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Mr. Hubert N. Sparks =

Inspector General

Appalachian Regional Commission
1666 Connecticut Avenue, NW
Washington, DC 20235

MA A
UNIVERSITY 1050 Fourth Avenue

Huntington, West Virginia 25755
304/696-3368 or 696-6203 FAX 304/686-6280

Re:  ARC Contract 95-77, Grant WV-11888-95,
Community Oriented Health Care Project

Dear Mr. Sparks:

The Marshall University Research Corporation acknowledges receipt of your April 14,
1997, letter regarding an upcoming audit of the Community Oriented Health Care
Project.

For your information, I have enclosed a copy of the audit report for our most recently
completed fiscal year ending June 30, 1996.

Please be informed that I should be the contact person for any communication regarding
this audit.

Sincerely,

N

R. L. Schelling
Executive Director

Ib

c: Mr. Timothy Crofton
Dr. James Hooper

A STATE UNIVERSETY OF WEST VIRGINIA
AN AFFIRMATIVE ACTIOM/EQUAL OPPORTUNITY EMPLOYER
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Marshall University Research Corporation:

We have audited the accompanying financial statements of Marshall University Research Corporation

(the "Corporation") as of June 30, 1996 and 1995, and for the years then ended, listed in the foregoing Table
of Contents. These financial statements are the responsibility of the Corporation's management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards and Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of the
Corporation as of June 30, 1996 and 1995, and the changes in fund balances and the current funds revenues,
expenditures and other changes for the years then ended in conformity with generally accepted accounting
principles.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The accompanying financial information listed as a supplemental schedule in the foregoing Table of
Contents is presented for purposes of additional analysis and is not a required part of the basic financial
statements. This additional information is the responsibility of the Corporation's management. Such
information has been subjected to the auditing procedures applied in our audit of the basic financial
statements and, in our opinion, is fairly stated in all material respects when considered in relation to the basic
financial statements taken as a whole.

In accordance with Government Auditing Standards, we have also issued reports dated October 10, 1996 on

our consideration of the Corporation's internal control structure and reports dated October 10, 1996 on its
compliance with laws and regulations.

JM -://;«J« Lep

October 10, 1996

Deloitte Touche
Tohmatsu
International



MARSHALL UNIVERSITY RESEARCH CORPORATION

BALANCE SHEET
JUNE 30, 1996

Current Funds
ASSETS Unrestricted Restricted Loan Fund Agency Fund Plant Funds

CASH $ 1,348,992 $ 143,782 §$ 29,565

GRANTS AND CONTRACTS RECEIVABLE -
Net of an allowance for doubtful accounts

of $58,000 61,795 $ 1,756,921
LOANS RECEIVABLE - Net of an allowance for
doubtful loans of $248,000 82,565
DUE FROM OTHER FUNDS 371,833
ADVANCES 152,121
PREPAID EXPENSES 16,804
INVESTMENT IN PLANT $ 5732474
Total assets $ 1,951,545 $ 1,756,921 $ 226,347 § 29565 $ 5,732,474

LIABILITIES AND FUND BALANCE

ACCOUNTS PAYABLE $ 46,639 $ 451,356
ACCRUED LIABILITIES 66,412 135,299 $ 29,565
DUE TO OTHER FUNDS 371,833
LOANS PAYABLE $ 18,674
COMPENSATED ABSENCES 90,260
FUND BALANCE:
Corporation funds 1,748,234
Restricted 798,433 207,673
Net investment in plant $ 5,732,474
Total liabilities and fund balance $ 1,951,545 $ 1,756,921 $ 226,347 $ 29,565 $§ 5,732,474

See notes to financial statements.



MARSHALL UNIVERSITY RESEARCH CORPORATION

BALANCE SHEET
JUNE 30, 1995

Current Funds
ASSETS Unrestricted Restricted Loan Fund Plant Funds

CASH 3 1,125,256 $ 124,034

GRANTS AND CONTRACTS RECEIVABLE -
Net of an allowance for doubtful accounts

of $45,500 79,658 $ 1,155,121
LOANS RECEIVABLE - Net of an allowance for
doubtful loans of $63,000 19,145
DUE FROM OTHER FUNDS 366,142 465
ADVANCES 121,265
PREPAID EXPENSES 24,827
INVESTMENT IN PLANT $ 10,139,094
Total assets $ 1,717,148 3 1,155,586 $ 143,179 $ 10,139,094
LIABILITIES AND FUND BALANCE .
ACCOUNTS PAYABLE $ 40,553 $ 175,675
ACCRUED LIABILITIES 58,404 96,602
DUE TO OTHER FUNDS 366,142 $ 465
LOANS PAYABLE 15,559
COMPENSATED ABSENCES 62,093
FUND BALANCE:
Corporation funds 1,556,098
Restricted 517,167 127,155
Net investment in plant $ 10,139,094
Total liabilities and fund balance $ 1,717,148 $ 1,155,586 $ 143,179 $ 10,139,094

See notes to financial statements.



