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NATIONAL SCIENCE FOUNDATION 
PERFORMANCE AUDIT OF MANAGEMENT FEES 

ASSOCIATION OF UNIVERSITIES FOR RESEARCH IN ASTRONOMY 
 

I. EXECUTIVE SUMMARY 
 

Cotton & Company LLP (referred to as “we”) conducted a performance audit of management 
fees awarded by the National Science Foundation (NSF) to the Association of Universities for 
Research in Astronomy (AURA) for the period from October 1, 2011, to September 30, 2014. 
We conducted this performance audit in accordance with Generally Accepted Government 
Auditing Standards (GAGAS). 
 
The audit objectives included determining whether AURA’s method of charging and using 
management fees was in accordance with its NSF proposals, evaluating whether these fees were 
used for ordinary and necessary expenses (that were not otherwise reimbursable) to facilitate 
basic business operations at AURA, and comparing the amount of management fees received 
during the audit period to the amount of unallowable expenses identified. 
 
We found that AURA did not track its use of NSF-provided management fees and could 
therefore have used the fees to pay for expenses that were neither ordinary nor necessary to 
facilitate basic business operations at its NSF-funded centers. Specifically, we noted that AURA 
could have used NSF management fees to pay for expenses such as alcohol, entertainment, 
repairs to tennis courts, gas and electricity to power a pool, and premium airline and credit card 
memberships for AURA employees.  
 
II. BACKGROUND 
 

NSF is an independent federal agency whose mission is “to promote the progress of science; to 
advance the national health, prosperity, and welfare; and to secure the national defense.” 
Through grant awards, cooperative agreements (CAs), and contracts, NSF enters into 
relationships with non-federal organizations to fund research and education initiatives and to 
gain assistance in supporting its internal financial, administrative, and programmatic operations. 
One such organization receiving funding from NSF is AURA. 
 
AURA is a consortium of 42 U.S. institutions and 5 international affiliates that operate  
astronomical observatories. It currently operates four astronomical facilities under CAs with 
NSF:  

 The Gemini Observatory (Gemini) 
 The National Optical Astronomy Observatory (NOAO) 
 The National Solar Observatory (NSO) 
 The Large Synoptic Survey Telescope (LSST) 
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AURA also operates one additional facility, the Space Telescope Science Institute (STScI), 
under a contract with NASA. 
 
In September 2014, Senators Charles Grassley and Rand Paul sent a letter to NSF’s director 
regarding the preliminary draft results of an audit of the accounting system of another of NSF’s 
awardees. This audit was performed by the Defense Contract Audit Agency (DCAA) at the 
request of the NSF Office of Inspector General (OIG), which provides independent oversight of 
NSF’s programs and operations. The draft audit found that federal grant money that NSF had 
provided to the awardee in the form of a “management fee” had been used to pay for expenses 
that could be considered unallowable under NSF awards. Specifically, DCAA found that the 
awardee was using the management fees to cover expenses for lobbying,1 Christmas parties, 
premium coffee services, Board of Directors (BOD) dinners, and other costs that were not part of 
the entity’s official business. 
 
In response to this letter, which contained congressional inquiries related to NSF’s management 
fees, the NSF OIG engaged Cotton & Company LLP to conduct a performance audit of 
management fees that NSF awarded to AURA from October 1, 2011, to September 30, 2014.2 
Our audit of AURA encompassed  in expenses that AURA had allocated to 
unencumbered funding during our audit period, of which may have been paid using 
management fee funding provided by NSF. The purpose of this audit were to: (1) determine 
whether AURA’s charging and use of management fees was in accordance with NSF proposals, 
federal regulations, NSF policy, any negotiation memoranda, and its own policies; (2) evaluate 
whether these fees were used for ordinary and necessary expenses (that were not otherwise 
reimbursable) to facilitate basic business operations at AURA; and (3) compare the amount of 
management fees received to the amount of unallowable expenses identified and draw any 
conclusions that arise from this comparison. 
 
We conducted this performance audit in accordance with Generally Accepted Government 
Auditing Standards (GAGAS), issued by the Government Accountability Office (GAO). We 
communicated the results of our audit and the related findings and recommendations to AURA 
and the NSF OIG.  
 
