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September 3, 2014 

Dr. France A. C6rdova 
Director 
National Science Foundation 
4201 Wilson Blvd. 
Arlington, VA 22230 

Dear Director C6rdova and Chairman Arvizu: 

Dr. Daniel E. Arvizu 
Chairman 
National Science Board 
4201 Wilson Blvd. 
Arlington, VA 22230 

A whistleblower has provided information to us regarding a draft audit performed by the 
Defense Contract Audit Agency (DCAA), where it was discovered that the National Science 
Foundation (NSF) provides federal grant money in the form of a "Management Fee" to the 
National Ecological Observatory Network (NEON) each year. NEON appears to use this fee to 
pay for what would otherwise be unallowable costs. These are expenditures for which non-profit 
organizations may not ask for government reimbursement pursuant to OMB Circular A-122.1 

DCAA data shows that, from FY 2009 to FY 2013, NEON has received $888,028 in government 
funds, granted through the NSF, for these so-called "management fees."2 

On December 8, 2008, NEON wrote to NSF requesting this "management fee" to cover 
otherwise unallowable expenses. 3 NEON requested $190,000 in taxpayer dollars and told NSF 
that the request would cover a variety of expenses, including $14,000 for meals and meetings 
which ''are unallowable due to the lack of correlation to documented objectives," and $50,000 
for a lease cancellation expense that NEON was not required to pay.4 

This 2008 letter to NSF seems to have started the practice at NEON of using a taxpayer
funded "management fee" to cover costs for which federal grant money should not be otherwise 
awarded pursuant to OMB A-122. NEON's cost accounting policies from 2013 appear to 
indicate that this practice has continued unchanged from 2008. The policy regarding 
management fees reads: "These management fees are used only for ... costs that are not 
chargeable to federal agencies."5 

In FY 2013, NEON used these fees to fund a $25,000 office Christmas party, $11,000 for 
premium coffee services for NEON employees, $3,000 for Board of Directors dinners that 
included alcohol, and $3,000 fort-shirts and other apparel for NEON employees.6 As you are 

1 2 C.F.R. Part 230, ''Cost Principles For Non-Profit Organizations," O'MB Circular A-122 (Jan. 1, 2012). 
2 NEON, "Management Fee Summary- FY 2009-FY 2013." 
3 NEON, "Management Fee Request for NEON Award DBI0752017," (Dec. 8, 2008). 
4 ld. 
5 Jd. 
6 NEON, "C-IOb Management Fee Expenditure Detail for FY 2013." 
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aware, spending taxpayer dollars on alcoholic beverages, meals, entertainment, and travel that is 
not part of official business and is paid from or attributable to a federal grant, is prohibited by 
governmental regulation. 7 

DCAA's draft audit further found that NSF was granting federal funds to NEON to 
support lobbying activities. As early as 2008, NEON requested fees for "Government Outreach 
Events" from NSF.8 In its 2011 990, NEON openly admitted to engaging in lobbying and 
reported expenditures of$86,000.9 In FY 2013, NEON's own budget reported that it spent 
$112,000 for explicitly labeled "lobbying contract[s]."10 According to Open Secrets, NEON has 
spent $340,000 on registered lobbyists over the past four years. 11 These expenditures seem to be 
in contravention of the Byrd Anti-Lobbying Amendment, which states: 

None of the funds appropriated by any Act may be expended by the recipient of a 
Federal ( ... ] cooperative agreement to pay any person for influencing or 
attempting to influence an officer or employee of any agency, a Member of 
Congress, an officer or employee of Congress, or an employee of a Member of 
Congress [ ... ]. 12 

Moreover, because NEON's otherwise unallowable expenditures exceed NEON's revenue from 
non-public contributions, it seems that NEON's lobbying is funded by grant money that is 
funneled through the NSF. 13 

NEON is clearly spending its "management fee" on otherwise unallowable costs. Its own 
Cost Policy Statement recognizes that certain costs are "unallowable under any circumstances," 
including alcoholic beverages and lobbying, but then states that line item 990-9 in its budget can 
be used to itemize these costs in the "Management Fee Pool (unallowable activities)." 14 

Additionally, NEON's policy manual acknowledges in multiple places that certain expenses are 
unallowable and cannot be billed to the project, 15 but then states that "[such] transaction ... is 
unallowable and will not be reimbursed, or it will need to be charged against NEON's 
management fees. (Emphasis added)"16 A form is even provided so that employees can bill 

