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Saltmarsh, Cleaveland & Gund
CEATIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Florida Institute for Human and Machine Cognition, Inc.
Pensacola, Florida

We have audited the accompanying statements of financial position d{ Florida Instifute for Human and Machine
Cognition, Inc. (the Institute) (a nonprofit organizgtion})ag of June 30, 2806 and 2003, and the related statements
of activities and cash flows for the years ther . ¢ financial stalements are thg responsibility of the
Institute’s management. Our responsibility is ts W ial Statements based on our

audits.

accepted in the United States of
America and the standards appligatle to nglin Govepriment Auditing Standards, issued by
the Compiroller General of t uirg“that we plan and perform the audit to
obtain reasonable assuran ments ate free of material misstatement. An audit

g acdounting prindy ed-and significant estimates made by management,
TRdncial statement pieséntation. We believe that our audits provide a

d not to provide an opinion on the internal control over financial reporting or on
compliance. Thatyeporf is an integral part of an audit performed in accordance with Government Auditing
Standards and showld-be considered in assessing the results of our audits.

e
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Board of Directors
Florida Institute for Human and Machine Cognition, Inc.

Qur audits were performed for the purpose of forming an opinion on the basic financigl statements of the

Pensacola, Florida
September 29, 2006
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.

STATEMENTS OF FINANCIAL POSITION
JUNE 30, 2006 AND 2005

ASSETS

Ch

Cash

(rants, contracts, and accounts receivable
Prepaid expenses and other assets
Property and equipment, net

//\\s\gz,m
1,151,982
e
329,967

e

Total Assets 5 682,814 § 5,529,862
LIABILIT
Liabilities:
Accounts payable 88,375 § 05,545
Accrued payroll and related liabjliti 261,388 234,362
Refundable advance 73,442 -
Note payable 4,200,000 4,200,000
Total liabilities 4,623,205 4,529,907
Commitments and Con - -
1,859,609 099,955
$ 6482814 $§ 5,529,862

The accompanying notes are an integral
part of these financial statements.
“2u



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
STATEMENTS OF ACTIVITIES
YEARS ENDED JUNE 30, 2006 AND 2005

Support and Revenue:
Research and development grants and contracts -
Federal and pass-through grants és ;4.9
Other prants and contracts 3,559,716
Contributions 1,342,909
Contributed facilities and administrative allocation 57,893

In-kind donations 290,686 5289,
Other revenue 2,934 11,600

'L\S&Q,J—QS 4,206,594

Total support and revenue

Expenses:
Program services -
Research and development grants and contracts 5,859,116 945,650
Other program services 15,365 7,505
Total program services 5,874,481 853,155

Supporting services -

General and admipistrative 1,764,973 2,754,055
Total expenses 7,639,454 3,707,210
d revenue g¥er expenses (90,346) 499,384

950,000 -
859,654 499,384
999,955 500,571

§ 1,859,609 8§ 999955

The accompanying notes are an integral
part of these financial statements.
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2006 AND 2005

Cash Flows From Operating Activities:

Change in net assets 85
Adjustments to reconcile change in net assets to
net cash provided by operating activities -

Depreciation and amortization 127,358
Changes in operating assets and liabilities -
Grants, contracts, and accounts receivable
Prepaid expenses and other assets
Accounts payable
Accrued payroll and related liabilities

(825,981)

,864) (24,287)
(7,170) 95,545
6 234,362

Refundable advance ,442 -
Net cash provided by operating activities \ 2}0’,465 493,428
Cash Flows From Investing Activities:
Purchases of property and equip {195,187) (76,563)
Net cash used in investing activities (195,187) (76,563)
Net Increase in Cash 45,278 416,865
917,436 500,571

Cash at Beginning o

Cash at Endof Yea $ 962,714 $ 917436

re of Cash Flow Information;

uprlemental Digclo

Interest paid $ 210,000 § -
oncash Financing Activity:

Note payable issued for pufchase of property $ - $ 4,200,000

The accompanying notes are an integral
part of these financial statements
4






FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Purpose.