III. MANAGEMENT FEE HISTORY 
 

According to the NSF OIG’s White Paper on Management Fees, issued on November 24, 2014, 
the concept of providing management fees to non-profit entities was established shortly after 
World War II as part of the development of Federally Funded Research and Development 
Centers (FFRDCs). The FFRDCs’ mission was to perform research and development for the 
government that the government was unable to provide itself. The FFRDCs were typically non-
profit entities and were almost wholly dependent upon government funding; however, they 

                                                            
1 See Office of Management and Budget (OMB) Circular A-122, Att. B, para. 25; 2 CFR § 200.450; and 
FAR 31.205-22 for explicit definitions of lobbying. 
2 Cotton & Company was also engaged to examine NSF’s process for awarding management fees and to 
conduct a performance audit of management fees that NSF awarded to the National Ecological 
Observatory Network (NEON). 
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would necessarily incur costs that could not be reimbursed under federal cost principles. As a 
result, the government created management fees to bridge the gap between what could be 
reimbursed under an award as a direct or indirect cost, and what could not be reimbursed as such 
but was still needed to ensure the entity’s financial viability. A 2003 Congressional Research 
Report3 summed up this practice as follows: 
 

While Centers are not-for-profit entities, they are allowed to charge the government fees 
above and beyond the cost of carrying out their responsibilities. Some Centers charge 
fees to cover ordinary and necessary costs of doing business that are not otherwise 
reimbursable, but that the government recognizes must be incurred. These fees can also 
be used by an FFRDC to conduct independent research. The [Federal Acquisition 
Regulation (FAR)] acknowledges the legitimacy of such fees. 

 
While the FAR, which does not apply to NSF CAs, acknowledged the legitimacy of these fees, 
the government did not issue any guidance regarding how the fees should be monitored or 
justified, which led to many concerns regarding what types of expenses the fees should cover. 
After a number of GAO reports available to the public found that FFRDCs were using 
management fees to pay for expenses such as holiday parties, receptions, and personal use of 
company-furnished cars, GAO recommended adopting government-wide guidelines to identify 
appropriate restrictions on the use of the fees and to precisely define what constitutes an ordinary 
and necessary expense.4 No such guidelines were ever published, however.  
 
Before June 2015, the only NSF policy that addressed management fees was its Proposal and 
Award Policies and Procedures Guide (PAPPG).5 Specifically, PAPPG Chapter V, Section E 
states that “payment of fees (profit) are allowable only if specifically permitted by a program 
solicitation and only to the extent that it does not exceed the amount negotiated by the Grants 
and Agreements Officer and specified in the award letter.” This document did not include any 
specific guidance regarding how the fee amount should be determined, how it should be 
monitored, or what types of expenses should be reimbursable using these fees. 
 
In June 2015, NSF issued an updated Large Facilities Manual, NSF 15-089. This updated 
document contained specific guidance addressing the definition, award, and use of management 
fees under NSF awards. The manual defines management fees as an amount of money paid to a 
recipient in excess of a CA’s allowable costs and states that the following expense categories 
will be used in the negotiation and award of management fees: 

 Working capital necessary to fund operations under an award. 
 Facilities capital necessary to acquire assets for performance. 
 Other ordinary and necessary expenses for business operations not otherwise 

reimbursable under the governing principles. 
                                                            
3 Department of Homeland Security: Issues Concerning the Establishment of Federally Funded Research 
and Development Centers (FFRDCs) (November 13, 2003). 
4 See Issues Relating to the Management of DOD-Sponsored Centers, GAO/NSIAD 96-112 (August 
1996) for GAO’s recommendation. 
5 NSF’s Proposal and Award Manual (PAM) also contained language regarding the payment of fees; 
however, the PAM is an internal NSF document that is only accessible to NSF personnel. 
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NSF 15-089 also states that awardees will typically be required to report to NSF annually 
regarding their actual use of the management fees. Furthermore, the policy specifically identifies 
types of expenses that are not appropriate uses of management fees awarded. These unallowable 
expenses include lobbying, alcoholic beverages, tickets to concerts or sporting events, and meals 
or social activities for non-business purposes or for business purposes that are so extravagant as 
to constitute entertainment. 
 
