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BATTELLE MEMORIAL INSTITUTE

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AND NON-FEDERAL AWARDS
FOR THE YEAR ENDED SEPTEMBER 30, 2009

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation — The accompanying schedule of expenditures of federal and non-federal awards
(the “Schedule”™) summarizes the expenditures of Battelle Memorial Institute and subsidiaries (the
“Company”™) under programs funded by federal and state governments for the year ended September 30,
2009. The Schedule has been prepared on the accrual basis in accordance with accounting principles
generally accepted in the United States of America and includes all grants and contracts entered into
directly between the Company and agencies and departments of the federal and state governments, as
welt as funds passed through to the Company by other recipients. in accordance with OMB Circular A-
133, the Schedule does not include amounts received to operate government-owned, contractor-operated
facilities.

Research and Development Cluster — OMB Circular A-133 defines research and development as
follows: research is a systematic study directed toward fuller scientific knowledge or understanding of
the subject studied; development is the systematic use of knowledge and understanding gained {rom
research directed toward the production of usctul materials, devices, systems, or methods, including
design and development of prototypes and processes.

Subrecipient — Certain funds are passed-through to subgrantee organizations by the Company.
Expenditures incurred by the subgrantees and reimbursed by the Company are presented in the
Schedule.

The Company is also the subrecipient of funds which have been reported as expenditures and listed as
pass-through funds.

2. NONCASH AWARDS
During the year ended September 30, 2009, the Company did not receive nonmonetary assistance.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES FOR PROGRAM
EXPENDITURES

Expenditures consist of direct and indirect costs. Direct costs are those that can be easily identified with
an individual sponsored project. The salary cost of a Lead Scientist or Technical Specialist and the
materials consumed by the project are examples of direct costs.

The Company uses indirect costs rates to charge indirect costs to individual sponsored projects. Indirect
costs are the costs of services and resources that benefit both sponsored and nonsponsored projects. The
rates are the result of a number of complex cost allocation procedures that the Company uses to allocate
its indirect costs to both sponsored and nonsponsored activities. The indirect costs allocated to sponsored
projects are divided by the direct costs of sponsored projects to arrive at a rate. Indirect rates are
reviewed by the Defense Contract Audit Agency and approved by the cognizant Administrative
Coutracting Officer.
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CLASSIFIED INFORMATION

Due to the nature of research and development that the Company performs on behalf of the Federal
Government, various contracts and project information is considered classified, which includes “Top
Secret,” “Secret,” or “Confidential.” As a result, the Schedule reflects summarized data by agency in
order to properly safeguard various information as required by the Federal Government.

RELATIONSHIP TO CONSOLIDATED FINANCIAL STATEMENTS

Awards in the amount of $791,289,458 are reported as a portion of total project revenue in the
Company’s consolidated financial statements as revenue from operations.

IEEEER
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Deloitte & Touche LLP
Suite 1400

180 East Broad Street
Columbus, OH 43215-3611
USA

Tel: +1 614 221 1000
Fax: +1 614 229 4647
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

To the Board of Directors of
Battelle Memerial Institute and Subsidiaties
Columbus, Ohio

We have audited the consolidated financial statements of Battelle Memorial Institute and subsidiaries (the
“Company”) as of and for the year ended September 30, 2009, and have issued our report thereon dated
December 15, 2009, which includes an emphasis of a matter paragraph relating to the adoption of
Accounting Standards Cedification 715-20-65 to change the measurement date of the pension and
postretirement plans to September 30. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States of
America,

internal Control Over Financial Reporting

In planning and performing our audit, we considered the Company’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on the
consolidated financial statements, but not for the purpose of expressing an opinion on the effectiveness of
the Company’s internal control over financial reporting. Accordingly, we do not express an opinion on
the effectiveness of the Company’s internal control over financial reporting.

A controt deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basts. A significant deficiency is a control deficiency or combination of control
deficiencies, that adversely affects the Company’s ability to initiate, autharize, record, process, or report
financial data reliably in accordance with generally accepted accounting principles such that there is more
than a remote likelihood that a misstatement of the Company’s consolidated financial statements that is
more than inconsequential will not be prevented or detected by the Company’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the Company’s internal control.

Our consideration on the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control
that might be significant deficiencies or material weaknesses. We did not identify any deficiencies in
internal control over financial reporting that we consider 10 be material weaknesses as defined above.

Member of
Deloitte Touche Tohmatsu



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Company’s consolidated financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of nencompliance or other matters that are
required to be reported under Government Auditing Standards.

We noted certain matters that we reported to management of the Company in a separate letter dated
December 15, 2009.