Florida Institute for Human and Machine Cognition, Inc. (the Instituteywag org
profit corporation on February 25, 2004, pursuant to Section 100 .
information-technology related organization for research, &lueation, 3
economic development.

Basis of Accounting:
The Institute follows standards of accounti
organizations. It uses the accrual basis of

expenses as incurred.

Basis of Presemtation.

requires managemeNt to make estimates and assumptions that affect the reported amounts of assets and
liabilities and digclosure of contingent assels and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates.



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continueg

Contributions:

time of donation.

In-Kind Contributions.

Donated services are recognized if the servi
specialized skills, are performed by people

received.

Grants and Contracts.

pent grants and contracts are subject to audit, and subsequent final
drrent period adjustments. Management believes the impact of any

Propertyaqnd Equipmexy.

Property and equipment are recorded at cost or at their estimated fair value at date of donation.
DepreciationNg proyided using the straight-line method over the estimated useful lives of the assets as

follows:
Building 30 years
Computers and software 3-5 years
Machinery and equipment 5-10 years
Vehicle 5 years

B
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

Property and Equipment (Continued).

Additions and betterments of $5,000 or more are capitalized, while mai
improve or extend the useful lives of the respective assets are expengé

Refundable Advance:

Refundable advance represents funds received by the Ingtitute, fromna gry
spent at the end of the year. Advances must be retufned to the gragtq
intended purpose within the grant period unless re-appropriated or extendsd by the

ney if not spel
grantor.

Advertising Costs:
Advertising costs are expensed when incufred.

Income Taxes.

e the Internal Revenue Service will
o provision for income taxes has been

501{c)3). The advance :
rnake a ﬁna! determingti

2006 2005

363,122 % 134,300

779,916 77,743

Various grant and contract charge-back - 42,633
FFacilities and administrative allocation - 61,445
Other receivables 8,944 9,880

$§ 1,151,982 § 326,001

-5-
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

NOTE 2 - GRANTS, CONTRACTS AND ACCOUNTS RECEIVABLE (Continug

Management considers all grants, contracts and accounts receivable at Jung.
collectible; therefore, no allowance for uncollectible accounts has been egfabl

The facilities and administrative allocation from the University a the University) represents
the indirect overhead earned on grants administered through tRe Mnive ~Pursuant to an affiliati

agreement entered into with the University, it is required to pemituch earnings accruing to'the Instituteon
a monthly basis.

NOTE 3 - PROPERTY AND EQUIPMENT

Property and equipment is comprised of the

2005
(W

Land $ 1,071,400 § 1,071,400
Building 3,258,060 3,141,657
Computers and softwafe 78,997 39,376
Machinery and egp 39,163 -
Vehicle 24,130 24,130

4,471,750 4,276,563
Less accumulated depreciation ahq amertization 141,783 14,425

$ 4329967 § 4,262,138

Depreciation and_amortizaljon experse for the years ended June 30, 2006 and 2005 was $127,358 and

314,425, respectively.

The building consiys of a puilding in downtown Pensacola, Florida, which houses the research component

Certain fixed assets of the Institute were purchased with federal, state and local grants and contracts. Asa
result, if such assets are disposed, the granting agency that participated in the funding of the purchase has a
contractual right to participate in the proceeds from the disposition. Also at the end of the project for
which the asset was purchased, the granting agency has the right to reclaim such equipment. The Institute
accounts for these items separately until final release of the item has been received by the Institute.

-5-
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

NOTE 4 - NOTE PAYABLE

Internal Revenue Code on March 1, 2005.
participating employees. Benefits are

eligible employee’s comy
in 2006 and $31,807 jxf 2

In addition to the
TIAA CREF

He Institute as a separate nonprofit entity, the Institute for Human and Machine
formed information-technology research as a research division of the University.

agreement (the agreement) that addresses the Institute’s use of or participation in
University programs and services, including monies, personnel or services, and the use of facilities.

