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A SpacePolicyOnline.Com Hearing Summary

Independent Audit of the National Aeronautics and Space Administration
House Committee on Science and Technology
Subcommittee on Investigations and Oversight
Subcommittee on Space and Aeronautics
December 3, 2009
Subcommittee on Investigations and Oversight: 
Chair:  Brad Miller (D-NC) (opening statement)
Ranking Member: Paul Broun (R-TX) (opening statement) 
Subcommittee on Space and Aeronautics:
Chair: Gabrielle Giffords (D-AZ) (opening statement)

Ranking Member: Pete Olson (R-TX) (opening statement)
Witnesses:
· Paul Martin, Inspector General, NASA (prepared statement) accompanied by Tom Howard, Deputy Inspector General, NASA (prepared statement)
· Dan Murrin, Partner, Assurance and Advisory Business Services, Ernst & Young LLP(prepared statement) 
· Elizabeth (Beth) Robinson, Chief Financial Officer, NASA (prepared statement) 

Background
NASA has struggled for more than two decades to develop an integrated financial management system that can produce data sufficient to obtain a “clean” audit by an outside auditing company as required by the 1994 Government Management Reform Act.  The Government Accountability Office (GAO) has issued many reports over the years about the challenges NASA has encountered and its several attempts, at significant cost, to institute a new financial management system to overcome them.   Among the obstacles were the use of dissimilar accounting systems and methods at  NASA’s 10 centers around the country, and the difficulty in placing a value on older “legacy” property, plant and equipment (PP&E) such as the Space Shuttle and the International Space Station.  NASA received a “disclaimed” audit for FY2009 from its outside auditor, Ernst & Young (E&Y), meaning that the auditor was unable to make a determination based on the information provided by NASA as to the agency’s financial status. NASA received disclaimed audits in FY2001, and from FY2003 forward, from E&Y and its predecessor, PricewaterhouseCoopers.  However, the report this year was more positive than in previous years.  This joint hearing was called to discuss the findings and recommendations outlined in the auditor’s reports, as well as the measures NASA is taking to address them during the ongoing audit for the FY2010 report. For more information, see the charter and webcast for the hearing. 
Nuggets

“You almost passed your grade this year, and we are fairly confident that next year you will be promoted.”

 I&O Subcommittee Chairman  Brad  Miller
“…the Fiscal Year 2009 result was an improvement over Fiscal Year 2008, but efforts to improve NASA  Financial Management are ongoing.”

Dan Murrin, Ernst & Young

“We do not believe there are large problems. … The proof will be in the pudding.  We get audited every year…but we feel we are on a strong footing.”
NASA CFO Beth Robinson

Hearing Highlights
This joint hearing of the House Science and Technology’s Investigation and Oversight (I&O) and Space and Aeronautics (“Space”) Subcommittees highlighted NASA’s improvements in addressing the weaknesses found in previous audits and defined some of the work to be done for increased transparency and accountability in its financial management.  Generally speaking, the hearing was complimentary about the work NASA has accomplished, rather than critical of past performance or what remains to be done.
In his opening remarks, I&O subcommittee Chairman Miller described NASA’s recent progress as “definite improvement,” noting that this year’s report from Ernst & Young (E&Y) identified only one material weakness instead of four.  The remaining weakness concerns the valuation of the Space Shuttle and International Space Station, and he remarked that NASA has recently received guidance from the Federal Financial Accounting Advisory Board (FFAAB) on how to estimate those values.  He concluded that “You almost passed your grade this year, and we are fairly confident that next year you will be promoted.”