This report is intended solely for the information and use of the Company’s management, the Board of
Directors, others within the Company, tederal awarding agencices, state funding agencies, and pass-
through entities, and is not intended to be, and should not be, used by anyone other than these specitied
parties,

ipoé’w’#& ¢ %W wtp

December 15, 2009
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH
REQUIREMENTS APPLICABLE TO EACH MAJOR FEDERAL AWARD
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

To the Board of Directors of
Battelle Memorial Institute and Subsidiaries
Columbus, Ohio

Compliance

We have audited the compliance of Battelle Memorial Institute and subsidiaries (the “Company”) with the
types of compliance requirements described in the U.S. Office of Management and Budget

(OMB;) Circular A-133 Compliance Supplement, that are applicable to its major federal program for the
year ended September 30, 2009. The Company’s major {ederal program is identified in the summary of
auditors’ results section of the accompanying schedule of findings and questioned costs. Compliance with
the requirements of laws, regulations, contracts, and grants applicable to its major program is the
responsibility of the Company’s management. Our responsibility is to express an opinion on the
Company’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Govermment Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a major program occurred. An audit includes examining, on a test basis, evidence about the
Company’s compliance with those requirements and performing such other procedures, as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. Qur
audit does not provide a legal determination on the Company’s compiiance with those requirements.

In our opinion, the Company complied, in all material respects, with the requirements referred to above
that are applicable to its major program for the year ended September 30, 2009.

Internal Control Over Compliance

The management of the Company is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts, and grants applicable to federal
programs. In planning and performing our audit, we considered the Company’s internal control over
compliance with requirements that could have a direct and material effect on a major program in order to
determine our auditing procedures for the purpose of expressing our opinien on compliance, but not for
the purpose of expressing an opinion on the effectiveness of internal control over compliance.

Member of
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Accordingly, we do not express an opinion on the effectiveness of the Company’s internal control over
compliance.

A control deficiency in an entity’s internal control over compliance exists when the design or operation of
a control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect noncompliance with a type of compliance requirement of a program on a
timely basis. A significant deficiency is a control deficiency or combination of control deficiencies, that
adversely affects the entity’s ability to administer a program such that therc is more than a remote
likelihood that noncompliance with a type of compliance requirement of a program that is more than
inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencics, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by the entity’s internal control.,

Our consideration on internal control over compliance was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencics in the Company’s internal control
that might be significant deficiencies or material weaknesses as defined above. We did not identify any
deficiencies in internal control over compliance that we consider 1o be material weaknesses, as defined
above.

Schedule of Expenditures of Federal and Non-Federal Awards

We have audited the consolidated financial statcments of the Company as of and for the year ended
September 30, 2009, and have issued our report thercon dated December 15, 2009, which includes an
emphasis of a matter paragraph relating to the adoption of Accounting Standards Codification 715-20-65
to change the measurement date of the pension and postretirement plans to September 30. Our audit was
performed for the purpose of forming an opinion on the consolidated financial statements taken as a
whole. The accompanying schedule of expenditures of federal and non-federal awards is presented for the
purpose of additional analysis as required by OMB Circular A-133 and is not a required part of the
consolidated financial statements. This schedule is the responsibility of the management of the Company.
Such information has been subjected to the auditing procedures applied in our audit of the consolidated
financial statements and, in our opinion, is fairly stated, in all material respects, when considered in
relation to the consolidated financial statements taken as a whole.

This report is intended solely for the information and use of the Board of Directors and management of

the Company, federal awarding agencics, state funding agencies, and pass-through entities and is not
intended to be, and should not be, used by anyonc other than these specified partics.

l@b&/‘% o Towele i
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BATTELLE MEMORIAL INSTITUTE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED SEPTEMBER 30, 2009

PART | — SUMMARY OF AUDITORS’ RESULTS

FINANCIAL STATEMENTS:
Type of auditors’ report issued:

Internal control aver financial reporting:
1. Material weakness(es) identified?

2. Significant deficiencies identified not considered to be
material weaknesses?

3. Noncompliance material to the financial statements noted?

FEDERAL AWARDS:
4. Material weakness(es) identified?

5. Significant deficiencies identified not considered to be
material weaknesses?

Type of auditors’ report issued on compliance for
major programs:

6. Any audit findings disclosed that are required to be
reported in accordance with OMB Circular A-133,
Section 510(a)

7. Battelle’s major program was

8. Dollar threshold used to distinguish between Type A
and Type B programs?

9. Auditee qualify as low risk auditee

PART Il — FINANCIAL STATEMENT FINDINGS SECTION

No matters were reportable,

Yes

Yes

Yes

Yes

Yes

Yes

Unqualified
X No
None
X Reported
X No
X No
None
X Reported
Unqualified
X No

Research and Development Cluster

Yes

$ 3,000,000

X No

PART Ill — FINDINGS AND QUESTIONED COSTS RELATING TO FEDERAL AND NON-

FEDERAL AWARDS:

No matters were reportable.
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PART IV — SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
Number Finding Status Contact
08-1 PNNL Time Reporting Corrected Jim Cassens, Manager,

Government Accounting and
Risk Management

X ok ok ok ok ok
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