-5-
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FLLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

NOTE 6 - RELATED PARTY TRANSACTIONS (Continued)

University of West Florida (Continued).

The University holds various accounts that have been earmarked™Nd C\ Pursuant tq_ Section
1004.447(6)(a), Florida Statutes, the Institute has continued access d wse of these During
the years ended June 30, 2006 and 2005, the University Sontribute

respectively, to the Institute from the JHMC accounts. At J
$21,410 and $212,587, respectively, earmarked for [HMC

and retaining current level of
tions in the financial statements

2006 2005

290,686 § 1,416,740
- 336,286

$ 290,686 § 1,753,026

no in-kindspontributed @ccupancy is recognized.

The affiliatiof_ggreement provides the Institute with a charge-back procedure for costs, primarily
personnel, incurred by the Institute to complete existing University contractual awards during the
transition period. For the years ended June 30, 2006 and 2005, charge-back amounts invoiced to the
University totaled $196,642 and $72,603, respectively, and are included in other grants and contracts
revenue in the accompanying financial statements.

w5
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

NOTE 6 - RELATED PARTY TRANSACTIONS (Continued)

University of West Florida Foundation, Inc..

jrchased from and, financed
e Foundation foryepairs

As discussed in Note 4, the Alcaniz building and surrounding lang¥
through the Foundation on June 30, 2005. The Institute agreed 16

caged office space, dedicated to its administrative function, located at
he lease was initially entered into on behalf of the University and expires

Subseguent to the Year ¢ndegd June 30, 2006, this lease was extended to fiscal year 2012 by the Institute.

-5-
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC,
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

NOTE 7 - COMMITMENTS AND CONTINGENCIES (Continued)

Lease commitment

Future minimum lease payments under this facility lease are as follow,
2007 & 45,576

2008 46,938
2009 48,351
2010 9,797
2011 51,294
Thereafter 12,918

Contingencies.

Grants and contracts requir 3 Mdjti gt’Torth in the applicable agreements.

Instwance Corpefation (FDIC) up to $100,000. Although balances may
i < limit, management monitors the soundness of each financial
ik is negligible. At June 30, 2006, the Institute’s uninsured cash

In Septernber2003¢the Institute received $950,000 in Hurricane Relief Funding from General Revenue
appropriation ‘with the State of Florida, passed through the Department of Community Affairs. The
breakdown of this funding was $600,000 to defray costs related to lost productivity and opportunity costs
primarily related to lost funding opportunities with NASA; $150,000 to reimburse salaries and expenses
for Hurricane Ivan cleanup and repairs; and $200,000 to defray builing and equipment expenses incurred
to date.

-5-
{Sheet VIII






FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULES OF GENERAL AND ADMINISTRATIVE EXPENSES
YEARS ENDED JUNE 30, 2006 AND 2005

Salaries, including in-kind services
Payroll taxes
Employee benefit programs

Administrative travel

117,182

Meals and entertainment 14,565

Insurance 517 38,085
Legal and professional 264,054 79,675
Consulting fees 52,155 96,358
Occupancy, including in-kind 4 536,878

Interest expense 210,000 -
Repairs and maintenance 6,801 87,361
Office expenses 93,651 19,219
Supplies 52,846 9,906
Telephone 107,338 5,374
Advertising expense 11,464 296
Lobbying costs 78,759 10,000
Licenses and fees 12,464 5,011
Memberships and coftinuing education 16,435 7.865
Community relations 1,721 6,227
9,305 9,058
22,631 8,724
127,358 14,425

(2,548,536) (224,889)

$ 1,764,973 § 2,754,055




FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2006

Federal Grantor, Pass-through Grantor, CFDA Pass-through Agency's Federal
Program or Cluster Title Number Identifying Number ™ Expenditures

Research and Development Cluster;