IV. AURA MANAGEMENT FEE AWARD HISTORY  
 
Prior to 1998, AURA was exempt from the requirements established by Office of Management 
and Budget (OMB) Circular A-1226 and was therefore not required to prepare an indirect cost 
submission, instead receiving a fixed fee each year to cover indirect costs incurred under NSF 
awards. After OMB removed AURA from the list of exempt entities, NSF became responsible 
for applying the provisions of OMB Circular A-122 to AURA. As a result, NSF determined that 
it required greater oversight of AURA’s expenses when awarding future CAs. OMB Circular A-
122 provided NSF with the authority to require that AURA account for its indirect costs, and so 
when AURA submitted its proposals for new CAs in 2002, NSF requested that AURA calculate 
and report its indirect costs as part of its proposals. 
 
In calculating its indirect cost rate, AURA determined that it had expenses that could not be 
covered  under OMB 
Circular A-122. AURA met with NSF Program Officers (POs) to request an annual management 
fee to cover possible unreimbursable cost items that AURA might encounter in operating its 
business in the future.  
 
The NSF POs responsible for the CAs issued to Gemini and NOAO/NSO7 met in July 2003 to 
discuss AURA’s proposed management fee structure. Specifically, the POs met with AURA 
personnel to discuss the rationale for the payment of the management fees and, “in some detail,” 
the types of corporate expenses that the fee might cover. Based on this discussion, the POs sent a 
memorandum to NSF’s Division of Grants and Agreements (DGA) that recommended providing 
AURA with a total management fee of  per annum, or  per annum for the 
duration of each CA. 
 
Subsequent to the NSF POs’ recommendation, on September 15, 2003, AURA personnel sent 
DGA a memorandum officially requesting that NSF DGA award management fees under CAs 
proposed to fund operations at the Gemini and NOAO/NSO facilities. This memorandum 
clarified that the term “management fee” was not currently intended to, nor would it ever, 
represent profit. Specifically, AURA explained the principal purpose of the management fees as 
follows: 
 

                                                            
6 The June 1998 revision of OMB Circular A-122 specifically stated that AURA had been removed from 
the exemption list because it “either no longer exist[s] or [is] no longer exempted from complying with 
Circular A-122.” 
7 AURA operated NOAO and NSO under the same CA until January 2009. 
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5. In all future proposals to NSF, include a complete justification for the need for 
management fees, including a full disclosure of all of AURA’s financial resources and 
other sources of income available to cover the expenses in question. 

 
Summary of AURA’s Response 

AURA stated that it did not track its use of NSF-provided management fees separately from 
other sources of unencumbered income as no such requirement existed to do so for the period 
covered by this report. Furthermore, AURA emphasized that it had sufficient funding available 
from other sources of income within its unencumbered pool to pay for the expenses identified in 
the report as unallowable under NSF’s updated management fee guidance and therefore did not 
need to use NSF management fees to pay for the unallowable expenses.  
 
With regard to its future use of management fees, AURA stated that, while it will continue to 
incur expenses deemed unallowable under NSF’s new guidance, it has implemented new policies 
and procedures to ensure that it does not pay for these unallowable expenses using funding 
received as NSF management fees. Specifically, AURA stated that it has developed internal 
controls and processes to ensure that it follows the guidance issued in its updated cost policy 
statement regarding the negotiation, award, and use of management fees. Furthermore, AURA 
stated that it will abide by NSF’s requirements for proposing future management fees, including 
providing specific justification for its need of management fees and disclosing financial 
resources and other sources of income.  
 
Auditor’s Comments on NSF Management’s Response 
 
While NSF guidance regarding the tracking or appropriate use of management fees was not 
available during the audit period, AURA did not separately account for NSF management fees 
and therefore cannot support that it did not use these fees to pay for expenses that were neither 
ordinary nor necessary to facilitate its basic operations. 

 

Cotton & Company LLP 

 CPA, CFE 
Partner 
August 8, 2016 
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APPENDIX A: SUMMARY OF EXPENSES PAID USING THE UNENCUMBERED INCOME POOL
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6. Net Labor Recharge- NSF Projects (07H) 
AURA allocated  to this account for labor recharges related to the time that NSO site 
staff worked on the DKIST ROB project. (See Note 1 for more information.) Because AURA 
had funded the DKIST ROB through unencumbered income during the audit period, it recharged 
all labor expenses incurred for work performed on that project to unencumbered income to 
ensure that it consistently classified costs related to the DKIST ROB. 
 
