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BATTELLE MEMORIAL. INSTITUTE

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AND NON-FEDERAL AWARDS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

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,
2010. The Schedule has been prepared on the accrual basis in accordance with accounting principles
generally accepted in the United States of America and includes ail grants and contracts entered into
directly between the Company and agencies and departments of the federal and state governments, as
well 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 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 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, 2010, 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
Contracting Officer,

-19 -



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 $818,695,775 are reported as a portion of total project revenue in the
Company’s consolidated financial statements as revenue from operations.

® Kk ok ok ok ok
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Deloitte.

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 Memorial Institute and Subsidiaries
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, 2010, and have issued our report thereon dated
December 17, 2010, 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, effective October 1, 2009. 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 Comptrolier 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 financiat 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 deficiency in internal control exists when the design or operation of a control does not allow
managemient or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstaternent
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal contro! over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
financial reporting that might be deficiencies, 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.

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
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offect 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 resuits 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 the Company in a separate letter dated
December 17, 2010.

This report is intended solely for the information and use of the Company’s management, the Board of
Directors, others within the Company, 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.

Dbyt ¢ Fonede cer

December 17, 2010
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH
REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL
EFFECT ON EACH MAJOR 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 Battelle Memorial Institute and subsidiaries (the “Company™) compliance requirements
described in the OMB Circular A-133 Compliance Supplement that could have a direct and material effect
on the Company’s major federal program for the year ended September 30, 2010. The Company’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 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 Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, dudits 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. Our
audit does not provide a legal determination on the Company’s compliance with those requirements.

In our opinion, the Company complied, in all material respects, with the compliance requirements
referred to above that could have a direct and material effect on its major federal program for the year
ended September 30, 2010. However, the results of our auditing procedures disclosed instances of
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 item 10-01.

Internal Control over Compliance

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 federal program in
order to determine our auditing procedures for the purpose of expressing our opinion on compliance in
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accordance with OMB Circular A-133, 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 the Company’s internal control over compliance,

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected on a timely basis.

Our consideration on internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be deficiencies, significant deficiencies, or material weaknesses. We did not
identify any deficiencies in internal control over compliance that we consider to be material weaknesses,
as defined above, However, we identified certain deficiencies in internal control over compliance that we
consider to be significant deficiencies as described in the accompanying schedule of findings and
questioned costs as items 10-01. A significant deficiency in internal control over compliance is a
deficiency, or a combination of deficiencies, in internal control over compliance with a type of
compliance requirement of a federal program that is less severe than a material weakness in internal
control over compliance, yet important enough to merit attention by those charged with governance.

The Company’s responses to the findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. We did not audit the Company’s responses and, accordingly,
we express no opinion on the responses,

Schedule of Expenditures of Federal and Non-Federal Awards

We have audited the consolidated financial statements of the Company as of and for the year ended
September 30, 2010, and have issued our report thereon dated December 17, 2010, 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, effective
October 1, 2009. 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
nonfederal 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 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.

»(Qg,é/ﬁé ¢ J/oulﬂ Y

December 17, 2010
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BATTELLE MEMORIAL INSTITUTE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

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?

3. Noncompliance material to the financial statements noted?
FEDERAL AWARDS:

4. Material weakness(es) identified?

5. Significant deficiencies identified?

Type of auditots’ 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. The Company’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 |l — FINANCIAL STATEMENT FINDINGS SECTION

No matters were reportable.
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Unqualified
Yes X No
None
Yes X Reported
Yes X No
Yes X No
None
X Yes Reported
Unqualified
X Yes No

Research and Development Cluster

$ 3,000,000

X Yes No



PART IIl — FINDINGS AND QUESTIONED COSTS RELATING TO FEDERAL AND

NONFEDERAL AWARDS:
10-01 Subrecipient Monitoring

Grantor and CFDA Number -—

Agency
Code CFDA Federal Agency

Major Sub Agency/Program Title

5

Department of Commerce
12 RD  Department of Defense

12 RD  Department of Defense

12 RD  Department of Defense

12 RD  Departiment of Defense

12 RD  Department of Defense

12 RD  Department of Defense

12 RD  Department of Defense

12 RD  Department of Defense

12 R Department of Defense

12 RD  Department of Defense

12 RD  Department of Defense

12 RD  Department of Defense

§2 RD  Department of Defense

12 RD  Department of Defense

12 RD  Department of Defense

12 RD  Department of Defense

12 RD  Department of Defense

12 RD  Department of Defense

12 RD  Department of Defense

15 RD  Department of Interior

16 RD  Department of Justice

20 RD  Department of Transportation

20 RD  Department of Transportation

20 RD  Department of Transportation

20 RD  Department of Transportation

20 RD  Department of Transportation

42 RD)  Library of Congress

43 RD  National Aeronautics and Space Administration
43 RD  National Aeronautics and Space Administration
43 RD  National Aeronautics and Space Administration
43 RD  National Aeronautics and Space Administration
66 511  Environmental Protection Agency

