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KPMG LLP Telephone 614 249 2300
Suite 500 Fax 614 249 2348
191 West Nationwide Boulevard Internet www.us.kpmg.com

Columbus, OH 43215-2568

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

Battelle Memorial Institute
The Board of Directors:

We have audited the consolidated financial statements of Battelle Memorial Institute and subsidiaries (Battelle) as of
and for the year ended September 30, 2006, and have issued our report thereon dated December 15, 2006. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Battelle’s internal control over financial reporting in order to
determine our auditing procedures for the purpose of expressing our opinion on the consolidated financial statements
and not to provide an opinion on the internal control over financial reporting. Our consideration of the internal
control over financial reporting would not necessarily disclose all matters in the internal control that might be
material weaknesses. A material weakness is a reportable condition in which the design or operation of one or more
of the internal control components does not reduce to a relatively low level the risk that misstatements caused by
error or fraud in amounts that would be material in relation to the consolidated financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of performing their assigned
functions. We noted no matters involving the internal control over financial reporting and its operation that we
consider to be material weaknesses.

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
consolidated 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 report to management of Battelle in a separate letter.

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

KPMe LIP

Columbus, Ohio
December 15, 2006

KPMG LLF, a U.S. imited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative



KPMG LLP Telephone 614 249 2300
Suite 500 Fax 614 249 2348
191 West Nationwide Boulevard Internet www.us.kpmg.com

Columbus, OH 43215-2568

Independent Auditors’ Report on Compliance With Requirements
Applicable to Each Major Program and on Internal Control Over
Compliance in Accordance With OMB Circular A-133

Battelle Memorial Institute
The Board of Directors:

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, 2006. 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 its major federal program 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 federal 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 federal program for the year ended September 30, 2006. However, the results of our
auditing procedures disclosed instances of potential noncompliance with those requirements, which are
required to be reported in accordance with OMB Circular A-133 and which are described in the
accompanying schedule of findings and questioned costs as Finding 06-01.

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 federal program in order to determine
our auditing procedures for the purpose of expressing our opinion on compliance and to test and report on
the internal control over compliance in accordance with OMB Circular A-133.

KPMG LLF, a U.5. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.



We noted certain matters involving the internal control over compliance and its operation that we consider
to be reportable conditions. Reportable conditions involve matters coming to our attention relating to
significant deficiencies in the design or operation of the internal control over compliance that, in our
judgment, could adversely affect Battelle’s ability to administer a major federal program in accordance
with the applicable requirements of laws, regulations, contracts, and grants. Reportable conditions are
described in the accompany schedule of findings and questioned costs as Finding 06-01.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a reportable condition in which
the design or operation of one or more of the internal control components does not reduce to a relatively
low level the risk that noncompliance with applicable requirements of laws, regulations, contracts, and
grants caused by error or fraud that would be material in relation to a major federal program being audited
may occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions. We noted no matters involving the internal control over compliance and its
operation that we consider to be material weaknesses.

Schedule of Expenditures of Federal Awards

We have audited the consolidated financial statements of Battelle as of and for the year ended
September 30, 2006, and have issued our report thereon dated December 15, 2006. 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 awards is presented for purposes of additional
analysis as required by OMB Circular A-133 and is not a required part of the consolidated financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
consolidated financial statements and, in our opinion, is fairly stated, in all material respects, in relation to
the consolidated financial statements taken as a whole.

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

KPMe P

Columbus, Ohio
May 8, 2007
except as to paragraph 7,
which is as of December 15, 2006



BATTELLE MEMORIAL INSTITUTE AND SUBSIDIARIES
Schedule of Expendsiares of Federal Awarde

