial statements and compliance with federal
award requirements. Non-federal auditors, such as public accounting firms and
state auditors, conduct these single audits. The OIG reviews the resulting audit
reports for findings and questioned costs related to NSF awards, and to ensure
that the reports comply with the requirements of OMB Circular A-133.

The 163 audit reports reviewed and referred”to NSF’s Cost Analysis and
Audit Resolution (CAAR) Branch this period covered NSF expenditures of
$6.8 billion during audit years 2008 through 2012, and resulted in 154 findings




at 67 NSF awardees. Seven awardees received qualified opinions on their
compliance with federal grant requirements. Fifty-one of the 154 findings

(33 percent), including 15 material weaknesses, were repeated from previous
audits, calling into question the awardees’ ability to adequately improve their
management of NSF awards. Twenty findings identified by the auditors,
including 6 material weaknesses, resulted in $4.1 million in questioned costs
to NSF awards, of which nearly $1 million was caused by lack of adequate
supporting documentation of the amounts charged to NSF awards. Awardees
lack of internal controls and noncompliance with federal requirements included:
untimely and/or incorrect reporting of time and effort; inadequate support

for salary/wages, equipment, travel, and indirect costs charged to awards;
inadequate monitoring of subrecipients; inability to prepare the financial
statements; and late submission of financial and/or progress reports.

’

We also examined 58 management letters accompanying the A-133 audit
reports and found 38 deficiencies that affected NSF. Auditors issue these
letters to identify internal control deficiencies that are not significant enough to
include in the audit report, but which could become more serious over time if
not addressed. The deficiencies included inadequate tracking, managing, and
accounting for NSF costs, ineffective segregation of duties, and inadequate
subrecipient monitoring. These deficiencies affected control processes that
are essential to ensuring stewardship of NSF funds and preventing fraud and
abuse.

The audit findings in A-133 reports are useful to NSF in planning site visits and
other post-award monitoring. Because of the importance of A-133 reports to this
oversight process, the OIG reviews all reports for which NSF is the cognizant
or oversight agency for audit, and provides guidance to awardees and auditors
for the improvement of audit quality in future reports. In addition, OIG returns
reports that are deemed inadequate to the awardees to work with the audit
firms to take corrective action.

We reviewed 72 audit reports’for which NSF was identified as the cognizant
or oversight agency for audit, and found that 34 fully met federal reporting
requirements. Thirty-eight reports (53 percent), including 9 of the 19 reports
with ARRA expenditures, contained audit quality and timeliness issues.

The quality issues we identified included 18 reports in which the Schedule

of Expenditures of Federal Awards did not provide sufficient information to
allow for identification of awards received from non-federal “pass-through”
entities or did not adequately describe the significant accounting policies

used to prepare the schedule. Twelve reports were submitted after the due
date required by OMB Circular A-133. Of the 13 reports which included audit
findings related to compliance with federal requirements, 6 reports (46 percent)
failed to adequately present the required elements of the finding to assist
auditee management in correcting the reported deficiency, and 7 reports failed
to adequately present the required elements of the auditees’ management’s
plan to correct the deficiencies reported. In addition, 7 reporting packages




contained Data Collection Forms (Form SF-SAC) that failed to accurately reflect
the results of the audit. Finally, 9 of the reports repeated errors which we had
identified to the awardees and auditors during reviews of prior years’ reports.

We contacted the auditors and awardees, as appropriate, for explanations of
each of the potential errors. In most cases, the auditors and awardees either
provided adequate explanations and/or additional information to demonstrate
compliance with federal reporting requirements, or the error did not materially
affect the results of the audit. However, we rejected one report due to
substantial non-compliance with federal reporting requirements. We issued a
letter to each auditor and awardee informing them of the results of our review
and the specific issues on which to work during future audits to improve the
quality and reliability of the report.

Quality Control Reviews consist of on-site reviews of auditor documentation
in support of Single Audits. Quality control reviews are an important tool for
determining whether Single Audits meet government auditing and reporting

requirements, and for helping to improve future audit quality.

During this period, we issued a report of our quality control review of the Single
Audit of an NSF awardee. We found material audit quality deficiencies in

the audit which in total resulted in an unacceptable audit, and instructed the
auditors to conduct additional work. Further, due to the serious nature of the
deficiencies we referred the audit firm to the Professional Ethics Division of the
American Institute of Certified Public Accountants.

