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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 positidg of FloridaNpstituté for Human and Machine
Cognition, Inc. (IHMC) (a nonprofit organization) as of June 30, 20Q8 and 200 and the related statements of
activities and cash flows for the years then ended S i ements are the responsibility of IHMC’s

e plan and perform the audit to
< of material misstatement. An audit

results of %
compliance.



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

Our audits were performed for the purpose of forming an opinion on the basic financial statements of IHMC

Organizations, and is not a required part of the basic financial statements. Sy

to the auditing procedures applied in the audits of the basic financial stafexie
stated, in all material respects, in relation to the basic financial statemep )

Pensacola, Florid%
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
STATEMENTS OF FINANCIAL POSITION

JUNE 30, 2008 AND 2007

ASSETS

Cash
Grants, contracts, and accounts receivable
Pledges receivable ‘

Prepaid expenses

Property and equipment, net
Financing costs and other assets, net

@gk )
\2>221,968

Total Assets

Liabilities:
Accounts payable
Accrued payroll and rela
Refundable advance
Note payable

Total liabilities

2,059,400
154,094
3,416 477337
6,183,381 4,585,671
128,197 6,291
10,7\9);2156 $ 8,677,345
205,647 $ 286,206
330,120 293,062
368,811 :
4,284,658 4,200,000
5,189,236 4,779,268
5,451,838 3,825,581
149,382 72,496
5,601,220 3,898,077
$ 10,790,456 $ 8,677,345

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 ACTIVITIES
YEARS ENDED JUNE 30, 2008 AND 2007

Change in Unrestricted Net Assets: w
Support, Revenue and Reclassifications:
Research and development grants and contracts -
Federal and pass-through grants

Other grants and contracts
Legislative appropriation

5,556,503
,990,875

Contributions

Contributed facilities and administrative allocation /\ 22 239

In-kind donations 6,472

Other revenue 2,414

Net assets released from restrictions l ,283 -

12

Total support, revenue and reclassificatio

8,731 11,404,419

Expenses:
Program services -

Research and development grants and contracts 8,739,160 7,936,901

Other program services 30,210 19,256

Total program services 8,769,370 7,956,157
Supporting services -

Fundraising services -

146,533 129,920

11,475 11,522

158,008 141,442

2,435,096 1,399,127

2,593,104 1,540,569

11,362,474 9,496,726

Excess of support\and 1e DVEr expenses 1,626,257 1,907,693

Other:

Hurricane receyery -

Insurance proceeds - 58,279

Change in unrestricted net assets 1,626,257 1,965,972

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 ACTIVITIES
YEARS ENDED JUNE 30, 2008 AND 2007
(Continued)

‘ 2007

Change in Temporarily Restricted Net Assets:

Contributions 72,496

Net assets released from restrictions & 11,283)

Change in temporarily restricted net assets 76 886 ,

\/

Change in Net Assets 1,703,143 2,038,468
Net Assets, Beginning of Year 7 1,859,609
Net Assets, End of Year $ 5,§ﬂ/,220 $ 3,898,077

%

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, 2008 AND 2007

Cash Flows From Operating Activities:
Change in net assets $
Adjustments to reconcile change in net assets to

net cash provided by operating activities -
Depreciation and amortization
Donated equipment

Changes in operating assets and liabilities -
Grants, contracts, and accounts receivable
Pledges receivable
Prepaid expenses
Accounts payable

(541,340) /

81,598) (_AL72,496)
3,921 (15,477)

(80,559) 197,831

Accrued payroll and related liabilities 37,058 31,674
Refundable advance 368,811 (73,442)
Net cash provided by operating activiti 965,072 1,886,276

Cash Flows From Investing Activities:

Purchases of property and equipment (1,151,877) (401,500)
Net cash used in investi ivitis (1,151,877) (401,500)

15,534 ;
(7,842) ;
(46,409) -

(38,717) -

(225,522) 1,484,776

2,447,490 962,714

$ 2221968 $ 2447490

SupplementalNDisclosureg’of Cash Flow Information:

Interest paid $ 206381 $ 210,000

Noncash financing transaction -
Note payable issued for refinance of purchase of property $ 4292500 $ -

Noncash investing activity transaction -
Contribution of equipment $ 700,000 $ -
The accompanying notes are an integral

part of these financial statements.
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS

Bl IREF™ AA A ARAT

JUNE 30, 2008 AND 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Purpose:

economic development.