1. Direct Funding

Seplenber 10, 2006

Agency
Code CFDA __R&D Federal Agency Major Sub Agency/Trogram Tite
a7 RO Yes OHifiee af Namonal Drug Centrol Pohicy
" ®D Yes  Department of Agricubluse
1 a7 Yes Departmemt of Commerce Center for Sponiowed Constal Okean Research Coustal Ocean Program
RD Yes  Dupartment of Commence
12 kD Yos Dopartment of Defense Aur Force
Yes  Department of Defense Ay
Yeu Diwpartment af Defens Raovy
Yes Diepartment af Defense Do} Other
14 RD Yes  Department of Housing and Urban Devel
1% L] Yex  Depariment of Interior
16 RD Yes  Depanment of lustice
17 RD Yes  Department of Labor
0 s Yos  Department of Transporiation Aviation Research Grants
RD Yes Department of Transpontation Federal Highway Ademmistranon
Yer  Department of Trassporation DT Oher
21 R Yes Department of the Treasury
42 R Yes  Library of Congress
ai R Yes Naticmal & Space
a7 ™ Yes  Mational Science Foundation Conmpuster and Informsuon Seience snd Engsneering
RD Yes
9 500 Yes Enviranmental Protecton Agency Environmental Proteenon-Consalidaled Rescarch
509 Yes  Environmental Prolection Ageney Science To Achseve Rendts (STAR) Ressarch Program
sl Yes  Environmental Prolection Agency Office of Research and Development Consolidated Research Training
RD Yes Ermvmonnzental Protection Agency EPA Naticnal Homeland Security Research Conser
Yes  Eavironmental Protction Agency EPA Comsolidatod Research
Yes  Environmental Protection Agency EPA National Expasare Rescarch Lab
Yes  Environmental Prolection Agency EPA Mations| Resk Maragement Research Laboratary
Yes Environmental Prolection Agency EPA Odfice of Stience Coardmatson & Policy
Yes Emvironmental Frotection Agency EPA Other
” RD Yes  Muclear Regulatory Commission
&l (5] Yes  Depariment of Erergy Office of Science Fnancial Assistance Program
086 Yes  Department of Erergy Comservation Research and Developenent
L) Yes Dipartment of Energy Fuoasil Energy Research snd Development
RD Yes Department of Energy DOE (nher
0 RD Yes Fedemnl Agemcy
L] 2 Yen Diep of Health and H) 5 Mental Health Research Grants
262 Yes  Department of Health and Human Services ‘Oecupational Safety and Health Program
mn Yes  Department of Health and Human Services Aleshol Research Programs
il Yes  Depastment of Health and Human Services [irug Abuse and Addiction Research Prograns
283 Yes of Health and T Service Centers for Dhsease Comtrol and Prevention_Investigations and Techmical Assstance
¥l Yes  Department of Health and Human Services Mursing Research
e Yes  Department of Health snd Human Services Cancer Contral
865 Yo Department of Health and Human Servaces Child Health snd Human Develapment Extramural Research
ol Yes Department of Health and Human Servaces Aging Research
RD Yes  Dwpartment of Health and Human Services Cenmter for Disease Control
Yes  Department of Health and Human Services Federal Deug Adminsseration
Yes  Depariment of Healih and Human Serveces Natsonal Cancer [nstitute.
Yes Department of Health and Human Services Matronal Institute of Emviranmental Health Sciences
Yeu Department of Health and Human Services National Institute of Allergies & Infectious Diseases
Yes Diepartment af Health and Hunsen Services Hational Institute of Health
Yes Department of Health and Human Sorvices DHHS Oither:
a7 RIy Yes Diepartment of Homeland Secuniy Transportation Sceunty Adminisirabon
Yes  Department of Homelind Secunty Homeland Security Other

Total Direct Funding

Tostal Subcontracted
Es, tures Dallars
£1,040.083 £2017 604
516,166 -
a1, 207 177041
2,202.864 23,57
$2.364.151 $413,617
24549524 9833002
M6 25450586
T2HI4 TR 15,513,414
154.840, 553 20,549,936
5323542733 £71,747.938
S270.418 -
EINTRY1 631675
51165968 -
13,631 7,695
5412 :
6645887 A
5482670 715,543
$12.183. 2958 53,966,792
5919 3
£4.627 648 £1.313.702
56,906,036 £2,497,949
345 -
7,588 g
$11.233 .
1377048 636
236,067 48
183,773 -
A8T44%6 504,207
£ 187 5
4471358 1,991,954
A.244.322 408,549
4023323 2352.940
5,909,116 338,089
$29.327.650 $5.672,483
404,829 570,339
155382 -
500,703 -
2488267 958,472
1638264 305,874
£6,T82. 586 51,264, 146
12493850 $3.864 864
2.063.944 1,080,497
3.3 -
606,434 KT.R00
917 =
42173 -
s 15058
4729 (448)
2,008,150 4.230
31597 4000
24816732 A78.574
2.861.024 637321
2424.01% 326,690
16868 A
13458807 -
3032114 48032
6,822.310 9K, 056
SRG.010,255 4,105,712
29,458,502
26,500,151
S55.558.653
§544.436,045 £114,225,764

