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Saltmarsh

Saltmarsh, Cleaveland & Gund
CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

INDEPENDENT AUDITOR’S REPORT

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

Report on the Financial Statements

We have audited the accompanying financial statements of Flofi
Inc. (“IHMC*) (a nonprofit organization), which comprise
June 30, 2016 and 2015, and the related statements of activities,

related notes to the financial statements.

Management is responsible for the preparation a i i idl statements in accordance
with accounting principles generally accepted i i iCa; this includes the design,
implementation, and maintenance of 1nternal controltelevant\to the preparation and fair presentation of financial

statements that are free from materi

Auditor’s Responsibility

nment Auditing Standards, issued by the Comptroller
at we plan and perform the audit to obtain reasonable

no such opinioh An audj¥ also includes evaluating the appropriateness of accounting policies used and the
reasonableness of §ignificant accounting estimates made by management, as well as evaluating the overall
presentation of the {ip#ncial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit

opinion.
-

Since 1944

www.saltmarshcpa.com « (800) 477-7458

Pensacola » Fort Walton Beach  Tampa ¢« Orlando



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

Opinion

federal awards, as required by Office of Management and By
Governments, and Non-Profit Organizations and Title 2 U.S.
Uniform Administrative Requirements, Cost Pripeh

W Regulations (CFR) Part 200,
ts for Federal Awards, is

gart of an audit performed in accordance with Government Auditing
3 internal control over financial reporting and compliance.

Pensacola, Florida
October 10, 2016



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.

Cash

STATEMENTS OF FINANCIAL POSITION

Restricted cash held by trustee
Grants and contracts receivables

Other receivables
Prepaid expenses

Property and equipment, net

Deposits

Total Assets

Liabilities:
Accounts payable
Retainage payable

Accrued interest
Refundable advances
Long-te S

Total net assets

Total Liabilities and

Met Assets

JUNE 30, 2016 AND 2015

ASSETS

118,262
9,732,997
10,440

LIABILITIES

L

655,250 § 1,140,495
131,475 151,410
433,377 309,333
83,713 88,862
17,008 8,674
10,596,374 11,246,909
11,917,197 12,945,683
11,026,425 10,451,444
138,173 322,254
11,164,598 10,773,698
$ 23,081,795 $§ 23,719,381

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, 2016 AND 2015

Change in Unrestricted Net Assets:
Support, Revenue and Reclassifications:
Research and development grants and contracts -
Federal and pass-through grants
Other grants and contracts
Legislative appropriation
Contributions
Other revenue
Net assets released from restrictions

134,578

Total support, revenue and reclassifications 15,107,3 14,695,080
Expenses:
Program services -
Research and development grants and contracts 10,665,443 11,697,531
Other program services 120,886 111,357
Total program service 11,786,329 11,808,888
Supporting services -
Fundraising services -
12,210 7,707
39 53
12,249 7,760
2,733,769 3,543,310
2,746,018 3,551,070
14,532,347 15,359,958
574,981 (664,878)
Other Items:
Insurance proceeds - 505,869
Robotics contest prize award - 1,000,000
Total other items - 1,505,869
Change in unrestricted net assets 574,981 840,991

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



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
STATEMENTS OF ACTIVITIES
YEARS ENDED JUNE 30, 2016 AND 2015

(Continued)
015

Change in Temporarily Restricted Net Assets:

Contributions &S;\TM,Z

Net assets released from restrictions <(>6\7,201) 34,57

Change in temporarily restricted net assets W) 299,642
Change in Net Assets 390,900 1,140,633
Net Assets, Beginning of Year , 773,69 9,633,065
Net Assets, End of Year $ 4,598 $ 10,773,698

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, 2016 AND 2015

2016 2015

Cash Flows From Operating Activities:

Change in net assets $ ,140,633
Adjustments to reconcile change in net assets to
net cash provided by operating activities -
568,028