66 931  Environmental Protection Agency

66 RD  Environmental Protection Agency

66 RD  Environmental Protection Agency

66 RD  Environmental Protection Agency

66 RD  Environmental Protection Agency

66 RD  Environmental Protection Agency

66 RD  Envirenmental Protection Agency

66 RD  Envirenmental Protection Agency

66 RD  Environmental Protection Agency

66 RD  Environmental Protection Agency

66 RD  Environmental Protection Agency

81 086 Department of Energy

81 089  Department of Energy

81 122 Depariment of Energy

81 RD  Department of Energy

81 RD  Department of Energy

93 242 Department of Health and Human Services
93 262 Department of Health and Human Services
93 279 Department of Health and Human Services
EE) 361 Depariment of Health and Human Services
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National Oceanic and Atmospheric Administration

ARRA-Army

Advanced Research Projects Agency

Air Force

Army

Classified

Joint Program Manager information Systems

Joint Program Office

Joint Project Management Office

Joint Requirements Office

Missile Defense Agency

National Guard Bureau

Navy

Office of Deputy Assist. Secy, Of Defense

Pentagon Force Protection Agency

Special Operations Command

Technical Information Center

US Northern Command

US STRATCOM

Washington Headquarters Services

Minerals Management Service

Federal Bureau of Investigation

ARRA-Federal Highway Administration

Federal Highway Administeation

National Cooperative Highway Research Program

Nationat Highway Traffic and Safety Administration

Pipeline and Hazardous Material Safety Adminisiration

Open World Library of Congress

Glenn Research Center

Jet Propulsion Lab

Muttiscale Modeling of Aerosol Impact on
Clouds and Precipit

Office of Earth Science

Office of Research and Development Consolidated
Research/Traiming/Fellowships

International Financial Assistance Projects

Gulf of Mexico Program Office

National Center for Environmental Assessment

National Exposure Research Lab

National Homeland Security Research Center

National Risk Management Research Lab

Office of Pollution Prevention

Office of R&D

Office of Science and Technology

Office of Science Coordination and Palicy

Office of Water

Conservation Research and Development

Fossil Energy Research and Development

Electricity Delivery and Energy Reliability, Research,
Development and Analysis

Idaho Operations Office

National Energy Technology Laboratory (NETL)