{eentinusdy



BATTELLE MEMORIAL INSTITUTE AND SUBSINARIES
Schedishe of Expenditures of Federal Awards
September M, 2004

2 Indivest Funding (Rattelle is Sub reciplentSubcontractar)

RD

30
RD

RD

RD

RD

Yes

Yes

Yes
Yex

Yes
Yus
Yes

Yes

Yes

Yes

Yes

Yes
Ve

Yes

Taotal Subcontracted
Federal Apency Prime/Upper Tier Contractor I ipures. Dollars Conrract Ref.
Dhepartment OF Agncultuse Fur-prafit Orgarizstions ELEE = M30-UISDA Phase 1T
Department OF Agniculture Kamsas State Univenary H6.944 AH S0ME]
Department OF Agnculiure Texas Agricultural Expeninsent Station 9,504 - 5708
117782 £9,000
Departiment af Commernce For-profit Organizations 126151 - 3718339
Department of Commerce Lower Columbia River Estuary Pasnershap 134,870 -
Depanment of Commerce Skagit River Watershed Council 52652 1000
Diepariment of Commerce TNSAVEMA, Clsmate [mpaets Group, Umveraty of Washington (R -
Departimeent of Commerce Seripps Insutution of Oceanagraphy. HCSD 581213 -
Depantimen of Commerce Morthwest Maritinee Ceater 95T -
Departmeat of Commerce Kinsap Cousty 1448 -
Department of Commerce State Seience & Technology Instiuie s.a27 - NT CPiSas41 |
406,519 SL000
Department of Defense Unsversity of Masne 6,757 - UM-8530
Depmrtment of Definse Far-profit Organizations 101,675,850 #52068  SUBRCONTRACT G24101
Drepurtment af Defense Sokis Hopkiss Universty - Applied Phyvsics Lab 104,112 - BUBCNO 260
Department of Defense Lincaln University of Missuan 7587 - PO BOO15R29
Drepartment of Defense Logistics Management Institute 151,172 - SUBCONTRACT NGO 0502TC 03
Diepartment af Defense Matianal Environmental Educanon & Tramng 5832 - NEETC CONTRACT '
Department of Defense HNational lnstitule for Building Sciences 243,362 13,577 NG2AT0-03-D-11 204783248061 !
Department af Delense Central Washisgton University 4512 - 6492
Diepartment of Defense Ohegan Suste Universin 542418 5 RFO20A-A
Department of Defense University of Oregon 11679 - 4esT
Depanment af Defens: Science di b ional SAIC) 52,781 - 4400121598
Dopartment of Defense Bowling Green Stute University 31981 R
Department of Defense Penmsylvama Siate Umversity 0,721 12308 SUBCONTRACT MO 298 1-BMI-COP-4444
Depariment of Defiense Hutgers University {1,483} 3 PURCHASE ORDER 5106745
Depariment of Defense South Carolins Research Authoity 165 - POAT-1SIMDA
Departmeal of Defense SR Intermationsl (27 - PO AT
Depamtmest of Detemic Umversty of Missouri - Rolla 94) - SURCONTRACT aP201204-01
Degustiment of Detemae Unaversity of Lish £71.455 115718 SUBCONTRACT AGREEMENT NO. 2406019, 2503107
S105.830. 570 993,698
Drepartient of Housing and Urban Development Far-prodit Organizations 822,521 - HHSHS-S-1002°WA PO, 2005-01
Department of the [ntenor Far-profit Organizanans 258 8250  PURCHASE ORDER 373144
Drepartment of the [nienor Unaversity of Vermant EX ) - FTI8T36
Drepartment of the Intemsar Unaversity of Alaska - Fairbanks S0.061 . UAF D6=-0035
S151.383 LB.250
Fur-profit Organizations 123,229) - SUBNO0-S0H-MI0HZ TO. 3
Diepartment of Justsce HYFD - Office of Managesent Analyss & Planning RT.444 - 2003-50302
£64.21% -
Deparinsent of Labssr Foa-prafit Organizations £2.4%7.025 - SUBCONTRACT NO. AE-1084340-30
7,381 S45041 2004-0454-1