Depreciation and amortization
Donated investments
Loss on abandonment of property and equipment
Loss on sale of donated investments
Bad debt expense
Changes in operating assets and liabilities -
Grants and contracts receivables
Other receivables
Prepaid expenses
Other assets

301,691)

Accounts payable 683,124

Retainage payable 151,410

Accrued payroll and related liabilities 55,634
Accrued interest (5,338)
Refundable advances (47,039)

Net cash provided by operating activities ) 1,431,662 1,443,179

Cash Flows From Investing Ae

Proceeds from sale of donaged Yave - 300,566
(6,425,662) (3,075,611)
(6,425,662) (2,775,045)

5,316,173 2,490,568
(656,000) (680,000)

(12,351) 2,671

4,647,822 1,813,239

(346,178) 481,373

4,744,228 4,262,855

Cash at End of Year $ 4,398,050 $ 4,744,228

Supplemental Disclosuré of Cash Flow Information:

Interest paid $ 348,897 $ 633,338

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
JUNE 30, 2016 AND 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Purpose:
Florida Institute for Human and Machine Cognition, Inc. (“IHME as
profit corporation on February 25, 2004, pursuant to Section 10{04.44

information-technology related organization for research
economic development.

Basis of Accounting:

IHMC follows standards of accounting and
It uses the accrual basis of accounting, whje

Basis of Presentation:

tipulations that the assets be maintained
of the income derived from the donated assets

nancial statements in conformity with generally accepted accounting principles
requires manqgement to make estimates and assumptions that affect the reported amounts of assets and
liabilities and(dig€losure of contingent assets 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, 2016 AND 2015

in which the contributions are received.

Unconditional promises to give are reported wi
realizable value. Conditiongleromj i ¢ i ancial statements.

are incurred or the performance of milestones is achieved under the grant or
contract agreements. anagement considers all grants and contracts receivables at June 30, 2016 and
2015 to be fully colléctible; therefore, no allowance for uncollectible accounts has been established.

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.



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Conti

Restricted Cash:

Restricted cash represents funds held by the note trustee for co } ne ity and
debt service.

Debrt Issuance Costs:

Debt issuance costs are amortized over the term of the i ’ t-line method since the
difference between th1s method and the effectlve interest method isN\got material to the financial

Property and Equipment:

Property and equipment are recorded at co 2 i i fair value at date of donation.
Depreciation is provided usi straight-lin I
follows:

30 years
3-5 years
5-10 years
3-5 years
5 years

5 years

Refundable Adances:
Refundable aqvarices represent funds received by IHMC, from grantor agencies that have not been spent at
the end of the year. Advances must be returned to the grantor agency if not spent for their intended
purpose within the grant period unless re-appropriated or extended by the grantor.

Advertising Costs.

Advertising costs are expensed when incurred.



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Conti

Income Taxes:

IHMC is a nonprofit organization exempt from federal income taxe y ; Section
501(c)(3) and has been classified by the Internal Revenue Se
provision for income taxes has been provided in the accompgi

¢ finangjal statements.
Reclassifications:

Certain amounts in the 2015 financial statements have been reclassified to conform to the 2016
presentation.

Subsequent Events:

Management has evaluated subsequent eve ough October 1, 2016, the date which the financial

statements were available for issue.
Recent Accounting Standardy:

arly adopt and retrospectively apply FASB
), Interest - Imputation of Interest (Subtopic
Costs, which requires that debt issuance costs be
ount of the debt rather than as an asset, consistent

During the year ¢
Accounting Stgr

amortized debt issuance costs included in other assets. There
a6 a result of the early adoption of ASU 2015-03.