Mental Health Research Grants

Occupational Safety and Health Program

Drug Abuse and Addiction Research Programs

Nursing Research



Code CFDA Federal Agency Major Sub Agency/Program Titie
93 393 Department of Health and Human Services Cancer Cause and Prevention Research
93 855  Department of Health and Human Services Allergy, Immunology and Transplantation Research
93 864  Department of Health and Human Services Population Research
93 RD  Department of Health and Human Services Agency for Health Care Res. & Quality
g3 RD  Department of Health and Human Services Centers for Disease Control
93 RD  Department of Health and Human Services Food & Drug Administration
93 RD  Department of Health and Human Services National Institute Allergy & Infectious Discase
93 RD  Department of Health and Human Services National Institute Environmental Health Science
93 RD  Department of Health and Human Services National Institute Occupational Safety/Health
93 RO  Department of Health and Human Services National Institutes of Health
93 RD  Department of Health and Human Services Program Support Center
97 RD  Department of Homeland Security ARRA-Transportation Security Administration
97 RD  Department of Homeland Security Advanced Research Projects Agency
97 RD  Department of Homeland Security Chemical Security Analysis Center
97 RD  Department of Homeland Security Coast Guard
97 RD  Department of Homeland Security National Protection and Programs Directorate
97 RD  Department of Homeland Security Office of Health Affairs
a7 RD  Department of Homeland Security Transportation Security Administration
97 RD  Department of Homeland Security Transportation Security Laboratory
1o RD  Depaniment of Agriculture JDC Phosphate
] RD  Department of Commerce Cooperative Institute for Coastal & Estuarine Env. Tech.
11 RD  Department of Commerce UNIVERSITY OF MASSACHUSETTS
12 800  Department of Defense UNIVERSITY OF DAYTON RESEARCH INSTITUTE
12 RD  Department of Defense BECHTEL GROUP INC
12 RD  Department of Defense BK Systems
12 RD  Department of Defense EG&G
12 RD  Department of Defense EG&G
12 RD  Department of Defense LEONARD WOOD INSTITUTE
12 RD  Department of Defense LEONARD WOOD INSTITUTE
12 RD  Department of Detense ONCONOVA THERAPEUTICS INC
12 RD  Department of Defense Renewable Alternatives, LLC
12 RD  Department of Defense SHAW ENVIRONMENTAL
12 RD  Department of Defense SHAW ENVIRONMENTAL
12 RD  Department of Defense WESTINGHOUSE ELECTRIC CORP
20 RD  Department of Transportation ALASKA RAILROAD CORP
20 RD  Department of Transportation TRANSPORTATION RESEARCH BOARD
20 RD  Department of Transportation TRANSPORTATION RESEARCH BOARD
20 RD  Department of Transportation TRANSPORTATION RESEARCH BOARD
20 RD  Department of Transportation TRANSPORTATION RESEARCH BOARD
20 RD  Department of Transportation TRANSPORTATION RESEARCH BOARD
20 RD  Department of Transportation TRANSPORTATION RESEARCH BOARD
20 RD  Department of Transportation TRANSPORTATION RESEARCH BOARD
20 RD  Department of Transportation TRANSPORTATION RESEARCH BOARD
20 RD  Department of Transportation TRANSPORTATION RESEARCH BOARD
20 RD  Department of Transportation TRANSPORTATION RESEARCH BOARD
20 RD  Department of Transportation TRANSPORTATION RESEARCH BOARD
21 RD  Department of the Treasury UNISYS Corporation
66 RD  Envirenmental Protection Agency MICKEY LELAND NATL AIR TOXICS RES CTR
66 RD  Environmental Protection Agency NE INTERSTATE WATER POLL CONTROL COMM
81 RD  Department of Energy Aegis Technology
81 RD  Department of Energy Burge Envirenmental
81 RD  Department of Encrgy Delphi
8i R}  Department of Energy FUTUREGEN INDUSTRIAL ALLIANCE INC
81 RD  Department of Energy Lower Columbia River Estuary Partnership
81 RD  Department of Energy Montana State University
81 RD  Department of Energy WASHINGTON GROUP INTERNATIONAL
93 859  Department of Health and Human Services Massachusetts General Hospital
93 864  Department of Health and Human Services PRINCETON UNIVERSITY
93 865  Department of Health and Human Services PRINCETON UNIVERSITY
93 RD  Department of Health and Human Services CNA CORP
93 RD  Department of Health and Human Services JOHNS HOPKINS UNIVERSITY
93 RD  Department of Health and Human Services MACROGENICS
93 RD  Department of Health and Human Services Oregon State University
93 RD  Department of Health and Human Services UNIVERSITY OF NORTH CAROLINA
97 RD  Department of Homeland Security NORTHROP GRUMMAN CORP
97 RD SYNERGY ENTERPRISES INC

Nepartment of Homeland Security
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Criteria — OMB Circular A-133 requires that pass-through entities are responsible for “ensuring that
subrecipients expending $500,000 or more in Federal awards during the subrecipient’s fiscal year for fiscal
years ending after December 31, 2003, as provided in OMB Circular A-133 have met the audit requirements
of OMB Circular A-133.”

Finding — Two subrecipients from a total of 40 subrecipients selected did not submit an audit of their federal
awards to the Company. The Company did not follow up to ensure the report was completed in a timely
manner.

Effect — Improper monitoring of subrecipients could lead to the improper monitoring of federal funds.
Questioned Cost — N/A
Recommendation —The Company should ensure that all compliance audits are obtained and reviewed.

Views of Responsible Officials — The Company concurs with the audit finding. In addition, the Company
understands it is responsible for monitoring sub-recipient performance and compliance. With respect to
“ensuring sub-recipients expending $500,000 or more in Federal awards during the sub-recipient’s fiscal year,
as provided in OMB Circular A-133, have met the audit requirements of OMB Circular A-133”, Battelle
Columbus Operations (BCO) takes the following actions.

BCO’s current practice is to send a notice to non-profit and educational institution subcontractors on an
annual basis to certify the status of their A-133 audit and report any findings related to awards from the
Company. The Strategic Acquisition Services department presently maintains a list that includes the
following sub-recipient information:

Requests sent to sub-recipients

Date responses ate received from sub-recipients

Date reminder notice sent if response not received

Sub-recipients A-133 status

Date request for information about the finding is sent to sub-recipients
Date of response to information requests received from sub-recipients
Sub-recipients point of contact information.

BCO will document and update the procedures related to sub-recipient monitoring to include follow-up
actions when responses are not received in a timely manner or when the subcontractor’s audit contains
findings that impact awards from the Company.

Anticipated Implementation Date: December 1, 2011.
PART IV — SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

No matters were reportable.
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