MARSHALL UNIVERSITY RESEARCH CORPORATION

STATEMENT OF CHANGES IN FUND BALANCES

YEAR ENDED JUNE 30, 1996

FUND BALANCES, BEGINNING OF YEAR

REVENUES AND OTHER ADDITIONS:
Unrestricted current fund revenues
Federal grants and contracts
State grants and contracts
Private grants, contracts and gifts
Miscellaneous income
Expended for plant facilities

Total revenues and other additions
EXPENDITURES AND OTHER DEDUCTIONS:
Educational and general
Indirect costs recovered
Loan cancellations and write-offs
Disposal of plant facilities
Total expenditures and other deductions
TRANSFERS AMONG FUNDS
NET INCREASE (DECREASE) FOR THE YEAR

FUND BALANCES, END OF YEAR

See notes to financial statements.

Current Funds
Unrestricted Restricted Loan Fund Plant Funds
$ 1,556,098 $ 517,167 $ 127,155 $ 10,139,094
1,626,006
7,508,603 256,875
387,159
1,135,112 11,226
409,003
535,005
1,626,006 9,439,877 268,101 535,005
1,481,939 8,106,834
1,003,708
187,583
4,941,625
1,481,939 9,110,542 187,583 4,941,625
48,069 (48,069)
192,136 281,266 80,518 (4,406,620)
$ 1,748,234  § $ 207,673 3 5,732,474

798,433



MARSHALL UNIVERSITY RESEARCH CORPORATION

STATEMENT OF CHANGES IN FUND BALANCES
YEAR ENDED JUNE 30, 1995

Current Funds

Unrestricted Restricted Loan Fund Plant Funds
FUND BALANCES, BEGINNING OF YEAR $ 1,093,552 $ 444,373 $ 127,155 $ 9,104,097
REVENUES AND OTHER ADDITIONS:
Unrestricted current fund revenues 1,446,249
Federal grants and contracts 5,388,172 63,225
State grants and contracts 665,233
Private grants, contracts and gifts 517,327
Expended for plant facilities 1,034,997
Miscellaneous income 27,409
Total revenues and other additions 1,446,249 6,598,141 63,225 1,034,997
EXPENDITURES AND OTHER DEDUCTIONS:
Educational and general 1,125,196 5,480,294
Indirect costs recovered 903,560
Loan cancellations and write-offs i 63,225
Total expenditures and other deductions 1,125,196 6,383,854 63,225
TRANSFERS AMONG FUNDS 141,493 (141,493)
NET INCREASE FOR THE YEAR 462,546 72,794 1,034,997
FUND BALANCES, END OF YEAR $ 1,556,098 $ . 517,167 $ 127,155 $ 10,139,094

See notes to financial statements.



MARSHALL UNIVERSITY RESEARCH CORPORATION

STATEMENT OF CURRENT FUNDS REVENUES, EXPENDITURES AND OTHER CHANGES
YEAR ENDED JUNE 30, 1996

Unrestricted Restricted Total
REVENUES:
Grants, contracts and gifts:
Federal $ 912,270 $ 6,557,331 $ 7,469,601
State 41,190 561,022 602,212
Private 174,664 790,506 965,170
Total grants and contracts 1,128,124 7,908,859 9,036,983
Interest income 50,667 50,667
Other sources of current revenue 447,215 197,975 645,190
Total revenues 1,626,006 8,106,834 9,732,840
EXPENDITURES, TRANSFERS AND OTHER CHANGES:
Educational and general:
Research 177,803 3,862,698 4,040,501
Public service 271,825 3,921,696 4,193,521
Academic support 143,659 143,659
Student services 14,961 14,961
Institutional support 498,453 230,497 728,950
Instruction 105,154 91,943 197,097
Operation and maintenance of plant 270,084 270,084
Total expenditures 1,481,939 8,106,834 9,588,773
Nonmandatory transfers (48,069) 48,069
Total expenditures, transfers and other changes 1,433,870 8,154,903 9,588,773
EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES AND OTHER CHANGES 192,136 (48,069) 144,067
EXCESS OF RESTRICTED RECEIPTS OVER
TRANSFERS TO REVENUES . 329,335 329,335

NET INCREASE IN FUND BALANCE $ 192,136 $ 281,266 $ 473,402

See notes to financial statements.