2016 2015
Undisbursed debt proceeds - construction $ 223,351  $ 5,539,524
Debt service -
Note principal 564,167 546,607
Note interest 83,713 88,862

$ 871,231 ' $§ 6,175,053
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 3 - OTHER RECEIVABLES

At June 30, 2016 and 2015, other receivables were as follows:

201

Robotics contest prize award receivable
Other receivables

$ \1,000,000
12,274

O
$ 1,012,224
NOTE 4 - PROPERTY AND EQUIPMENT
Property and equipment is comprised of the

2016 2015
Land 1,302,872 § 1,142,640
Buildings 6,132,442 5,717,750
Computers 3 1,310,261 1,050,807
Machinery and equipment 1,036,917 1,017,024
810,638 810,638
264,293 264,293
68,625 68,625
5,950 5,950
9,204,900 3,645,445
20,136,898 13,723,172
4,548,736 3,990,175
$ 15,588,162 § 9,732,997
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 4 - PROPERTY AND EQUIPMENT (Continued)

Construction in progress at June 30, 2016 and 2015 represents constpdctipnicosts for th&\new research

facility.

a . Asa
result, if such assets are disposed, the granting ape icl i ding of the purchase has a
contractual right to participate in the proeeeds from i ition. , 1€ end of the project for

In September 2008, IHMC recelved a grant 8,300 from the U.S. Department of Commerce’s
Economic Development Admimstrati e re ion6f the Ocala, Florida facility The

2016 2015
Septsmber 1, 2028 with an interest rate of 3.14%,
secured\yy mortgage and security agreement $ 10,664,000 $ 11,320,000
Less unamortized debt issuance costs 67,626 73,091
Long-term debt, net of unamortized debt issuance costs $ 10,596,374 $ 11,246,909

-12-



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 5 - LONG-TERM DEBT (Continued)
Maturities of the revenue note are as follows:

Year ending June 30,

2017
2018
2019
2020
2021
Thereafter

In November 2013, Escambia County, Florida unty”), issued $ ,000,000 industrial development
revenue note to provide z i \ the refdnding of the Commission’s 2008
$4,292,500 industrial res I

-13-



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 6 - NET ASSETS
Temporarily restricted net assets include contributions restricted by dong
not yet been accomplished and unconditional promises to give with pa '
used for the activities of IHMC. Temporarily restricted net asse X

as follows:

Educational Outreach Youth Programs

Research projects
Other

300,000
22,254

138,1 $ 322,254

NOTE 7 - RETIREMENT PLA

ates under Section 403(b) of the Internal
ey plan is to provide retirement benefits for
eachers Insurance and Annuity Association
The plan year begins on July 1 and ends on

all employges except part-time and leased. IHMC contributes 11% of

IHMCNUnder the sila
reduced and the amou
this plan.

g reduction agreement, the employee’s salary (paid after the agreement is signed) is
t of the reduction is applied as premiums to the funding vehicles available under

IHMC has established an elective deferral plan that operates under Section 457(b) of the Internal Revenue
Code. 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’s provider, Edward Jones.

-14-



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 8 - RELATED PARTY TRANSACTIONS

is asked to abstain from voting on items before thé
University.

NOTE 9 - COMMITMENTS AND CONTINGENCIES

Concentration of Credit Risk - Uninsured Cash Bslances:

IHMC maintains cash balances with two ba
banks, the demand dep051t 2ECOt

continues toxccupythe property on a month-to-month lease.

Rental expense for operating leases for the years ended June 30, 2016 and 2015 was $141,066 and
$197,218, respectively.

-15-



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 9 - COMMITMENTS AND CONTINGENCIES (Continued)
Contingencies:

The Defense Contract Audit Agency (“DCAA”) is the fedeyd
compliance on behalf of the Office of Naval Research (“ONR”

ate)for the above mentioned
ONR. Should ONR follow

of rainfa]l. During the Sedr ended June 30, 2015, IHMC received insurance proceeds of $505,869 reported
as an othenjtem in theAtatement of activities and incurred flood recovery expenses of $651,855 reported in
general and adminigfrative expenses.

