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BATTELLE MEMORIAL INSTITUTE

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AND NON-FEDERAL AWARDS
FOR THE YEAR ENDED SEPTEMBER 30, 2008

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
(“Battelle”) under programs funded by federal and state governments for the year ended September 30,
2008. 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 Battelle and agencies and departments of the federal and state governments, as well as
funds passed through to Battelle 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 from
research directed toward the production of useful materials, devices, systems, or methods, including
design and development of prototypes and processes.

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

Battelle 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, 2008, Battelle 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.

Battelle 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 Battelle 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. Before the rates are used, the
Defense Contract Audit Agency must approve them.

- 18 -



CLASSIFIED INFORMATION

Due to the nature of research and development that Battelle 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 $779,133,714 are reported as a portion of total project revenue in Battelle’s
consolidated financial statements as revenue from operations.

# ok ok ok ok ok
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Deloitte

Deloitte & Touche LLP

155 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 Memorial Institute
Columbus, OH

We have audited the consolidated financial statements of Battelle Memorial Institute (“Battelle”) as of
and for the year ended September 30, 2008, and have issued our report thereon dated December 18, 2008.
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 Battelle’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
Battelle’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of Battelle’s internal control over financial reporting.

A control 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 basis. A significant deficiency is a control deficiency or combination of control
deficiencies, that adversely affects the entity’s ability to initiate, authorize, 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 entity’s financial statements 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 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 entity’s internal control.

Our consideration on the internal control over financial reporting was for the limited purpose described in
the preceding and would not necessarily identify all deficiencies in the internal control that might be
significant deficiencies, and accordingly, would not necessarily disclose all significant deficiencies or
material weaknesses. We did not identify any deficiencies in internal control over financial reporting that
we consider to be material weaknesses as defined above.

Member of
Deloitte Touche Tohmatsu



Compliance and Other Matters

As part of obtaining reasonable assurance about whether Battelle’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 noncompliance or other matters that are
required to be reported under Government Auditing Standards.

We noted certain matters that we reported to management of Battelle in a separate letter dated
December 18, 2008.

This report is intended solely for the information and use of the Board of Directors and management of
Battelle, federal awarding agencies, state funding agencies, and pass-through entities, and is not intended
to be, and should not be, used by anyone other than these specified parties.

i&.@é/ﬁé ¢ Towede ctp

December 18, 2008
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Deloitte

Deloitte & Touche LLP

155 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 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
Columbus, OH

Compliance

We have audited the compliance of Battelle Memorial Institute and subsidiaries (“Battelle”) 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, 2008. Battelle’s major federal 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 each of its major programs is the
responsibility of Battelle’s management. Our responsibility is to express an opinion on Battelle’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 Government 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 Battelle’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. Our audit does
not provide a legal determination on Battelle’s compliance with those requirements.

In our opinion, Battelle complied, in all material respects, with the requirements referred to above that are
applicable to its major program for the year ended September 30, 2008. However, the results of our
auditing procedures disclosed an instance of noncompliance with those requirements, which is required to
be reported in accordance with OMB Circular A-133 and which is described in the accompanying
schedule of findings and questioned costs as item 08-01.

Internal Control Over Compliance

The management of Battelle 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 Battelle’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 opinion on compliance, but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not
express an opinion on the effectiveness of Battelle’s internal control over compliance.

Member of
Deloitte Touche Tohmatsu



Our consideration on internal control over compliance was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in the entity’s internal control that
might be significant deficiencies or material weaknesses as defined below. However, as discussed below,
we identified deficiencies in internal control over compliance that we consider to be significant
deficiencies.

A control deficiency is 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 there 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. We consider the
deficiencies in internal control over compliance described in the accompanying schedule of findings and
questioned costs as item 08-01 to be significant deficiencies.

A material weakness is a significant deficiency, or combination of significant deficiencies, 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. We did not consider the
deficiency described in the accompanying schedule of findings and questioned costs to be a material
weakness.

Battelle’s response to the finding identified in our audit is described in the accompanying schedule of
findings and questioned costs. We did not audit Battelle’s response, and accordingly, we express no
opinion on it.