The audit quality deficiencies in the single audit performed at Chabot Space
and Science Center resulted in a failure to appropriately identify the separate
nature of the two major programs. The auditors also failed to adequately
identify and test for compliance with the requirements applicable to Activities
Allowed or Unallowed, Allowable Costs / Cost Principles, Period of Availability,
Procurement and Suspension and Debarment, and Reporting for both major
programs, as well as the requirements applicable to Davis-Bacon Act and
Equipment and Real Property Management for one of the major programs.
Further, the auditors failed to properly test the Schedule of Expenditures of
Federal Awards. The auditors generally concurred with our recommendation
to conduct additional test work in these areas, and anticipate completion of the
additional work during the next period. We will review the additional work within
3 months of notification that the additional work has been completed.

Our follow-up review of the audit of WNET.ORG and Subsidiaries” found that
the additional work performed by the auditors generally met applicable federal
requirements. As a direct result of the additional work performed in response to
our QCR, the auditors identified $525,655 in questioned costs on NSF awards,
determined that the two original instances of noncompliance were in




fact material weaknesses in internal control over federal awards, identified two
new material weaknesses in internal control over federal awards, and qualified
their opinion on compliance with requirements applicable to all major programs.

In response to audit findings, the University of Wisconsin was required to pay
$405,587 for cost overruns on NSF’s Ice Coring and Drilling Services contract
for 2006-2008. The cost overruns resulted from a lack of proper internal
controls.

In response to audit recommendations, NSF sustained $166,130 in questioned
costs for two sub-awards under an award to the Trustees of Boston University,
and the University agreed to strengthen its sub-awardee monitoring. The
sustained questioned costs included management and consultant fees.

In response to audit recommendations, the Institute for Defense Analyses,

a non-profit corporation which operates a Federally Funded Research and
Development Center, improved its travel policies and internal controls to help
ensure that claimed costs are reasonable and adequately supported.

In response to outstanding audit recommendations from 2001, NSF has
issued policies for large facility projects that include financial, risk, and cash
management guidance for project managers overseeing those facilities
currently under construction. During this reporting period, NSF conducted
training for its project managers and other interested staff, which resulted in
closing the final remaining recommendation from the Gemini Audit.

In response to our recommendations, NSF has acted to implement suggestions
with regard to content control, disclaimers, and potential conflicts of interest on
its Facebook site.
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A former NSF program officer was ordered to pay a $5,000 fine and $1,601 in
restitution after he pled guilty to making false statements on his annual financial
disclosure reports submitted to NSF from 2006 through 2010. He retired while
under investigation after 36 years of employment at NSF. The program officer
failed to disclose that he received gifts and travel-related reimbursements,
such as lodging, transportation, and food, from a restricted source, a professor
at a university who received NSF grants. He disguised some of the gifts

and reimbursements as false invoices submitted to the university from a
company owned by a second professor at a different university. Both of these
professors regularly traveled with the program officer to international scientific
conferences. The program officer also concealed that he received money for
international travel from a university while receiving reimbursements from NSF
for that same travel.

We previously reported the indictment of a former school superintendent

and two former university professors in California for fraud related to NSF

and Department of Education grants to support elementary school science
and math education.” The former superintendent pled guilty to mail fraud
charges,” and the two former university professors pled guilty to submitting
false statements. The former superintendent was ordered to pay $325,282

in restitution and was sentenced to five months in prison followed by five
months in a residential reentry center. Upon release, he will be on supervised
release for three years. Both former professors were sentenced to five years of
probation.

We previously reported on a Florida business owner’s guilty plea to falsely
making, forging, and using the NSF seal.” During this reporting period, he was
sentenced to a year and a day in prison, followed by two years of supervised
release, and ordered to pay a $25,000 fine.

We previously reported on a former NSF Senior Executive Service employee
who pled guilty to filing a false financial disclosure to NSF and a false tax
return,” and was sentenced to six months home detention, $15,393 restitution




and a $100,000 fine.” Based on our recommendation, NSF previously debarred
the former employee for ten years, “ and in this reporting period debarred the
Maryland non-profit organization that facilitated his crime for ten years.

We previously reported on a Pl at a Georgia college who charged an NSF
grant for travel costs, personal purchases, and other expenses unrelated to the
grant.”" In this reporting period, we recommended that the Pl be debarred for
five years; NSF’s decision is pending.