7. Supplies & Materials (100) 
AURA allocated expenses to this account as follows: 

a. for supplies and materials for various staff events at the NOAO site. This 
included  for coffee, tea, and associated supplies (e.g., milk and sugar) and  
for three pieces of artwork to display in the lobby of the main NOAO building. 

b. for supplies and materials for AURA’s corporate office. This included for 
capital improvements for NOAO’s La Serena campus and other corporate operations in 
Chile and  for groceries used to stock the refrigerator at the corporate office. 

c. for supplies and materials for staff events at the Gemini site. This included  
for three espresso machines for the Gemini office,  for pins provided to guests at 
the Gemini site, and  for flowers for the Gemini site. 

d.  for supplies and materials for staff events at the NSO site. This included: 

i. for various supplies purchased at Wal-Mart stores. 

ii. for flowers for the NSO site. 

iii. for cooking utensils (e.g., forks, knives, aluminum foil) for an annual 
Christmas party and to stock the NSO kitchen.  

iv. for www.coach.com.  

e.  for supplies and materials for staff events at the LSST site. This included for 
awards for LSST staff. 

 
8. Periodical Subscriptions (119) 
AURA’s corporate office spent  on a subscription to the Foundation Center database. This 
database provides AURA with information about potential private foundation funding sources. 
AURA maintains this subscription to seek outside funding for scholarships and other public 
outreach efforts.  
 
In addition, AURA spent  on publishing services provided by Kalmbach Publishing 
Company for the Gemini site.  
 
9. Food Supplies (151) 
AURA allocated expenses to this account as follows: 

a.  for food supplies purchased for Gemini staff events, including $  for 
catering services for a Gemini North holiday party in 2013. 

b.  for food supplies purchased for NSO staff events. 
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c.  for food supplies purchased for NOAO staff events. 

d.  for food supplies that AURA’s corporate office purchased for corporate operations 
in Chile.  

 
10. Gas Service (201) 
In fiscal year (FY) 2014, AURA spent  on gas to run the pool at the NOAO La Serena 
campus. 
 
11. Electric Service (202) 
In FY 2014, AURA spent on electricity to run the pool at the NOAO La Serena campus. 
 
12. Domestic Travel- Staff (500) 
AURA allocated expenses to this account as follows: 

a.  for domestic travel expenses incurred by the NSO site. This included  spent 
on travel for work related to the anticipated construction of the DKIST ROB. (See Note 1 
for more information.) 

b. for domestic travel expenses incurred by the corporate office. This included: 

i.  in meal-related expenses, including alcohol, for one employee during the 
audit period. 

ii.   for a United Airlines club membership for AURA’s executive vice 
president.  

c.  for domestic travel expenses incurred by the Gemini site. 

d.  for domestic travel expenses incurred by the NOAO site. 
 
13. Foreign Travel- Staff (600) 
AURA spent  on foreign travel expenses incurred by its corporate office. This included: 

a.  in meal-related expenses, including alcohol, for one employee during the audit 
period. 

b.  for a no-show charge by a Marriott Hotel in Santiago, Chile, when an employee 
failed to check in because they flew home earlier than anticipated. 

 
14. Miscellaneous Expense (700) 
AURA allocated expenses to this account as follows: 

a.  for miscellaneous expenses incurred by AURA’s corporate office, including: 

i.  in interest expense incurred as a result of AURA failing to pay its electric 
bill via a wire transfer, as requested by the electric company. 

ii.  incurred by the NOAO La Serena campus for corporate operations in 
Chile, including: 

1.  for expenses incurred to hold five-year service award ceremonies 
for AURA union employees. The expenses included venue rentals, 
photographers, dinner, and chocolates for employees’ wives. 
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19. G&A Overhead (920) 
AURA assessed  in General & Administrative (G&A) overhead expenses at its NOAO 
site. AURA applied G&A expenses to NOAO discretionary expenses on a monthly basis for 
costs that AURA incurred for the LSST Corporation at a rate of percent of a modified total 
direct cost base.  
 
20. Interest Expense & Analysis Fees (965) 
AURA spent  for currency translation and interest expenses incurred by the corporate 
office. AURA paid these expenses to a Chilean bank from which it took a loan in an attempt to 
mitigate the peso exchange risk that occurred when using U.S. dollars to complete capital 
projects in Chile. 
 
21. Missing GL Data 
AURA reported a total of  in unreimbursable expenditures at its Gemini facility in FY 
2012; however, it was unable to provide GL detail to support the total costs incurred. 
 