Office of Naval Research
Human Systems Technology 12.300 NO0014-05-1-0895

5 816,859

150,292

Rapidly Customizable Spoken Dialogue Language 12.300 NO0O014-

Total Office of Naval Research 967,151

Army Research Office
Agile Computing for Army Future Combat Missions 12 431 051

Department of the Air Force,
Air Force Research Laboratory
Agile Computing Air Force Information
Management Infrastructure

4 43,683

Rapid COI Infospace Creation and Deployment

Using Kaos and Cmaps ABT50-06-2-0063 44,645
Alr Force Office of Scientific Research,
Passed through Dartmouth College
On the Effects of Culture and Society on Adversarial
Attitudes and Behaviors 10,460
Total Department of the Air Force 98,788
Pefense Advanced Research Projects A
Urban Warrior Robot: A Recoenfigur
for Urban Operations 0011-05-C-0070 65,182
Passed through SRI Internatipnial
Cognitive Assistant that Ledms and Obdqrves 1 55-000767 579,440
Total Defense Advanged Research Projegis(Agency 644,622
U. 8. Department of Transportatian,
Federal Transit Adminjstration
Passed thredgh Florida Attantic Univegsity
Robots tgr Transportation Seciisty 20.514 FAU DSR #504-519(1)A 124,354
431002 NNAO5SCS60A 79,823
43002 PR/Award 200423/527028 £3,949
163,772
National Science Foundation
Issues in MaintainingyScientitic Inteprity in
Application of Aut¢matéd Methodology 47075 SES-0551833 29,842
National Institutes of Health
Passed through the University of Pittsburgh
Novel Glaucoma Diagnostics for Structure and
Function 93 867 NIH 2 R01 EY013178-06 10,355
Total Research and Development Cluster and
Expenditures of Federal Awards g 2,144,970

NOTE: This schedule is presented on the accrual basis of accounting in accordance with generally accepted accounting principles

-7






Saltmarsh

Saltmarsh, Cleaveland & Gund
CERTIFIED PUBLIL ACCOUNTANTS AND CONSULTANTS

To the Board of Directors
Florida Institute for Human and Machine Cognition, Inc.
Pensacola, Florida

achine Cognition, Inc. (the
, and have issued our report

reportable conditions thaf are also considered to be material weaknesses. However, we believe that none of the
reporiable conditioAsdescribed above is a material weakness.

-8-
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Board of Directors
Florida Institute for Human and Machine Cognition, Inc.

Compliance and Other Matters

financial statement amounts. However, providing an opinion on complia
objective of our audit and, accordingly, we do not express such an opinig

Standards.

We noted a certain matter that we reported to the management of theNng
September 29, 2006.

in a separate (eptér dated

This report is intended solely for the information
management, and federal awarding agencies and’pass-thro
be used by anyone other than these specified partjes.

g ittee, Board of Directors,
entities, antis not interded to be and should not

Pensacola, Florida
Septernber 29, 2006

-8-
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Saltmarsh

Saltmarsh, Cleaveland & Gund
CERTIFIED PUBLIC ACEOUNTANTS AND CONSULTANTS

INDEPENDENT AUDITOR’S REPORT ON COMPLIAN

WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PR

AND ON INTERNAL CONTROL OVER COMPLIA
ACCORDANCE WITH OMB CIRCULAR A

To the Board of Directors
Florida Institute for Human and Machine Cognition, Inc.
Pensacola, Florida

Compliance

(a nonprofit organization) with the types of
Management and Budget (OMB) Circular A-133
federal programs for the year ended June 30, 2006.
summary of auditor 8 results e

auditing standards generally accepted in the United
audits contained in Government Auditing Standards,
ates; and OMB Circular A-133, Audits of States, Local
ose standards and OMB Circular A-133 require that we plan
assurance about whether noncompliance with the types of
at could have a direct and material effect on a major federal

Since 1944 » www scg-cpa com
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Board of Directors
Florida Institute for Human and Machine Cognition, Inc.