A PI for a Maryland company that received a Small Business Technology
Transfer (STTR) award from NSF falsely certified to NSF that he was primarily
employed by the company when he was employed full-time at a university.

The PI also falsely asserted that he had a mandatory outside investment to
support a Phase IB application for supplemental funding, and he failed to issue
a required subaward to the company’s partnering research institution in the
Phase IB STTR award. Based on our recommendation, NSF suspended the PI
and his company government-wide pending the conclusion of our investigation.

An Indiana university put $160,529 back into two active NSF awards and
returned $169,930 to NSF for a third closed award after the university’s

internal audit and our investigation confirmed that a tenured professor at the
university held an undisclosed paid teaching position at a foreign university
while simultaneously serving as Pl for the three NSF awards. The PI charged
travel and summer salary to the NSF awards, certifying 100% effort on his NSF
awards for time during which he was teaching at the foreign institution. Our
investigation is ongoing.

During an ongoing investigation, we determined that a company used award
funds on expenses unrelated to NSF work and overcharged indirect costs to
the NSF award. Based upon our recommendation, NSF terminated the award,
resulting in $230,144 of funds put to better use.

As a result of our investigation, a New York university returned $98,500 to NSF
after making scholarship payments to ineligible students under an NSF award.
The university also instituted new processes to confirm student eligibility and to
track scholarship payments.




On 11 September 2012, the Attorney General approved statutory law
enforcement authority for the NSF OIG Office of Investigations. This authority
relieves OIG from the administrative burden of repeated requests for special
deputation from the U.S. Marshals Service and broadens the law enforcement
powers of our Special Agents. For example, it allows them to work with other
law enforcement agencies without establishing concurrent jurisdiction in an
investigation, and permits them to independently apply for and execute search
and arrest warrants. It also enhances agent safety by providing authority to
carry weapons on a 24/7 basis throughout the United States. We welcome
approval of statutory law enforcement authority and are confident this authority
will enhance our ability to investigate wrongdoing that puts federal funds at risk.

Research misconduct damages the scientific enterprise, is a misuse of public
funds, and undermines the trust of citizens in government-funded research. It
is imperative to the integrity of research funded with taxpayer dollars that NSF-
funded researchers carry out their projects with the highest ethical standards.
For these reasons, pursuing allegations of research misconduct by NSF-funded
researchers continues to be a focus of our investigative work. In recent years,
we have seen a significant rise in the number of substantive allegations of
research misconduct associated with NSF proposals and awards. The NSF
definition of research misconduct encompasses fabrication, falsification, and
plagiarism.

NSF takes research misconduct seriously, as do NSF’s awardee institutions.
During this reporting period, institutions took actions against individuals found
to have committed research misconduct, ranging from letters of reprimand

to termination of employment. During this period, NSF’s actions in research
misconduct cases ranged from letters of reprimand to one year of debarment.

We referred nine cases of research misconduct to NSF, which are summarized
below. In every case, we recommended that NSF make a finding of research
misconduct, send the subject a letter of reprimand, require the subject to
complete a Responsible Conduct of Research training program, and other
actions as described below. NSF’s decisions are pending in eight of the nine
cases.

A former doctoral student at a Texas university copied over 1,200 lines of
text as well as numerous embedded objects and supporting data into his
dissertation from the dissertation of a lab partner who graduated a few years
earlier. The university conducted an investigation during which the student
attempted to explain the common materials as a natural consequence of
working closely with the graduating lab partner in order to keep the long-



term project going. The university investigation committee rejected this
explanation and found that the student committed intentional plagiarism. The
committee noted in its report that the student “faced difficult circumstances
when completing his dissertation” given that his original advisor departed

the university and the department failed to provide a new formal advisor until
one year later. However, the committee concluded these conditions were
“conducive to plagiarism, but did not excuse” the student’s actions and the
university rescinded the student’s doctoral degree.

We concurred with the university’s findings and recommended that NSF

debar the former student for three years. After the debarment period, we
recommended that for five years NSF bar the student from serving NSF as a
reviewer, advisor, or consultant; and require certifications and assurances for all
proposals or reports submitted to NSF.