Basis of Accounting:

Basis of Presentation:

Net assets, revenues, expenses, gains and lossg
imposed restrictions. Accordin

donor-imposed stipulations, or the donor-imposed restrictions
ay be designated for specific purposes by the action of the Board
ited by contractual agreements with outside parties.

The préparation of Npdncial statements in conformity with generally accepted accounting principles
requires mapagemept to make estimates and assumptions that affect the reported amounts of assets and
liabilities and) diselosure of contingent assets and liabilities at the date of the financial statements and the
reported amowts 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, 2008 AND 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contin

Legislative appropriation:

Support from legislative appropriation represents amounts receiv, the
general revenue fund.

Contributions:

Facilities and administrative costs recovered on grants and contracts are recorded at rates established by
IHMC with its Federal cognizant agency, or predetermined by the non-Federal sponsor. Facilities and
administrative cost rates for government grants and contracts are subject to audit, and subsequent final
settlements, if any, are recorded as current period adjustments. Management believes the impact of any
future settlements to be immaterial to the financial statements.
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS

I8 EREFE &N L YaYa e d

JUNE 30, 2008 AND 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuye

Financing costs:

Financing costs, including legal and other expenses associated wigh™tl issgance\of IHMC’s\{debt, have
been capitalized and are being amortized on a straight-line . sd debt.
Accumulated amortization was $1,470 at June 30, 2008.

Property and Equipment:

ot

estimated air ue at date of donation.
e estimatey useful lives of the assets as

Property and equipment are recorded at cost or at thei
Depreciation is provided using the straight-line method over

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

urpéd to the grantor agency if not spent for their intended
appropriated or extended by the grantor.

provision for ix€ome taxes has been provided in the accompanying financial statements.

Reclassifications:

Certain amounts in the 2007 financial statements have been reclassified to conform to the 2008
presentation.
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008 AND 2007

NOTE 2 - GRANTS, CONTRACTS AND ACCOUNTS RECEIVABLE

Research and development grants and contracts - @b
Federal and pass-through grants

Other grants and contracts
Other receivables

45 \$
2,740
3,215

The facilities and administrative allocation 5 e indirect overhead earned on

grants administered through the University.
University, it is required tg remif Such earnings ing toJHMC on 4 monthly basis.

07 are due as follows:

2008 2007

$ 48,730  § 11,000

123,435 69,000
172,165 80,000
18,071 7,504

$ 154,094 § 72,496

The discount\rates ¥sed to calculate net present value range from 4-5%.

Management considers all pledges receivable at June 30, 2008 and 2007 to be fully collectible; therefore,
no allowance for uncollectible pledges has been established.
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008 AND 2007

NOTE 4 - PROPERTY AND EQUIPMENT

Property and equipment is comprised of the following:

é}g\mos 007
1,142,640 1,071,40

Land

Buildings 3,923,945 3,282,782
Computers and software 84,677 9,521
Machinery and equipment ,065 59,065
Vehicle 24,130 24,130

Art collection 3,750 -

Construction in progress - prototype 1 196,353
6,725,128 4,873,251
41,747 287,580

g
6,183,381 § 4,585,671

facilities transfers to IHMC. Pursuant to the financing and leasing agreements, IHMC has agreed to make
rental payments to the Commission sufficient to pay all principal and interest amounts. IHMC executed
and delivered a promissory note to the Commission, who has assigned to a Lender all rights to receive
payments from IHMC related to these agreements. The Commission has no obligation in any manner for
repayment of the bonds.
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2008 AND 2007

NOTE 5 - NOTE PAYABLE (Continued)

Maturities of the note payable are as follows:

Year ending June 30,
2009 \// ;5 96,398

2010 100,756

2011 05 311

2012

2013 115 049
Thereafter 3, 57 071
Total 4, 28 658

NOTE 6 - NET ASSETS

Temporarily restricted r€t assets at Junge 30, 2 of unconditional promises to give with

¢ provided through Teachers Insurance and Annuity Association
itie§ Fund (CREF). The plan year begins on July 1 and ends on June 30.