Space subcommittee Chairwoman Giffords and Ranking Member Olson both lauded NASA’s previous Chief Financial Officer, Ronald R. Spoehel, under whose leadership many of the improvements in the agency’s financial management process had been made.  (The current CFO, Beth Robinson, has been in her position for less than one month.)
Just four days into his new job as NASA’s Inspector General, Paul Martin enumerated what E&Y had said about NASA and called particular attention to the issue of accurately valuing NASA’s legacy systems. This issue had considerable weight in prompting E&Y to issue a disclaimed opinion on this, its sixth audit of NASA, explained Dan Murrin, partner of the firm’s Assurance and Advisory Business Services.  (NASA also received  disclaimed audits from its previous auditor, PricewaterhouseCoopers).
Mr. Murrin’s testimony noted that his company found one material weakness and two significant deficiencies in its FY2009 audit of NASA, and offered eight recommendations for continued improvement.  He commented that “the Fiscal Year 2009 result was an improvement over Fiscal Year 2008, but efforts to improve NASA Financial Management are ongoing.”
In her remarks, new NASA CFO Elizabeth Robinson discussed the policies that the agency has put in place to address these challenges and how changing standards have impacted NASA’s financial statements. She also outlined how the incorporation of the new FFAAB Statement of Federal Financial Accounting Standards (SFFAS No. 35), released in October 2009, provides NASA with a method for estimating the value of assets which did not have adequate controls or processes in place at the time they were acquired to accurately capture their historical property, plant, and equipments (PP&E) costs. 

The issue of valuing NASA’s legacy systems was the focus of discussion at the hearing. Chairman Miller asked whether the new FFAAB standard would prove workable, to which Mr. Murrin replied that coordinated efforts between the agency and its auditors would be needed since “the devil will be in the details.” He added that the risks associated with using estimates instead of real numbers for the valuing of these systems is relatively less when compared to other assets, but that attention should be given to ensuring that the recorded estimates are, whenever possible, supported by data to corroborate initial numbers.  Dr. Robinson expressed hope that the application of this new standard “provides a way forward” and noted the challenges of valuing systems that have no market value.  The strategy is to look at what has been built – the components of the systems – to define a range of value and “make sure we’re in the ballpark,” she said. Mr. Murrin also mentioned that while the “estimation process may hold some promise,” the planned retirement of these systems in the short term future will definitely resolve this issue.
Chairwoman Giffords asked whether the witnesses believed the NASA accounting system is in better shape now than in the past:  “Obviously a financial management system should tell us how much money NASA has, should tell us where the money is flowing in and how the money is being spent.  With the system right now can we get those answers and can we trust them?”  The three NASA witnesses said yes, but Mr. Murrin deferred, saying that his company issued a disclaimed audit and he was therefore not in a position to answer definitively.

In response to a question from Chairwoman Giffords about whether NASA can meet accounting requirements for the assets NASA is now developing that are similar to the Space Shuttle and International Space Station, Dr. Robinson said that “we do not anticipate problems going forward” and will have the requisite data even though the systems are very large and difficult to value.  “We do not believe that there are large problems. … The proof will always be in the pudding.  We’re going to be audited every year … but we feel we are on a strong footing.” She added that NASA has seen “improvements across the board on all aspects of money.”  
The issue of environmental liability was also briefly discussed. In answer to questions from Representative Dahlkemper (D-PA), Mr. Murrin explained that while NASA did provide numbers to show that it had made progress in this respect, it was “work that was done at the last minute” and his firm was not able to stand behind those numbers. Acknowledging this concern, Dr. Robinson explained that training efforts to develop acceptable methodologies have been implemented.  
Chairman Miller asked Mr. Martin early in the hearing if, in light of the issuance of the new FFAAB standard for valuing legacy systems, NASA might ask for a revision to its FY2009 audit.  Mr. Martin indicated that he would consider that, but Chairman Miller asked for clarification of that answer at the end of the hearing.  NASA’s Deputy Inspector General, Tom Howard, explained that the new standard would be applied to the FY2010 audit, not retroactively to the FY2009 audit.  Dr. Robinson added that her office would try to get an “early read” from the IG’s office as to whether the steps her office is taking to implement the new standard will pass muster for FY2010.
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