Schedule of Expenditures of Federal and Non-Federal Awards

We have audited the consolidated financial statements of Battelle as of and for the year ended

September 30, 2008, and have issued our report thereon dated December 18, 2008. 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 Battelle. 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
Battelle, federal awarding agencies, state funding agencies, and pass-through entities and is not intended
to be, and should not be, used by anyone other than these specified parties.

Dolorble v Fonatte cir

December 18, 2008
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BATTELLE MEMORIAL INSTITUTE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED SEPTEMBER 30, 2008

PART | — SUMMARY OF AUDITORS’ RESULTS

FINANCIAL STATEMENTS:
Type of auditors’ report issued:

Internal control over 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

X Yes

Unqualified

X No

None
X Reported

X No
X No
None
Reported
Unqualified
No

Research and Development Cluster

Yes

$ 3,000,000

X. No

PART Ill — FINDINGS AND QUESTIONED COSTS RELATING TO FEDERAL AND

NON-FEDERAL AWARDS:
08-01
Federal Program — Research and Development Cluster

CFDA Number — Research and Development Cluster

. o



Federal Grantor/Project Number —

Agency
Code

CFDA

431
478
509
RD
300
RD

RD
RD

RD

RD
RD

070

509
RD

089
RD

463
RD

Agency

Department of Commerce

Department of Commerce

Department of Commerce

Department of Commerce

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Housing And Urban Development
Department of the Interior

Department of the Interior

Department of Transportation

Department of Transportation

Department of Transportation

Library of Congress

National Acronautics And Space Administration
National Aeronautics And Space Administration
National Aeronautics And Space Administration
National Aeronautics And Space Administration
National Aeronautics And Space Administration
National Aeronautics And Space Administration
National Aeronautics And Space Administration
National Aeronautics And Space Administration
National Aeronautics And Space Administration
National Acronautics And Space Administration
National Science Foundation

National Science Foundation

Environmental Protection Agency
Environmental Protection Agency
Environmental Protection Agency
Environmental Protection Agency
Environmental Protection Agency
Environmental Protection Agency
Environmental Protection Agency
Environmental Protection Agency
Environmental Protection Agency
Environmental Protection Agency
Environmental Protection Agency
Environmental Protection Agency

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Hurmnan Services
Department of Homeland Security

Department of Homeland Security

Department of Agriculture

Department of Agriculture

Department of Agriculture

Department of Commerce

Department of Commerce

Prime/Upper Tier Contractor
or Contract Reference

Climate and Atmospheric Research

Center for Sponsored Coastal Ocean Research Coastal Ocean Program

Science To Achieve Results (STAR) Research Program
National Oceanic and Atmospheric Administration (NOAA)
Basic and Applied Scientific Research

Air Force

Army

Navy

DOD Other

Advanced Research Projects Agency

Office of Healthy Homes and Lead Hazard Control
Minerals Management Service

U.S. Bureau of Reclamation

Federal Highway Administration

Federal Motor Carrier Safety Administration

National Cooperative Highway Research Program

Open World Library of Congress

Marshall Space Flight Center

Office of Earth Science

Earth-Sun System Division

Review & Education Support Service

Ames Research Center

In Situ Propellant Production

Multi-angle Imaging Spectro-Radiometer (MISR)
NASA Cloud Sat

Multiscale Modeling of Aerosol Impact on Clouds and Precipit
Gas-particle reaction kinetics

Computer and Information Science and Engineering
Structural and Functional Property Integration for Protein §
Science To Achieve Results (STAR) Research Program
National Center for Environmental Assessment

National Exposure Research Lab

Oceans & Coastal Protection Division

Office of Science Coordination & Policy

National Risk Management Research Lab

Office of Science & Technology

Compliance Assistance Center for the Chemical Industry
Quantification and Infectivity of Caliciviruses In Water
Coalbed Methane in Ukraine

Natural gas methane mitigation in East Europe

Support for Selenium Study of Old Mercury Advisory Sites
Fossil Energy Research and Development

Tennessee Valley Authority

National Energy Technology Laboratory

Chicago Operations Office

Federal Energy Technology Center

Idaho Operations Office

National Renewable Energy Laboratory - NREL
Mountaineer Modeling Report

Occupational Safety and Health Program
Cardiovascular Discases Research

Centers for Disease Control

National Institute Environmental Health Sciences
National Institute of Health (NIH)

Aviation Research Grants

Lesson Without Borders

National Center for Atmospheric Research

Texas Agricultural Experiment Station

JDC, Inc.