A faculty member at an Ohio university plagiarized approximately 500 lines of
text into four proposals submitted to NSF. He admitted that he copied most of
the material, which he said he did because English was not his native language.
He also asserted that citations and quotation marks were unnecessary
because the text was copied from a public source, or was public knowledge.
The university investigation concluded that the faculty member’s actions were
reckless and he should have known of the need for citation.

The university placed a formal letter of reprimand in the faculty member’s
permanent record, with an admonition that further plagiarism may result in
termination of his employment. It further required, for two years, the faculty
member and the Sponsored Research Office to certify that any proposals
submitted contain no plagiarism, and required that the faculty member enroll in
a course on research ethics. We recommended that NSF require certifications
and assurances for three years and bar the faculty member from participating
as a peer reviewer, advisor, or consultant for NSF for three years.

A Pl and co-PI at a university in Georgia who plagiarized in three NSF
proposals, acknowledged they copied, but asserted that they gave full credit to
the authors from whom they copied. The university investigation concluded the
PI's and co-PI’s plagiarism constituted research misconduct and recommended
their dismissal. The co-PI resigned, but the Pl appealed the decision. After a
faculty hearing, the university allowed the PI to resign in lieu of removal.

We concurred with the university that the Pl and co-PI committed research
misconduct and recommended NSF require certifications and assurances
for three years, and bar both from serving NSF as a reviewer, advisor, or
consultant for three years.



A New Jersey university investigation concluded that an assistant professor
knowingly committed plagiarism in eleven unfunded NSF proposals. It took
no further action because the assistant professor was no longer a university
employee.

The assistant professor admitted to us that he copied material into his
proposals, but asserted that the university had made procedural mistakes.
We concluded that the university followed reasonable procedures during

its investigation, and that four of the eleven proposals contained significant
plagiarism. He plagiarized the majority of the copied text in one proposal from
other proposals previously submitted to the same NSF program by other Pls,
who had posted them online.

We recommended that NSF require certifications and assurances from him for
three years and bar him from serving NSF as a reviewer for three years.

A PI at a university in Florida plagiarized in two funded NSF proposals, one
unfunded NSF proposal, and a manuscript submitted for publication. During
our inquiry, the Pl was hired by a North Carolina university. The Florida
university investigated and concluded that the PI's copying in the manuscript
was plagiarism and made a finding of research misconduct. However, its
investigation addressed only two of the PI's four NSF proposals.

Following our own investigation, we concluded the PI's copying in two of the
NSF proposals was plagiarism, and his plagiarism in a third, declined NSF
proposal and the manuscript was evidence of a pattern of plagiarism. NSF
concurred, required the PI to provide certifications and assurances for two
years, and barred the PI from serving NSF as a reviewer, advisor, or consultant
for two years.

A faculty member at a Maryland university plagiarized large amounts of text
into an NSF proposal. He claimed that he did not realize that citations alone
were not sufficient. While his education occurred outside the U.S., he has held
various research and teaching positions in the U.S. over a fourteen-year period.
We agreed with the university’s finding that he knowingly plagiarized the text
and recommended that NSF require certifications and assurances for two
years.

A PI plagiarized in numerous SBIR proposals and final project reports between
June 2004 and June 2010. The PI said she “did not intentionally use any other
person’s words without giving appropriate credit,” and argued the sources were
either properly cited, contributions from collaborators, or common or technical



language. She added that “all the innovations, ideas, research, processes and
results are mine and of people | worked with for the proposals submitted to
NSF.”

Our investigation focused on three awarded proposals and on one declined
proposal that contained significant plagiarism. We found that the copied
material either was not cited at all or was cited inadequately. We concluded
that the Pl knowingly committed plagiarism, and recommended that NSF
require certifications from her for two years.

Our office concluded that a Pl from a company in Virginia plagiarized a modest
amount of text in an NSF SBIR proposal, which was later funded. The PI
subsequently submitted a second proposal that also contained a modest
amount of plagiarized text. The Pl acknowledged he did not properly cite
references and took responsibility for his actions. We concluded that the PI
knowingly committed plagiarism, and we recommended that NSF: make a
finding of research misconduct; send a letter of reprimand; require certifications
and assurances for two years and bar the PI from serving NSF as a reviewer,
advisor or consultant for two years.