TDiepanment OF Se

International Atomic Energy Agency

(contimued}
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MEMORIAL INSTITUTE AND SUBSIDIARIES
Sehedule of Expendsneres of Federal Avards
Seplomber 30. 2006

Toaal Suhcontracted
Federal Agency PrimeXpper Tier Cantysctar Expenditures [ollars Contract Hel.
Department of Transporintoe Far-profn Orgamzations: 1040,655 323309 SUBCONTRACT MO 5512521580 AGREEMENT
Department of Trassponatson Amencan f State Highway + Transp Officuals 9,434 - AGREEMENT N0 OF3197%
Departmont of Transporiation Unaversat of lows 124 - DTNHI2<H D000 PO $0M90624 PHASE 1 PO 4000050637 PHASE [1
Diepartment of Transpertation Unaversaty of Michigan Transportstion Research Institute T5.652 - SUBCONTRACT F01555%
Drepartment of Transpostation Greater Cleveland OH Reg Transt Autharity 192y N SCRA SUBCONTRACT 98-00045
Dpartment of Transpostation Hitional Conperative Highway Research Program 336 1787 HE 1906
Department of Transporation West Virginea Unmversity 29,018 - PROJECT C-15
SLETRMT §325.176
Deparmsent of the Trexury For-profit Organizations £1.220.249 (S318.458) 230141
Libnagy OFf Cangress Cpen Warld Library of Cangress S194.233 SES206 RO OWLI0M50026
Hational Aeronzutscs & Space Administration Foe-profic Organizanons 1126087 LRLNLL R
Haticmal & Space Indl i ¥ 2RA4TH - 141 1-011%
Hatiomal Asrvamitscs & Space Admanistrabon University of 1k 10,450 - 122149
Hational Aeroasutics & Space Admanistration Hentage College 1196 - 43911
Hatinaad Acrosautscs & Space Admenistratson Uraveraity of Califormia, San Diego 49,545 B 11233661
Hatiomal Asronasitscs & Spoce Adminisiraton Umiversity of Michigan 0143 = Fo15599
Hational A & Space A i Chbin A Institute A5 199,554 MNCISAADNLA
Mazioaal Acronautics & Space Administrabon Unaveraty of Maryland 19.602 . SUBAWARD NOUPO 000003276 ACCT NO. 00002389
Hatiomal & Spoce Admini Updversiry of Maryband - Babhimore Couney 31144 - SUBAWARD CGOG1G
£1,804, 897 £537,722
Matsonal Scsence Foundalion Ohen State Ulnversity 12,926 - NS4
Matanal Sceence Foundstion Far-profit Crganizations 53,957 - SUBCONTRACT NO. 607204007
Manonal Scsence Foauncatian University of Washington 912 - GIGI6L
Manonal Sesence Foundation University of California Observatones 655 - AR 1067934
National Science Foundation Smith College 11,265 4 D381
Matianal Sciencz Foundstion Jobn Hopkans School of Public Health 5,445 - £311-53712
S1E5, 160 -
Smithsanian [nairtan Foe-profit Organizations 821,076 - BHF0ET
Environmental Prolectson Agency Tasnesivom S'Klablans Teihe 63208 - AGHIR
Enviranmental Protection Ageney Fus-prafit Organizations 120,114 - sEas21743
Enviranmental Protechan A geney Lower Columbsa River Estuary Partnership 10,968 - 022006
Envirannsental Protecion Agency Mational Center for Environmental Research 64,137 ~ AGREEMENT N0 SA4560
Environmental Protection Ageney Hie State University Sebool of Pablic Health 92459 - PO NUMBER RFOO901038 AND CLIENT PROJECT NUMBER RFM 004
Environmental Protection Ageney Umversity of Anzona (&3] - CLIENT REF NO V901427 CLIENT EPA GRANT R 27443-01-0
Esvironmental Protection Agency University of Cincinnati 71,362 - GRAC00=159TO 91
Emvironmental Prodoction Agency Undversity of Califoria 1Lxl el T RO SAR2ES - PURCHASE ORDER 10000446087
S50 -
Mischear Regulatory Commission Far-profit Organizations 59745 + LINK-NRC-ACRS-2006
Department of Energy Drexel Unrversity 77433 - Praject 4210015
Department of Enesgy Far-profit Grganizations 23,360,581 474822 «<101-TSAWOHMS
Department of Energy Washinginn State University 2048 - GO
Department of Energy Commervial Vehicle Safely Allance SRT46 - DE-FUM-SARWHN295 48 108
Departsent of Encrgy Lower Colambin River Estuary Partnershap 109,564 8932 12-2006
Depariment of Energy Ohio Board of Regents 314645 5 45421
Department of Energy lown State Unsversty - lowa Ewergy Cenler AR1TR - 15 29892 00
Departiment of Energy University of Michigan 505 - 3000520401
Depariment of Energy University of Chicaga, Division of the Biolgical Sciences 125,962 = uI3stEe
Diepartinent of Energy Montara Stsie Univerary 116855 - G410 ]
Dieparimest of Energy Brown University 92.657 - 1544-21655P¥8a534
Degpartment of Energy FutureGen [nduserial Alliance, Inc. 433,166 #3602 50050
Department of Energy Ohics Degatment of Caal Develapment 9745 - GRANT AGREEMENT NO CDOVIMO-16
Depantment of Energy Midwest Rosearch Instatule 03870 - T KAF-9-29764-28 TIER 3 TECHNICAL SERVICES
Degumtment of Energy EM Stoller 2,208,956 484  STLR-37MN2CP
30,890,470 £1.347.840
Federal Emergency Mansgement Agency Far-prafit Orgasizatians 1839 - BCO PROPOSAL NO. CPISSGER
Federal Emergency Management Agency Virginia Polytechnic Institute & State University 33,543 - CR 19615425443
£37.382 -
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BATTELLE MEMORIAL INSTITUTE AND SUBSIMARIES
Schedule of Expendinues of Federal Awasds
Seplomber 30 2006