Lower Columbia River Estuary Partnership

Cooperative Institute for Coastal & Estuarine Env. Tech.

(Continued)
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300

RD

RD

RD
RD

049
439

RD

Agency

Department of Commerce

Department of Commerce

Department of Commerce

Department of Commerce

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of Defense

Department of the Interior

Department of Justice

Department of Justice

Department of State

Department of the Treasury

National Aeronautics And Space Administration
National Aeronautics And Space Administration
National Aeronautics And Space Administration
National Aeronautics And Space Administration
National Aeronautics And Space Administration
National Aeronautics And Space Administration
National Aeronautics And Space Administration
National Science Foundation

National Science Foundation

Environmental Protection Agency
Environmental Protection Agency
Environmental Protection Agency

Prime/Upper Tier Contractor
or Contract Reference

JISAO/SMA Climate Impacts Group, University of Washington
Kitsap County

Skagit River System Cooperative

Skagit River Watershed Council

Oregon State University

Cal Poly Corporation

Arizona State University

California Polytechnic State University

National Institute for Building Sciences

Oregon Nanoscience & Microtechnologies Institute
Rutgers University

Titan

Scripps Institution of Oceanography, UCSD
University of California - Davis

University of Oregon

Utah State University

West Virginia High Technology Consortium Foundation
Windber Research Institute

Advance Ordnance Technoly (AOT) - Corporate
Nanosys, Inc.

Spectral Sciences, Inc.

Raytheon Company

Nonlinear Ion Dynamics, LIC

United Technologies Research Center

L-3 Communications Titan Group

Trace Photonics, Inc.

Spearhead Innovations

BridgePort Instruments

BK Systems

Lockheed Martin Maritime Systems & Sensors
Science Applications International Corporation (SAIC)
Science Applications International Corporation (SAIC)
Science Applications International Corporation (SAIC)
Science Applications International Corporation - SAIC
Science Applications International Corporation - SAIC
Renewable Alternatives, LLC

Northrop Grumman Systems Corporation

Vista Engineering Technologies LLC

Raytheon - Integrated Defense Systems

Quantum Technology Services, Inc.

Front Edge Technology

D-STAR Engineering Corporation

Raytheon Systems

Raytheon Systems

SAIC

University of Alaska - Fairbanks

NYPD - Office of Management Analysis & Planning
Science Applications International Corporation - SAIC
International Atomic Energy Agency

UNISYS Corporation

American Geophysical Union

North Olympic Peninsula Resource Conservation & Dev
University of Utah

University of California, San Diego

University of Michigan

Raytheon Systems Company

United Technologies Research Center

Ohio State University

Smith College

Jamestown §'Klallam Tribe

Jamestown S'Klallam Tribe

Eastern Research Group

(Continued)
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Agency
Code

CFDA

049
RD

113

279
339
839
847
853
859
RD

Agency

Environmental Protection Agency
Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Energy

Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services

Prime/Upper Tier Contractor
or Contract Reference

Western Washington University

Leonardo Technologies, Inc.

Brown University

Commercial Vehicle Safety Alliance
FutureGen Industrial Alliance, Inc.

Lower Columbia River Estuary Partnership
Lower Columbia River Estuary Partnership
Lower Columbia River Estuary Partnership
Lower Columbia River Estuary Partnership
Lower Columbia River Estuary Partnership
CREATIVE REALITIES

SYSTEMATIC MANAGEMNT SERVICES INC

AREVA NC IN

AREVA NCIN

Montana State University
University of Vermont
Washington State University
West Virginia University
Yakima Indian Nation
BNFL, Inc.

Washington Group International Inc.
Bechtel National, Inc.
Bechtel National, Inc.
Bechtel National, Inc.

Advanced Technologies & Laboratories International, Inc.

Aerodyne Research, Inc.

Aerodyne Research, Inc.

Aerodyne Research, Inc.

Aerodyne Research, Inc.

Reeves & Sons

X-ray Instrumentation Associates, LLC
Physical Optics Corporation

Aegis Technology

Burge Environmental

Burge Environmental

Vista Clara, Inc.

Radiation Monitoring Devices, Inc.
Lockheed Martin Hanford Corp.
Lockheed Martin Hanford Corp.
Protection Strategies, Inc.