MARSHALL UNIVERSITY RESEARCH CORPORATION

STATEMENT OF CURRENT FUNDS REVENUES, EXPENDITURES AND OTHER CHANGES

YEAR ENDED JUNE 30, 1995

REVENUES:
Grants, contracts and gifts:
Federal
State
Private

Total grants and contracts

Interest income
Other sources of current revenue

Total revenues

EXPENDITURES, TRANSFERS AND OTHER CHANGES:

Educational and general:
Research
Public service
Academic support
Student services
Institutional support
Instruction
Operation and maintenance of plant

Total expenditures
Nonmandatory transfers
Total expenditures, transfers and other changes

EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES AND OTHER CHANGES

EXCESS OF RESTRICTED RECEIPTS OVER
TRANSFERS TO REVENUES

NET INCREASE IN FUND BALANCE

See notes to financial statements.

$

Unrestricted

831,407
47,227
82,536

961,170

41,843
443,236

1,446,249

214,314
150,501
16,804
1,376
486,100
30,595
225,506

1,125,196

(141,493)

$

983,703

462,546

462,546

Restricted Total
$ 4,668,246 $ 5,499,653
357,336 404,563
428,767 511,303
5,454,349 6,415,519
41,843
25,945 469,181
5,480,294 6,926,543
4,493,803 4,708,117
955,358 1,105,859
16,804
1,376
23,849 509,949
7,284 37,879
225,506
5,480,294 6,605,490

141,493

5,621,787 6,605,490
(141,493) 321,053
214,287 214,287
$ 72,794 $ 535,340



MARSHALL UNIVERSITY RESEARCH CORPORATION

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 1996 AND 1995

1.

ORGANIZATION

Marshall University Research Corporation (the "Corporation") is a not-for-profit corporation
incorporated in 1987, pursuant to the laws of the State of West Virginia (the "State"). The purpose of
the Corporation is to foster, support and assist in any research and economic development activities
consistent with the educational objectives and mission of Marshall University (the "University").
With the assistance of the University, the Corporation has been designated by the University to fulfill
the role of public institutions to work in partnership with business, industry or government and
encourages the acceptance of gifts, grants, contracts and equipment, and the sharing of facilities,
equipment and skilled personnel to promote and develop joint, applied research and development,
technical assistance and instructional programs in West Virginia.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Corporation have been prepared in accordance with the accounting
guidance and reporting practices applicable to colleges and universities, as outlined in the American
Institute of Certified Public Accountants Industry Audit Guide, Audits of Colleges and Universities,
the College and University Business Administration, published by the National Association of College
and University Business Officers, and pronouncements issued by the Governmental Accounting
Standards Board ("GASB").

a. Accrual Basis - The financial statements of the Corporation have been prepared on the accrual
basis of accounting. Revenues are reported when earned and expenditures are reported when
materials or services are received. The statement of current funds revenues, expenditures and
other changes is a statement of financial activity of current funds related to the current reporting
period. It does not purport to present the results of operations or the net income or loss for the
period as would a statement of income or statement of revenues and expenses.

b.  Fund Accounting - The accounts of the Corporation are maintained in accordance with the
principles of fund accounting to reflect the limitations and restrictions on the use of available
resources. Restricted resources are distinguished from unrestricted resources allocated to
specific purposes by the Board of Directors. Restricted resources may only be used for the
purposes established by the source of such funds. Restricted current funds are reported as
revenues and expenditures when expended for current operating purposes.

Loan funds are used to account for resources that may be lent to small businesses and businesses
owned and operated by minorities, women or those who are economically disadvantaged. These
funds are provided by various sources, including the State government and private donors.
Generally, loan funds are operated on a revolving fund basis with principal payments remaining
in the loan fund for future lending.



Agency funds consist of funds held by the Corporation as custodian for Ebenezer Medical
Outreach, Inc. and Community Learning Information Network of the Tri-State.