Tatal Subeontracted
Federal Agency F Tier Comtractar Expenditures Dallars Contract Rel.
Department of Health and Human Senvices Huversity of Washinglon 6,057 - DI
Depastment of Health and Human Services University of Washinglon T HeT - UWCONTRACT NO. 238992
Department of Health and Human Services University of ldahe 91613 - ARK147-4-B
Departenent of Health and Human Services Universiry of Washingion 121416 - AGREMENT NO 151979
Dwpartment of Health and Human Servsces Ohregon Health & Science University 139 - 46328
Department of Health and Human Services Rusgers University m - S492970/ 1RES
¥ i Health and Hy 5 L Er] - 421451
Department of Health and Human Servsces Massachusens General Hospital N5, 926 - 44301
Department of Health and Human Services Center for Dvmography s Ecology Study 4214 . RIORTT
Department of Heslth and Human Services University of Califoris-Los Angeles 10,442 = 5 PO ALOIS142-23
Department of Heslth and Human Services Washingion Staie Usiversity (Tn Cites) 7301 - /KA GO01314
Depriinsent of Health snd Human Seivies Urnveraity of Southern Calilorms 1,354 841 - AGREEMENT NO, H33447
Department of Health and Human Services For-prafil Organizations 4892395 - 280-05-0122
Department of Health snd Human Services Auwburn nsversaty 2575 - PONO PADLBSLTSO10E3F0O0001 T
Diepartmenn of Health snd Human Services Erandeis University 13.246 - SUBCONTRACT AGREEMENT
Department of Health and Human Services Calarsdo Swe Universiry 0,732 - SUBAWARD NO. G-7620-2
Department of Health and Human Services Diuke Universty 155,003 - wWkases
Diepartment of Health and Human Services 51 Louss Umiversity 47.950 - 1 R HSO14007-H A
Department of Health asd Human Services Unaversty of Washingsan 135,53% 3.550  R3l4TO
Department of Health and Human Services Univeraty of Washington 00928 430 56506)
Diepartment of Health and Homan Scrvices University of Washingtan 300,393 i 120928
Department of Health and Humas Senvices Vnveraty of Southern Califormia 4571 - AGREEMENT NO. H316%
Department af Health and Human Services Johns Hopkins University 189,354 - COOP AGREEMENT #UL0 EY I4483P.0. 454792
Department of Health and Human Services King County Washington Department of Public Health = To2296T
Department of Health and Humas Services Hational Amociation of County & City Health Officials - 205061601
Department of Health and Human Servaces Svracuse Umiversity B PO ARDOMOOAIITE
Diepartment of Health and Human Services Trustees of Calembia University - S R ES1IAT 30006
Diepartment of Health and Human Services The Mabecular Sciemces Inatimte - A5
D Health and H 5 Frod ‘ancer Research Cenler B STumal
Department of Health and Human Services Oregon Health Science University - RAOMAIB
Department of Health and Human Services Cregan Health Scicnce ninversity . 44690