7 2 C.F.R. Part 230, supra. 
8 "Management Fee Request for NEON Award DBI0752017," supra. 
9 Form 990, supra at pp. 3, I 0. 
10 NEON, "C-lOb Management Fee Expenditure Detail for FY 2013." 
11 OpenSecrets.org: Center for Responsive Politics, "Atmual Lobbying by National Ecological Observatory 
Network," http://www.opensecrets.org/lobby/clientsum.php?id=D00006493l&year=2013 , (accessed Apr. 11, 2014) 
(Data collected from the Senate Office of Public Records on Jan 27, 2014). 
12 31 U.S.C. § 1352(a)(l). (emphasis added). 
13 For example, in 2011, only $57,500 of revenue did not come from contributions, while lobbying expenditures 
alone totaled $86,000. NEON Inc., OMB No 1545-0047, Form 990 (2011); PropPublica, "National Ecological 
Exploratory Network, Inc., Form 990 Returns, by Year," 
http://projects. propublica.org/nonprofits/organizations/20451 0571. 
14 NEON, "NEON Cost Policy Statement - FY13." 
15 National Ecological Observatory Network, Inc., "Policies and Procedures Manual," (Oct. 19, 2012), pp. 177, 205-
207,216,221,223,230,235,240,252, 274,411. 
16 !d. at 208. 
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otherwise unallowable costs as management fees. 17 Notably, this form has an option for 
employees to select that they are billing the project for "Lobbying." A copy of this form is 
attached. 

The concern over reimbursement of unallowable costs at NEON raised by DCAA' s draft 
audit is amplified by the possibility that this "management fee" practice is widespread 
throughout the NSF. 18 

According to a publicly available September 2012 Alert Memorandum from the NSF 
Office oflnspector General (NSF OIG) to NSF's Office of Budget, Finance, and Award 
Management (BFA) Head and Chief Financial Officer, '' ... NSF cannot affirm that government 
funds are being properly accounted for in accordance with federal standards, which increases the 
risk for unallowable costs."19 This Alert cited a DCAA audit for the BFA head, which 
questioned NSF's award of"approximately $305 million (almost 28 percent [of the proposals' 
funding]) in unallowable or unsupported costs ."20 Thus, as early as 2012, NSF was aware that it 
was granting federal money to pay for projects' expenditures on unallowable costs. 

In light of these concerns, please provide the information requested and answer the 
following questions: 

1. Please provide all correspondence with NEON related to "management fees" and 
unallowable costs from its inception to the present. 

2. Please provide a detailed accounting of all unallowable costs incurred by NEON from its 
inception to the present. 

3. Was NSF aware that NEON was funding otherwise unallowable costs with the 
management fee? 

a. If so, what legal justification permitted this grant authorization in spite of OMB 
Circular A-122? 

b. If so, what legal justification permitted the funding of lobbying in spite of the 
Byrd Anti-Lobbying Amendment? 

4. What portion(s) ofNEON's Policies and Procedures manual was derived from language 
suggested by the National Science Foundation, or copied from other NSF policy 
guidebooks? Please provide specific page references, particularly with regards to 
references of"unallowable costs" or "management fees." 

17 /d . at 232; 469 (" 12.14 Appendix N - Pre-Approval of Unallowable Expenditures Form"). 
18 Baker, Brett M., "NSF OIG Alert Memo, Report No. 12-6-001, NSF's Management of Cooperative Agreements," 
National Science Foundation Office of the Inspector General, Alert Memorandum, (Sept. 28, 2012). 
19 /d. (Emphasis added). 
20 /d. 



Director C6rdova and Chairman Arvizu 
September 3, 2014 

Page 4 of4 

5. In the past five years, have other NSF grantees received compensation in the form of 
"management fees"? If so, please list for each grantee: 

a. The amount of "management fees" granted for each year they were awarded, 
b. The alleged purpose(s) of the monies, 
c. What portion of the management fee covered unallowable costs, and 
d. The justification for granting awards for any unallowable costs that were covered. 

Thank you for your cooperation and attention in this matter. We would appreciate a 
response by October 1, 2014. If you have any questions, please do not hesitate to contact Chris 
Lucas for Ranking Member Grassley at (202) 224-5225. 

Charles E. Grass ley, Ranking Member 
U.S. Senate Committee on the Judiciary 

Sincerely, 

Rand Paul 
United States Senator 
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