Fuel Cell Energy, Inc.

Air Products and Chemicals, Inc.
Delphi Corporation

Theseus Professional Services, LLC
Babcock & Wilcox Company Research Center
Lamont-Doherty Earth Observatory
Trustees of Columbia University

University of Medicine & Dentistry of New Jersey

University of Washington

University of Rochester School of Medicine & Dentistry

Oregon Health Science University
University of California, Los Angeles
Massachusetts General Hospital

American Water Works Association Research Foundation
Joint Commission on Accreditation of Healthcare Org.

Northwestern University

Purdue University

Seattle Biomolecular Research Institute
The Molecular Sciences Institute

(Continued)
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Agency
Code

93
93
93
93
93
93
97
97
97
97
97
97
97
97
97
97
98

CFDA

RD

RD

Agency

Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Health And Human Services
Department of Homeland Security
Department of Homeland Security
Department of Homeland Security
Department of Homeland Security
Department of Homeland Security
Department of Homeland Security
Department of Homeland Security
Department of Homeland Security
Department of Homeland Security
Department of Homeland Security

US Agency For International Development

Prime/Upper Tier Contractor
or Contract Reference

Trustees of Columbia University

University of Washington

University of Alabama at Birmingham
Washington State University

Science Applications International Corporation (SAIC)
Dade Mocller & Associates, Inc.

South Carolina Research Authority

Chenega Technology Services Corporation
Chenega Technical Services Corporation
Chenega Technical Services Corporation
Chenega Technical Services Corporation
Chenega Technical Services Corporation
Chenega Technical Services Corporation
Chenega Technical Services Corporation

ATK Mission Research

General Electric Global Research
INTERNATIONAL RESOURCES GROUP LTD

(Concluded)
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Compliance Requirement — Allowable Costs/Cost Principles

Battelle Memorial Institute (“Battelle”) is exempt from OMB Circular A-122 but is required to follow the
Federal Acquisition Regulation (FAR). According to the FAR 31.201-2 (48 CFR Part 31), Battelle is required
to have an adequate labor charging system.

Condition Found — The Defense Contract Audit Agency (DCAA), Battelle’s cognizant agency, reported
that Pacific Northwest National Laboratory’s (PNNL) labor accounting system was “inadequate in part “for
the period of October 2005 through December 2006. The DCAA noted the following which they contend are
significant deficiencies: 1) Battelle does not account for uncompensated overtime; 2) when uncompensated
overtime hours are worked, employees may use discretion to determine the number of hours recorded in a day
and the cost objectives to which they are charged; and 30 employees changed prior-period timesheets to
reflect work performed in subsequent periods without maintaining documentation. DCAA contends the
deficiencies noted could result in an overstatement or an understatement of overhead rates charged by PNNL
and noncompliance with Cost Accounting Standard (CAS) 418-40(c)(1).

During 2007, PNNL requested and received approval from DCAA for their proposed changes to PNNL’s
exempt time reporting policy. These changes were implemented January 2008, and a materiality study was
performed by the PNNL Internal Audit Director noting that the impact was immaterial. DCAA has not yet
audited the materiality study.

Questioned Costs — None

Effect — The lack of an effective system of internal control could result in material noncompliance with the
Allowable Costs/Cost Principles compliance requirement.

Recommendation — Battelle needs to ensure that the internal control procedures presented to DCAA are
properly implemented.

View of Responsible Official — PNNL’s Contracting Office provided notice to Battelle and DCAA
regarding resolution of the CAS 418 noncompliance in the letter titled Contract No. DE-AC05-76RL01830 —
Report on Noncompliance with Cost Accounting Standard 418 Allocation of Direct and Indirect Cost and
FAR 31.201-4 Determining Allocability dated January 25, 2008. The resolution was based on implementation
of PNNL’s revised timekeeping policy and plans to perform a formal materiality study to determine if
uncompensated overtime under the revised timekeeping system has a material impact on the allocation of cost
to final cost objectives. PNNL is awaiting an audit by DCAA of the materiality study to complete remediation
of this finding.

PART IV— SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

Number Finding Status Contact
07-1  PNNL Time Reporting Repeated as finding 08-01 Jim Cassens, Manager,
Government Accounting and
Risk Management

# ok ok ok ok ok
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