NOTE 11 - ROBOTICS CONTEST PRIZE AWARD
During 2015, IHMC competed in the Defense Advanced Research Projects Agency Robotics Challenge

and finished in second place. IHMC received $1,000,000 in prize money which is reported as an other
item in the statement of activities.

-16-






FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULES OF GENERAL AND ADMINISTRATIVE EXPENSES
YEARS ENDED JUNE 30, 2016 AND 2015

Salaries
Payroll taxes
Employee benefit programs

436,523

Administrative travel 152,873
Meals and entertainment 47,978
Insurance 184,914
Legal and professional 398,283
Occupancy, including in-kind 597,322
Interest expense 5,465
Repairs and maintenance 10,976
Office expenses 171,638 276,661
Telephone 60,927 64,631
Lobbying costs 145,115 139,610
Licenses and fees 31,123 26,022
Memberships and contiquing educabiQ 36,786 33,473
24,948 18,300
48,877 48,440
- 651,855
567,990 562,563

(2,925,229) (3,057,218)

$ 2,733,769  § 3,543,310

17-



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2016

Federal Grantor, Pass-through Grantor, CFDA Pass-through Agéncyt ederal
Program or Cluster Title Number Identifying umber Expenditures

Research and Development Cluster:

Office of Naval Research
VIEWGEN-2: An Integrated Model of Memory, Belief
and Mental State Ascription 12.300 0014-13%%-0225

Accomplishments of Naturalistic Decision Making Research

and Applications to Emerging Defense Challenges NO00013<14<1-0086 9,103

Accomplishments of Naturalistic Decision Making Research

and Applications to Emerging Defense Challenges Q0014-15-1-233¢ 5,927
Total Office of Naval Research 99,398
Army Medical Research Acquisition Activity
Passed through Engineering Acoustics, Inc.
Multi Sensor Integration for Balance ol Phase 11 27,148
Department of the Army
CWC DARPA - Communjeation with a Learning
Collaborative Proble WOI11NF-15-1-0542 961,423
Army Research Laborato
12.431 WO11NF-11-2-0095 391,097
12.431 WO11NF-14-1-0391 817,089
12.431 WO11NF-15-2-0076 190,549
1,398,735
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2016

(Continued)
Federal Grantor, Pass-through Grantor, CFDA Pass-through Agéenc ederal
Program or Cluster Title Number Identifying/Number Expenditures

Department of the Air Force,
Air Force Research Laboratory
CUBISM: Conversation Understanding through Belief
Interpretation Sociolinguistic Modeling

Using Human-Machine Teamwork to Perform Disaster
Response with a Humanoid Robot

Accomplishments of Naturalistic Decision Making Researc
and Applications to Emerging Defense Challenges

Passed through Florida Institute of Technology, Inc.
A Systems Behavior Approach to Integrated Moving Targgt
C2 with Resilience Response

Passed through Raytheon BBN Techxs

Force Protection FA8750-12-C-0026

Total Department of the Air Forsg

NNX11AR31A
NNX12AP97G
and Diagnostic Softwaxe for NASA JSC Valkyrie Robot 43.009 NNX15AK18A
NASA-Northqup Grumman Autonomous Tugs 43.009 NNX15AP75G

Total National Aeronautics and Space Administration

-19-

2,560

37,228

41,199
80,987

817,320

324,793

814,938

825,587

30,101

1,670,626

1,995,419



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2016

(Continued)
Federal Grantor, Pass-through Grantor, CFDA Pass-through A deral
Program or Cluster Title Number Identifying Mumber Expenditures

National Science Foundation
NRI: Collaborative: Optimal Interaction Design Framework
for Powered Lower-Extremity Exoskeletons 47.070 1S 3

National Oceanic and Atmospheric Administration (NOAA)
Cooperative Institutes
Passed through Florida Atlantic University
The Cooperative Institute for Ocean Exploration, Research
and Technology (CIOERT) Years 6-10 11.432

NA140ARY320 31,450

Total Expenditures of Federal Awards $ 5,436,155

NOTE: This schedule is presented on the accrual basis of acc in accordance with generally~a€cepted accounting principles.
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Saltmarsh

Saltmarsh, Cleaveland & Gund
CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

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

Cognition, Inc. (“IHMC*), which comprise the
related statements of activities, and cash flows

significant deficiendie$. Given these limitations, during the audit we did not identify any deficiencies in internal
control that we consider to be material weaknesses. However, material weaknesses may exist that have not been
identified.