The plant fund group is used to account for unexpended plant funds, long-lived assets and
retirement of indebtedness. Maintenance and repairs are recorded as current unrestricted fund
expenditures.

c. Plant - Plant consists primarily of equipment which is stated at cost at the date of acquisition or
fair value at date of donation in the case of gifts. Consistent with current generally accepted
accounting principles for public colleges and universities, depreciation on plant is not recorded.

d. Compensated Absences - Liability for compensated absences (annual leave) is accounted for in
accordance with the provisions of GASB Statement - 16, "Accounting for Compensated
Absences," and, accordingly, the liability for employees' rights to receive compensation for
future absences is recorded in the current unrestricted fund group.

e. Grants and Contracts - Grants and contracts receivable are recorded by the Corporation as
services are performed.

f. Retirement Plan - All eligible employees of the Corporation participate in the Teachers
Insurance and Annuities Association - College Retirement Equities Fund ("TIAA - CREF").
The TIAA - CREF is a defined contribution benefit plan in which benefits are based solely upon
amounts contributed plus investment earnings. Each employee who elects to participate in this
plan is required to make a contribution equal to 6% of total annual compensation. The
Corporation matches the employees' 6% contribution. Contributions are immediately and fully
vested.

g. Tax Status - The Corporation has applied for and received from the Internal Revenue Service an
exemption from taxation under Section 501(c)(3) of the Internal Revenue Code as an entity
organized for educational, research and economic development purposes.

h. Use of Estimates - The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenditures during the reporting period. Actual results could differ from those estimates.

CASH

The composition of cash as of June 30, 1996 and 1995 consists primarily of cash in bank, with $5,250
and $1,850, respectively, of cash on hand. The combined carrying amount of cash in bank at June 30,
1996 and 1995 was $1,517,089 and $1,247,440, respectively, as compared with combined bank
balances of $1,911,670 and $1,288,683, respectively. The difference is primarily caused by items in
transit. Of these balances at June 30, 1996 and 1995, $107,779 and $114,467, respectively, were
covered by federal depository insurance and $1,546,829 and $1,032,189, respectively, were
collateralized while $257,062 and $142,027, respectively, were uninsured and uncollateralized.



REVOLVING LOAN FUND

A Revolving Loan Fund ("RLF") was established during the year ended June 30, 1994 between the
Corporation and the United States Economic Development Authority ("US EDA"). The RLF will aid
in the development of small businesses and businesses owned and operated by minorities, women or
those who are economically disadvantaged. Under the provisions of the RLF, the Corporation will
receive an amount not to exceed $500,000 from the US EDA, and is required to obtain $167,000 in
matching funds from local sources.

During the year ended June 30, 1996 and 1995, grants of $256,875 and $63,225, respectively, were
received from the US EDA, and matching funds, consisting of loans and grants, of $11,101 and
$15,559, respectively, were received from local sources. Matching funds received in the form of loans
have a thirty year maturity and do not bear interest. Loans payable are recorded by the Corporation at
their net present value. ’

RELATED PARTY TRANSACTIONS

A summary of transactions with the University as of and for the years ended June 30, 1996 and 1995 is
as follows:

1996 1995
Grants and contracts receivable $ 19,643 $ 13,894
Advances 150,000 100,000
Accounts payable 5,465 12,612
Accrued liabilities 158,904 136,581
Other sources of revenue 5,977 6,665
Payroll and benefits 1,118,190 962,612
Other expenditures 204,088 118,249

RETIREMENT PLAN

Total contributions to the TIAA - CREF for the year ended June 30, 1996 and 1995 were $215,300 and
$176,600, respectively, which consisted of $93,600 and $81,200, respectively, from the Corporation
and $121,700 and $95,400, respectively, from employees.

The Corporation's total payroll for the year ended June 30, 1996 and 1995 was $2,218,300 and
$1,740,500, respectively; total covered employees' salaries in TIAA - CREF were $1,560,200 and
$1,354,000, respectively.

CONTINGENCIES

The nature of the educational industry is such that, from time to time, claims will be presented against
universities on account of alleged negligence, acts of discrimination, breach of contract or
disagreements arising from the interpretation of laws or regulations. While some of these claims may
be for substantial amounts, they are not unusual in the ordinary course of providing educational
services in a higher education system.

-10-



Under the terms of federal grants, periodic audits are required and certain costs may be questioned as
not being appropriate expenditures under the terms of the grants. Such audits could lead to
reimbursement to the grantor agencies. Corporation management believes disallowances, if any, will
not have a significant impact on the Corporation's financial position.

* ok ok ok ok %k
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MARSHALL UNIVERSITY RESEARCH CORPORATION

NOTES TO SUPPLEMENTAL SCHEDULE OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 1996

1.