In addition to the defined contribution plan, IHMC also established an elective deferral plan with the
TIAA CREF. To participate, an eligible employee must enter into a written salary reduction agreement
with IHMC. Under the salary reduction agreement, the employee’s salary (paid after the agreement is
signed) is reduced and the amount of the reduction is applied as premiums to the funding vehicles
available under this plan.

-5-
(Sheet V)



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008 AND 2007

NOTE 8 - RELATED PARTY TRANSACTIONS
University of West Florida:

Prior to the creation of IHMC as a separate nonprofit entity, thé
Cognition (UWF THMC) performed information-technology
University. To assist in the transition of UWF THMC activitjg

C. Pursuant to Section
1004.447(6)(a), Florida Statutes, IHMC ha Q of these amounts. At
June 30, 2008 and 2007, the University held $N , earmarked for UWF
IHMC.

2008 2007
Gexeraland administragive salaries $ 4226 % 3,227
Operating expenses 2,246 -
$ 6,472 § 3,227

University of West Floridq\tdundation, Inc.:

On June 30,2005, THMC purchased a building and surrounding lots located at 40 South Alcaniz Street in
downtown Pé&psacola from the University of West Florida Foundation, Inc. (the Foundation). IHMC
executed a promissory note to the Foundation in the amount of $4,200,000. For the years ended
June 30, 2008 and 2007, IHMC paid interest to the Foundation in the amount of $206,381 and $210,000
respectfully, as required by the promissory note. As discussed in Note 5, the note payable to the
Foundation was refinanced in May 2008.
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.

AT REFAL

NOTES 7O FINANCIAL STATEMENTS

JUNE 30, 2008 AND 2007

NOTE 8 - RELATED PARTY TRANSACTIONS (Continued)

Board members:

One member of IHMC’s Board of Directors is employed by,
employed at the University of Central Florida, and two memhé
Board of Trustees for the University, all of which provide £
to abstain from voting on items before the Board of Wi
agencies.

ill be funded by thejr rpec‘uve

NOTE 9 - COMMITMENTS AND CONTINGENCIES

Lease commitments:

IHMC occupies two leased office spaces. ase 1s for propertylocatéd at 127 South Alcaniz Street
and is dedlcated to IHMC’s admlmstratlve fukcon. L his lease expipés in September 2011. The other

Years Ending
une

$ 88,756
92,707
95,107
31,398

$ 307,968

Grants and capiracts require the fulfillment of certain conditions as set forth in the applicable agreements.
Failure to fulfill the conditions could result in the return of funds to the grantors or contracting agencies.
Although that is a possibility, IHMC deems the contingency remote, since by acceptance of the grants and
contracts and their terms, it has structured the objectives of IHMC to meet the provisions of the
agreements.
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS

ie IB!E 20 2nN0 i\.l_‘gg 200T
JUN QY LUVO Al &UU(

NOTE 9 - COMMITMENTS AND CONTINGENCIES (Continued)

Concentration of credit risk - uninsured cash balances:

IHMC maintains cash balances with three banks. Demand deposit ge
Federal Deposit Insurance Corporation (FDIC) up to $100,000

$2,115,000.