22. Other Expenses 
AURA allocated  in expenses that were not charged to an account code, but rather were 
identified as “Other Expenses” incurred by the corporate office. This included spent on 
lodging expenses incurred for participants of AURA’s summer INSPIRE leadership program. 
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OBJECTIVES, SCOPE, AND METHODOLOGY 
 

The NSF OIG Office of Audits engaged Cotton & Company LLP (referred to as “we” in this 
report) to conduct a performance audit of management fees awarded under agreements between 
NSF and AURA for the period from October 1, 2011, to September 30, 2014. The overall 
objective of the audit was to evaluate how AURA tracked and spent management fees. 
Specifically, we performed this audit to: 

 Determine whether the awardee’s method of charging and using management fees was in 
accordance with its proposals, federal regulations, NSF policy, any negotiation 
memoranda, and its own policies. 

 Determine if the awardee used management fees for ordinary and necessary expenses 
(that were not otherwise reimbursable) to facilitate basic operations. 

 Compare the amount of management fees received to the amount of unallowable 
expenses identified and draw any conclusions that arise from this comparison.  

 
Our work required reliance on computer-processed data obtained from AURA. AURA provided 
detailed general ledger data for all12 costs that it charged to its management fee pool during our 
audit period. This resulted in a total audit universe of  in costs claimed through 2,117 
transactions charged to the management fee pool. 
 
We assessed the reliability of the data provided by AURA by (1) reviewing NSF award 
documentation (e.g., grant proposals, awardee correspondence, award amendments) for each 
NSF award under which AURA claimed costs during our audit period, to verify how much 
funding NSF provided for management fees, and (2) discussing AURA accounting policies with 
relevant staff to determine how AURA tracks and draws down management fee expenditures.  
 
Based on our assessment, we found AURA’s computer-processed data to be sufficiently reliable 
for the purposes of this audit. We did not review or test whether the data contained in, or the 
controls over, NSF’s databases were accurate or reliable; however, the independent auditor’s 
report on NSF’s financial statements for FY 2014 found no reportable instances in which NSF’s 
financial management systems did not substantially comply with applicable requirements.  
 
AURA management is responsible for establishing and maintaining effective internal control to 
help ensure that federal award funds are used in compliance with laws, regulations, and award 
terms. In planning and performing our audit, we considered AURA’s internal control solely for 
the purpose of understanding the policies and procedures relevant to the financial reporting and 
administration of NSF awards, in order to evaluate AURA’s compliance with laws, regulations, 
and award terms applicable to the items selected for testing, but not for the purpose of expressing 
an opinion on the effectiveness of AURA’s internal control over award financial reporting and 
administration. Accordingly, we do not express an opinion on the effectiveness of AURA’s 
internal control over its award financial reporting and administration. 
 

                                                            
12 AURA was unable to provide general ledger data to support of Gemini site expenses paid 
using unencumbered income during the audit period. 
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To evaluate whether AURA’s use of management fees was in accordance with the intentions 
outlined in its NSF proposals, we conducted interviews with relevant NSF program officers, NSF 
grant officers, and AURA personnel, in which we requested all documentation relevant to the 
negotiation and award of management fees at AURA. As a result of this research, we gained 
insight into NSF and AURA’s roles in the negotiation process, including both NSF and AURA’s 
understandings of the types of expenses these fees were awarded to cover, as well as the types of 
reviews that each entity performed to examine how AURA was using these fees. 
 
After determining the types of expenses that AURA had included in its management fee 
proposals, we evaluated the types of expenses that AURA had actually paid using these fees by 
judgmentally selecting and testing a sample of expense transactions that AURA had paid using 
unencumbered income during the audit period. 
 
We reviewed the supporting documentation provided to determine if we obtained sufficient, 
appropriate evidence to support the types of expenses that AURA charged to each general ledger 
account within the management fee pool. When necessary, we requested additional supporting 
documentation, reviewed the documentation, and obtained explanations and justifications from 
knowledgeable AURA personnel to determine whether the costs charged were necessary to 
facilitate basic operations at AURA, and whether the costs were charged in accordance with its 
proposals, federal regulations, NSF policy, negotiation memoranda, and its own policies. 
 
We conducted this performance audit in accordance with Generally Accepted Government 
Auditing Standards. Those standards require that we plan and perform the audit to obtain 
sufficient, 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. 
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APPENDIX C: AURA MANAGEMENT’S RESPONSE
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