Diepartment of Health and Human Servnces Chegon Health Sciences Uneversaty & F004I1A
Department of Health and Human Services Stanford Genome Technology Centes, Stanfosd University . 41556
Department of Health and Human Services University of Kansas Center for Research, Ine. - FY2002-089
Diepartment of Health and Human Services University of Alabama at Barisinghans . 5 P01 ESO11617-03
Depantment of Health and Human Services Uriversity of Maryland Schood of Medicuse - B0H 766
Dhepartment of Health and Human Services University of Califomin, Los Angeles . 1480 G GESZR
Department of Health and Human Services Soaence Appli {8} - 25XS1IR
Department of Health and Humen Services The Urban lnatinute - 0754 2000-00-BMI-0 1
Department of Health and Human Services Usaversity of Califormin-Berkeley 12000 AGREEMENT NO. SAJ21%-3200PG
Department of Health and Human Services University of Chicage 173,420 . UIC NIH GRANT R21 ALOSZ033
Department of Health and Human Services Unaversty of Minnesota {17.22%) . HE636422101 (YR 1) - HE636422102 (YR 2)
Drepartment of Health aad Human Services Unaversity of North Caroluna 1 286,081 = 1 Ul DEDITOLS-01
514,367,046 S20.9%0)
Department of Homeland Secunty Far-Prafit Orgamzatons 1.989 658 162970 SUBCONTRACT NO. H001 17645
Department of Homeland Security South Carolina Rescarch Authonty 1T - AGE 8 $h5a
$1.991,62% $162.970
Mascellaneaus BOARD OF REGENTS OF THE UNIV OF NEBRASKA 93272 A9 K3 THA SOF3E | 592 5-GRIS-003-00T
Muscellaneaus COLUMBUS OH HEALTH DEPT 67462 - PO #2008 ELOOSOSY
Miscellaneous ILLINOIS CLEAN COAL INETITUTE 225388 93,765 SUBGRANT AGMT MO KCC04-1/3 20-1
Miscellansois MONTANA DEFARTMENT OF TRANSPORTATION 194,538 16,802 CONTRACT #307040
Muscellancous NY DEPT OF ENVIRONMENTAL CONSERVATION 363 = AGREEMENT NO. OP3s212R
Miscellanecus OH DEPT OF DEVELOPMENT 331736 = ORANT AGREEMENT NO TECH (6-004/04-0113
Miscellameous OH DEPT OF DEVELOPMENT S8.800 = GRANT NO, 0633
Muscellameous OH DEFT OF JOB + FAMILY SERVICES T30 R0 160,745 PO #WH0J4G, TASK ORDER 6TO03002, RFF s0AD4010
Miscellapecus OH OFFICE OF TNFORMATION TECHNOLOGY 445913 427980 PURCHASE ORDER NO. FY06010, FY6017 & FY 6052
Miscellaneous OH OFFICE OF INFORMATION TECHNOLOGY 23402 772487 PURCHASE ORDER KO FY06010, FY5017 & FY6052
Miscellaneous STATE OF CONNECTICUT 100.K1S = MANOTECHNOLOGY IMITIATIVE, OF32438
Miscellunevus STATE OF CONNECTICUT IRLOIT 97566  OPIGA06
Miscellanecus Wa DEPT OF TRANSPORTATION 2191 - ENT NO. 253750
£1.39491% HEIEES
Total Indivect Funding S168.034,T0R S4.817.600
Total Expenditures of Federal Awards £712.472,753 £1 19,043, 564
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BATTELLE MEMORIAL INSTITUTE
Notes to Schedule of Expenditures of Federal Awards
September 30, 2006