Internal Control Over Compliance

other than these specified p

Pensacola, Florida
September 29;

-G-
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A. SUMMARY OF AUDIT RESULTS

1.

FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2006

The auditor’s report expresses an unqualified opinion on the financial statements of the klorida Institute

for Human and Machine Cognition, Inc.

Independent Auditor’s Report on Internal Control over Fina
Other Matters Based on an Audit of Financial Statement

the audit nor reported in the Independehs mpHance with Requirements
Applicable to Each Major Program and on Intena ce in Accordance with OMB
Circular A-133.

CFDA No. 12.431
CFDA No. 12.800
CFDA No. 12.910
CFDA No. 20.514
CFDA No. 43.002
CFDA No. 47.075
CFDA No. 93.867

The threshold used for distinguishing between Type A and B programs was $300,000.

Florida Institute for Human and Machine Cognition, Inc. was not determined to be a low-tisk auditee.

=10~



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2006
(Continued)

B. FINDINGS - FINANCIAL STATEMENT AUDIT
Reportable Conditions

2006-1 Segregation of Duties

Auditor’s comment

° Custody of signed checks before mafl
disbursing, cash, receiving, and genera
® Persons authorized to initiate banking ¥
accounting records.

e  Persons prgparing L of other payroll duties (such as timekeeping,
distribution of checks)yand)they have ac

We suggest that mang ; i review itg internal control structure and segregate duties among
its s i ividuals outside of accounting can be used to mitigate
i yst.  We also recommend that crosstraining and backup

=10~
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2006
(Continued)

B. FINDINGS - FINANCIAL STATENENT AUDIT (Continued)

Reportable Conditions (Continued)

2006-2 Fraud Risk Assessment /\
/—-\

Auditor’s comment:

that is appropriate for the size and complexity of the Institute wi ipT to~identify specific fraud risks
and to take appropriate action to reduce or eliminate the ris i stitute has not developed its

Management’s respp

¥ - MAJOR FEDERAL AWARD PROGRAMS AUDIT

. FINDINGSANDQUESTIONED CO%

-10-
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Saltmarsh

Saltrmarsh, Cleaveland & Gund
CERTIFIED PUBLIE ACCOUNTANTS AND CONSULTANTS

MANAGEMENT LETTER

To the Board of Directors
Florida Institute for Human and Machine Cognition, Inc.
Pensacola, Florda

internal controls and operating efficiency. We preW
report dated September 29, 2006. This letter doe
financial statements of the Instityte”

Auditor’s conmment:

federal awards and pass-through grants is the
Awards. This schedule should be complete and

One of the auditees responsibilitigs in connechioy

{dual Federal programs by Federal agency. For Federal programs included in a cluster
of programs, list individual Federal programs within a cluster of programs. For Research and
Development, total Federal awards expended shall be shown either by individual award or by
Federal agency and major subdivision within the Federal agency.

(D
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Since 1944 = www.scg-cpa com

PO Drawer 13207 » Pensacola, FL 32598-3207 = (850) 435-B300 » Fax (850} 435-8352

Pensaceia » Fort Walton Beach * Destin = Tampa



Board of Directors
Florida Institute for Human and Machine Cognition, Inc.

(2) For Federal awards received as a subrecipient, the name of the pass-through entity and
identifying number assigned by the pass-through entity shall be included.

(3)  Provide total Federal awards expended for each individual Fedeys ; the CFDA

(4 Include notes that describe the significant accounting policigsh ;
(5) To the extent practical, pass-through entities should 3

provided to subrecipients from each Federal progr

(6)  Include, in either the schedule or a note 1o the schedu
expended in the form of non-cash assistance, the\gmount of i
and loans or loan guarantees outstanding at year e
present this information in the sched

uranee’in effect during the year,
While ne¢ required, it is preferable to

Management’s response.

We will review : thi : ext audit engagement. We have already discussed this
te-personnel, and we will be pleased to discuss this comment in

Pensacola, Fik
September 29, 2
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