21-
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Board of Directors
Florida Institute for Human and Machine Cognition, Inc.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether IHMC’s financial state
misstatement, we performed tests of its compliance with certain provisions of 1

Standards.
Purpose of this Report

The purpose of this report is solely to describe the scope of our t pal control and compliance and
the results of that testing, and not to provide an opifit i C’s internal control or on
compliance. This report is an integral part of i overnment Auditing
Standards in considering IHMC’s internal coktrol and comph i is’communication is not
suitable for any other purpose.

Pensacola, Florida
October 10, 2016
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Saltmarsh

Saltmarsh, Cleaveland & Gund
CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR
MAJOR PROGRAM AND ON INTERNAL CONTROL OVE

COMPLIANCE REQUIRED BY OMB CIRCULAR A-133 AND THE UN GUIDANCE
To the Board of Directors
Florida Institute for Human and Machine Cognition, Inc.
Pensacola, Florida

Report on Compliance for Each Major Federal Program
We have audited Florida Institute for Human and 1 { . MC*) compliance with the
types of compliance requirements described in the 3 ] , that could have a direct and
findings and questioned costs.

Management’s Responsibility

Management is responsible
applicable to its federal progxa

oderal program occurred. An audit includes examining, on a test basis, evidence
about [HMC’s dqmpliance with those requirements and performing such other procedures as we considered
necessary in the cirsumsgances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major federal
program. However, our audit does not provide a legal determination of IHMC’s compliance.

23-
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Board of Directors
Florida Institute for Human and Machine Cognition, Inc.

Opinion on Each Major Federal Program

e requirements referred to
the year ended

In our opinion, IHMC complied, in all material respects, with the types of compliap
above that could have a direct and material effect on each of its major federal{programs
June 30, 2016.

Report on Internal Control Over Compliance

wtrol over compliance is a deficiency, or
uch that there is a reasonable possibility that

We did not identify any deficiencies in internal control over
be material weaknesses. However, material weaknesses may exist that have not

S

compliance that we gconsi
been identified.

The purpose oRthis report on internal control over compliance is solely to describe the scope of our testing of
internal control pliance and the results of that testing based on the requirements of OMB
Circular A-133 and(thg’Uniform Guidance. Accordingly, this report is not suitable for any other purpose.

Pensacola, Florida
October 10, 2016
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FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2016

A. SUMMARY OF AUDITOR’S RESULTS

imancial statemwats of Florida

1. The independent auditor’s report expresses an unmodified opinion o
Institute for Human and Machine Cognition, Inc.

2. No significant deficiencies in internal control relating to the afdit ofthe finaricial statewents are reportsd

4. No significant deficiencies relating to the @udit of the majorfederal award programs are reported in the
Independent Auditor’s Report on Complianeg and on Internal Control Over
Compliance Required by OMB Circular A-13

CFDA No. 11.432
CFDA No. 12.300
CFDA No. 12.420
CFDA No. 12.431

Air Forge Defense Research Sciences Program CFDA No. 12.800

Research and Te€hnology Development CFDA No. 12.910
Exploratio CFDA No. 43.003
Cross Agency Support CFDA No. 43.009
Computer and Information Science and Engineering CFDA No. 47.070

-25-



FLORIDA INSTITUTE FOR HUMAN AND MACHINE COGNITION, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2016
(Continued)

A. SUMMARY OF AUDITOR’S RESULTS (Continued)

8. The threshold used for distinguishing between Type A and B progr
programs.
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