Concentration of contract and grant receivables:
grant revenue is provided through agree

NOTE 10 - SUBSEQUENT EVENT

ance Corporation (FDIC). In October 2008,
aximum insured amount of balances at each
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULES OF GENERAL AND ADMINISTRATIVE EXPENSES
YEARS ENDED JUNE 30, 2008 AND 2007

Salaries, including in-kind services
Payroll taxes

Employee benefit programs
Administrative travel

Meals and entertainment
Insurance

182,845
22,767
7,466

Legal and professional 552,049 428,033
Occupancy, including in-kind 259,363 211,131
Interest expense 81 210,000
Repairs and maintenance 89,567 44,541
Office expenses 95,961 134,213
Supplies 32,314 76,605
Telephone 92,539 119,883
Advertising expense 15,711 25,442
Lobbying costs 157,560 138,110
Licenses and fees 9,247 10,158
Memberships and continuing edycatr 23,460 28,460
Community relations 2,199 6,459
15,874 13,347
30,522 21,402
255,637 145,796
ployee benefits (2,493,568) (2,444,868)
$ 2,435,096 1,399,127




FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2008

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
Sensory Substitution for Wounded Servicemembers 12.300 N00014,0

V79 2,804,145

Coordinated Operations of Humans, Agents, and
Unmanned Vehicles for Littoral Warfare 12.300 0014 0

0014-M14

Rapidly Customizable Spoken Dialogue Language

Deep Spatial Processing of Natural Language 114,228

Evidence Based Paraconsistency 59,477
Policy-Governed Data Fusion WIONNF-07-2-0088 162,757
Passed through Florida Technological Institute
Biologically Inspired Security Infrastructure for
Tactical Environments Year 2 NF08-2-0023 32,290
Passed through Bucknell Universit
W0014-08-1-0953 94,562
3,768,769
12.431 WO11NF-05-2-0051 113,420
12.114 W911NF-06-2-0041 407,899
12.114 WOI11NF06-2-0041 53,700
for Tactical Environments 12.630 W911NF-07-2-0022 334,579
Total Army Research’Laboratory 909,598



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2008
(Continued)
Federal Grantor, Pass-through Grantor, CFDA Pass-through Agencys Federal
Program or Cluster Title Number Identifying Numphbe! penditures

Department of the Air Force,

Air Force Research Laboratory

Agile Computing Air Force Information
Management Infrastructure 12.800 FA c 64

Process Integrated Mechanism for Human-Computer
Collaboration and Coordination

L/

Seamless and Secure Federation Among

Highly-and-Loosely-Connected Infospaces 241,307
A Cross-Layer Communication Substrate for
Tactical Information Management Systems 189,781
Air Force Office of Scientific Research,
Passed through Dartmouth College
On the Effects of Culture and Society on Adversarial
Attitudes and Behaviors 5-36195/5710 11,369
683,810
HRO0011-05-C-0070 5,988
12.910 HRO0011-06-1-0035 256,569
12.910 55-000767 232,321
12.910 NBCHD030010 364,178
859,056
43.001 NNAO6CB46A 50,630
Flexible Roving Exploration Device Study 43.001 NNXO7AT78G 121,592
Total National Aeronautics and Space Administration 172,222

-7-
(Sheet Il)



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2008
(Continued)

Federal Grantor, Pass-through Grantor, CFDA Pass-through Agency Federal
Program or Cluster Title Number Identifying Numbe! penditures

National Science Foundation
Issues in Maintaining Scientific Integrity in
Application of Automated Methodology 47.075

IKL Reasoning Engine 47.070
Total National Science Foundation

National Institutes of Health
Passed through the University of Pittsburgh
Novel Glaucoma Diagnostics for Structure and
Function 93.867 YQ13178-06 17,562

Total Research and Development Cluster and

Expenditures of Federal Awards $ 6,529,852

NOTE: This schedule is presenteq on the accrual basy generally accepted accounting principles.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTRO

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




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

A material weakness is a significant deﬁ01ency, or combination of 51gn1ﬁcant aeﬁ01enc1 esults in more

detected by IHMC’s internal control.

Our consideration of internal control over financial reporting was for the lig bed in the first
paragraph of this section and would not necessarily identify all deficiencjesN 1 control that might be
significant deficiencies and, accordingly, would not necessarily disclosé Qi ienci Nare also
considered to be material weaknesses. However, we believe that thacs i e 1S
not a material weakness.