An assistant professor at a Texas university plagiarized in two NSF proposals.
He admitted copying the text and said that he was “professionally embarrassed
and grateful that NSF identified the mistakes so that [he] could immediately
withdraw” a similar proposal submitted to another agency.

The university’s investigation concluded that the assistant professor recklessly
committed plagiarism, but took no action against him because he was no
longer an employee of the university. We determined that the university did
not address whether the subject’s actions were a significant departure from
accepted practices and the university never interviewed the subject regarding
the allegation.

Our investigation concluded that the assistant professor knowingly plagiarized
material into two NSF proposals as well as a non-NSF proposal. We
recommended that NSF require that he provide certifications and assurances
for one year.

NSF has taken administrative action to address our recommendations on eight
research misconduct cases reported in previous semiannual reports. In each
case, NSF made a finding of research misconduct, issued a letter of reprimand,
and required the subject to complete a Responsible Conduct of Research
training program. NSF also took additional significant actions in response to
our recommendations as summarized below.



In the case of a pattern of plagiarism by a California PI,”” NSF debarred the
PI for one year, required the PI to provide certifications for three years after
the debarment, and barred the Pl from serving NSF as a reviewer, advisor,
or consultant for three years.

In the case of a New Jersey associate professor who knowingly committed
plagiarism by copying from a previously awarded NSF proposal,” NSF
debarred the PI for one year, required that he provide certifications and
assurances for three years following the debarment period, and barred him
from participating as an NSF reviewer for four years.

In the case of an lllinois faculty member who plagiarized text into six NSF
proposals submitted over a three-year period,” NSF required the PI to
provide certifications and assurances for four years, and barred service as
an NSF reviewer for four years. The faculty member appealed all of these
actions to the NSF Director, who denied the appeal.

In the case of an Indiana assistant professor who plagiarized in three
proposals to NSF, one of which was awarded,” NSF required the PI provide
certifications and assurances for three years, and terminated the professor’s
NSF award, resulting in $13,832 available for NSF to put to better use.

In the case of an assistant professor at a Mississippi university who
knowingly plagiarized text and a figure into two NSF proposals,® NSF
required certifications and assurances for three years, and barred him from
serving NSF as a reviewer, advisor, or consultant for three years.

In the case of a co-Pl at a Puerto Rico university who plagiarized from
multiple documents,'” NSF required certifications and assurances for two
years, and barred the co-PI from serving NSF as a reviewer, advisor, or
consultant for two years.

In the case of an assistant professor PI at an lllinois institution who
plagiarized material within a collaborative NSF proposal,’® NSF required that
he provide certifications and assurances for two years, and barred him from
participating as an NSF reviewer, advisor, or consultant for two years. The
Pl appealed the finding to NSF’s Director, and his decision is pending.

In the case of a Pl at an Ohio university who plagiarized text and figures
into multiple NSF proposals,” NSF required the PI to provide certifications
and assurances for two years, and barred the Pl from serving NSF as a
reviewer, advisor, or consultant for two years.




* In the case of a faculty member at a New York university who plagiarized
from an awarded proposal he received from a PI at another university,°
NSF required certifications and assurances for two years, and barred him
from serving NSF as a reviewer, advisor, or consultant for two years.

While assessing an allegation of extensive plagiarism in multiple proposals
submitted to NSF by a Missouri company, we discovered that neither the

PI nor the co-PI had any of the claimed academic credentials — including
bachelor’s, master’s, and doctoral degrees — and the PI’s claim of relevant
employment experience overlapped periods of time when he was incarcerated.
We referred the case to a U.S. Attorney’s Office, which declined the case for
criminal prosecution. Based on the false statements regarding academic and
employment experience and the extensive plagiarism, we recommended that
NSF debar the PI, the co-PI, and the organization for five years. NSF’s decision
is pending.

Our investigation determined that an NSF merit review panelist from Michigan
revealed a fellow panelist’s identity to the PI of a declined proposal in violation
of his written agreement “not to divulge or use any confidential information,”
including the identity of the other panelists. In an email to the PI, the panelist
offered to provide the Pl with information about the “inner workings” of the
panel. The panelist disclosed the identity of the panelist who had given the
proposal the lowest rating. Based on our recommendation, NSF prohibited
the panelist who violated the confidentiality agreement from serving NSF as a
reviewer, advisor, or consultant for 11 months.

An NSF reviewer from Massachusetts had twenty-two NSF pro