Basis of Presentation

The accompanying schedule of expenditures of federal awards (the Schedule) summarizes the expenditures
of Battelle Memorial Institute and subsidiaries (Battelle) under programs funded by the federal government
for the year ended September 30,2006. The Schedule has been prepared on the accrual basis of
accounting.

For purposes of the Schedule, federal awards include all grants and contracts entered into directly between
Battelle and agencies and departments of the federal government, as well as federal funds passed through
to Battelle by other recipients. The awards are classified as a major program in accordance with the
requirements of Office of Management and Budget (OMB) Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. The Schedule includes only federal funds and other federal
assistance received by Battelle and denotes the federal agency that is the source of those funds. As required
by OMB Circular A-133, the Schedule does not include amounts received to operate government-owned,
contractor-operated facilities.

Battelle’s fiscal year 2006 major program is the research and development cluster. It includes those awards
that are for technology-based research and development activities and for research training. 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.

Summary of Significant Accounting Policies for Federal Program Expenditures

Expenditures consist of direct and indirect costs. Direct costs are those that can be easily identified with an
individual federally 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 cost rates to charge indirect costs to individual federally sponsored projects. Indirect
costs are the costs of services and resources that benefit both federally sponsored and nonsponsored
projects. The rate is the result of a number of complex cost allocation procedures that Battelle uses to
allocate its indirect costs to both federally sponsored and nonsponsored activities. The indirect costs
allocated to federally sponsored projects are divided by the direct costs of federally sponsored projects to
arrive at a rate. Before the rates are used, the Defense Contract Audit Agency must approve them.

Classified Information

Due to the nature of the Research and Development that Battelle performs on behalf of the Federal
Government, various contracts and project information is considered either “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

Federal awards in the amount of $712,472,753 are reported as a portion of total project revenue in
Battelle’s consolidated financial statements as revenue from operations.



BATTELLE MEMORIAL INSTITUTE
Schedule of Findings and Questioned Costs
September 30, 2006

(1) Summary of Auditors’ Results:

(a)
(b)

()
(d)

(e)
()

(g)
(h)
(1)

The type of report issued on the consolidated financial statements: Unqualified Opinion

Reportable conditions in internal control were disclosed by the audit of the consolidated financial
statements: None reported
Material weaknesses: No

Noncompliance which is material to the consolidated financial statements: No

Reportable conditions in internal control over major program: Yes
Material weaknesses: No

The type of report issued on compliance for major program: Unqualified Opinion

Any audit findings which are required to reported under section. 510(a) of OMB Circular
A-133: Yes

Major Program: Research and Development Cluster
Dollar threshold used to distinguish between Type A and Type B programs: $3,000,000

Auditee qualified as a low-risk auditee under section. 530 of OMB Circular A-133: No

(2) Findings Relating to the Consolidated Financial Statements Reported in Accordance with
Government Auditing Standards: None
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BATTELLE MEMORIAL INSTITUTE
Schedule of Findings and Questioned Costs
September 30, 2006

Findings and Questioned Costs relating to Federal Awards:

Finding 06-01

Federal Program — Research and Development Cluster
CFDA No. — Research and Development Cluster

Federal Grantor — Various

Federal Contract Numbers — Various

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 — Management of Battelle informed us that the Defense Contract Audit Agency
(DCAA), Battelle’s cognizant audit agency, reported that Pacific Northwest National Laboratory’s
(PNNL’s) 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 3) employees change 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 non-
compliance with Cost Accounting Standard (CAS) 418-40(c)(1). We have reviewed correspondence
between PNNL and the DCAA and note that the final CAS non-compliance report is pending resolution.
Approximately $39 million in federal awards were received and expended by PNNL for the fiscal year
ended September 30, 2006. Of the $39 million, approximately $13 million represents labor charges from
exempt employees for these awards during the fiscal year.

Questioned Costs — No specific questioned costs were noted by the DCAA.

Effect — DCAA contends the deficiencies are significant and could result in non-compliance with the
Allowable Costs/Cost Principles compliance requirement, as well as Cost Accounting Standards.

Recommendation — Battelle needs to establish a labor policy to ensure compliance with the Allowable
Costs/Cost Principles compliance requirement and ensure that their labor charging system is adequate to
provide that costs claimed and reimbursed are allowable and allocable.

View of Responsible Official — Battelle expects the issue to be resolved in the next few months by the
Pacific Northwest Site Office DOE Contracting Officer (CO) making a written determination that PNNL’s
labor system is adequate pending select changes in its time recording policy. There is precedent for this
outcome as the last time DCAA raised this issue at PNNL (over a decade ago), the then CO made a
determination of compliance based on legal interpretation of cost accounting standards thereby resolving
the issue over the objections of DCAA.
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