Compliance and Other Matters

Its of our tests disclosed no
under Government Auditing
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANGC
WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANGE IN

ACCORDANCE WITH OMB CIRCULAR A ‘

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

Compliance

We have audited the compliance of the Florids gnition, Inc. THMC) (a
nonprofit organization) with the types of compliaggs S .S. Office of Management
and Budget (OMB) Circular A-133 Compliance 2 applicabte to each of its major federal

programs for the year ended June 30, 2008 IHMC g are identified in the summary of
auditor’s results section of the stioned costs. Compliance with the
requirements of laws, regulaigons, contracts) and grant dch of its major federal programs is the
responsibility of IHMC’s . 1 is to express an opinion on IHMC’s compliance

based on our audit.

Stafes; and OMB Circular A-133, Audits of States, Local
yose standards and OMB Circular A 133 requ1re that we plan

plied, in all material respects, with the requirements referred to above that are
ajor federal programs for the year ended June 30, 2008.



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

internal Control Over Compliance

opinion on the effectiveness of internal control over compliance.
the effectiveness of IHMC’s internal control over compliance.

paragraph and would not necessarily identify all deficiencies in e
deficiencies or material weaknesses as defined belgw. However,

Pensacola, Florida
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A. SUMMARY OF AUDITOR’S RESULTS

1.

FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

\II‘-AR FERAIRRFIR 1 IREIF a4 A ARAAN

TEARN ENUED JUINE 9V, £4UUD

ements of thaFlorida Institute

The auditor’s report expresses an unqualified opinion on the financial s
for Human and Machine Cognition, Inc.

One significant deficiency disclosed during the audit of the i temeds is reported in the
Independent Auditor’s Report on Internal Control over Finé S

No instances of noncompliance material to the financiakstatements rida Institute for Human

and on Internal Control Over Compliance ith irglilar A-133 The condition is
not reported as a material weakness.

ams for the Florida Institute for Human
fi all major federal programs.

CFDA No. 12.114
CFDA No. 12.300
CFDA No. 12.431
CFDA No. 12.630
CFDA No. 12.800
CFDA No. 12.910
CFDA No. 43.001
: CFDA No. 47.070
Social, Behavieral and Economic Sciences CFDA No. 47.075
Vision Research 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 determined to be a low-risk auditee.
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
R A B I-Nhl-l'\ 8

YEAR ENDED JUNE 30, 2008
(Continued)

B. FINDINGS - FINANCIAL STATEMENTS AUDIT

Significant Deficiency

2008-1 - Information Technology Controls &
Auditor’s comment: /\

During our audit process related to information techifology contro e noteqd that IHMC d@es/not have
formal policies covering network policy, disaster recevery, microgdmputér usage, or information
systems security. In addition it does not appear that ITHM®G has compl d an IT/IS risk assessment to

ihdustry standard best practice
recommendations for password complexi o increase security and prevent

unauthorized access we recommend that all §
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2008
(Continued)

C. FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL PROGRAMNS A

Significant Deficiency

2008-2 Subrecipient Monitoring &

Auditor’s comment:

%ubrecipient a :
Although THMC’s agreements for services require subregipi Vi dit and compliance

IHMC has developed a md
responsibilities.

subrecipients with respect to their A-133 audit
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REPORT ON COMPLIANCE
WITH BOND RESOLUTION

To the Board of Directors &

Florida Institute for Human and Machine Cognition, Inc.
Pensacola, Florida

ognition, Inc. (IHMC) (a
issued our report thereon dated

Umte& tates o zmerica and the standards 3
Standards, issued by the Comptroller General

In connection with our audit, nothing came to our Ritehti ¢ that IHMC failed to comply
with the covenants of the resolution relatmg to the\Rgvenwe Bonds (Florlda nstitute for Human and Machine
Cognition, Inc. Project), Series Y Zounty Promotion and Development
Commission as they relate 0 . N&YL dit was not directed primarily toward

obtaining knowledge of syeh

ard Development Commission, and is not intended to
ified parties.
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