The purpose of the Supplemental Schedule of Federal Awards (the "Schedule") is to present a
summary of the activities of Marshall University Research Corporation (the "Corporation”) for the
year ended June 30, 1996 which have been financed by the federal government. For purposes of the
Schedule, federal awards have been classified into two types:

Direct federal funds
- Indirect federal funds received from non-federal organizations made under federally sponsored

programs conducted by those organizations.

Because the Schedule presents only a selected portion of the activities of the Corporation, it is not
intended to and does not present either the financial position, changes in fund balances or the current
funds revenues, expenditures and other changes of the Corporation.

The Schedule is prepared on the accrual basis of accounting.

Catalog of Federal Domestic Assistance ("CFDA") numbers are presented for those programs for
which such numbers are available.

Federal direct and indirect programs are presented in the accompanying Schedule by the federal
department and, where applicable, the funding agency within the department. Federal indirect
programs are also presented by the entity through which the Corporation received the federal award.

The Corporation receives significant financial assistance from the Federal government, including the
sponsorship of federal research projects. Research grants and contracts normally provide for the
recovery of direct and indirect costs. Recovery of the related indirect costs is generally recorded at
predetermined rates negotiated with the Federal government. Entitlement to these resources for the
recovery of the applicable direct and related indirect costs is generally conditioned upon compliance
with the terms and conditions of the grant agreements and applicable federal regulations, including the
expenditure of the resources for eligible purposes. Substantially all grants and the Corporation's
indirect cost rate are subject to financial and compliance reviews and audits by the grantors. In
management's opinion, the likelihood of an adverse material outcome upon the Corporation's financial
position from those reviews and audits is remote.

* ok ok ok ok Kk
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Deloitte &
Touche Lp

500 Lee Street, East Facsimile: (304) 342-5598

ﬁx 1215 Laidley Tower Telephone: (304) 342-5300
Charleston, West Virginia 256301

INDEPENDENT AUDITORS' REPORT ON THE INTERNAL CONTROL STRUCTURE
BASED ON THE AUDIT OF THE 1996 FINANCIAL STATEMENTS

To the Board of Directors of
Marshall University Research Corporation:

We have audited the financial statements of Marshall University Research Corporation (the "Corporation")
as of and for the year ended June 30, 1996, and have issued our report thereon dated October 10, 1996.

We conducted our audit in accordance with generally accepted auditing standards and Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material

misstatement.

The management of the Corporation is responsible for establishing and maintaining the internal control
structure. In fulfilling this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of internal control structure policies and procedures. The objectives of an
- internal control structure are to provide management with reasonable, but not absolute, assurance that assets
are safeguarded against loss from unauthorized use or disposition, and that transactions are executed in
accordance with management's authorization and recorded properly to permit the preparation of financial
statements in accordance with generally accepted accounting principles. Because of inherent limitations in
any internal control structure, errors or irregularities may nevertheless occur and not be detected. Also,
projection of any evaluation of the internal control structure to future periods is subject to the risk that
procedures may become inadequate because of changes in conditions or that the effectiveness of the design
and operation of policies and procedures may deteriorate.

In planning and performing our audit of the financial statements of the Corporation for the year ended

June 30, 1996, we obtained an understanding of the internal control structure. With respect to the internal
contro] structure, we obtained an understanding of the design of relevant policies and procedures and
whether they have been placed in operation, and we assessed control risk in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not to provide an
opinion on the internal control structure. Accordingly, we do not express such an opinion.

Deloitte Touche
Tohmatsu

International -19-



Our consideration of the internal control structure would not necessarily disclose all matters in the internal
control structure that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or operation of one or
more of the specific internal control structure elements does not reduce to a relatively low level the risk that
errors or irregularities in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. We noted no matters involving the internal control structure and its operation that we
consider to be material weaknesses as defined above.

However, we have communicated other observations involving the internal control structure and its operation
to management of the Corporation in a separate letter dated October 10, 1996.

We also noted matters involving the internal control structure and its operation used to administer federal
award programs, which we reported to management of the Corporation in a report dated October 10, 1996.

This report is intended solely for the information of the Board of Directors, management and others within
the Corporation, officials of the Cognizant Federal Audit Agency and other federal and state agencies as

detailed on the Supplemental Schedule of Federal Awards and should not be used for any other purpose.
However, this report is a matter of public record and its distribution is not limited.

4%,;7/7(1{‘/'\ LLP

October 10, 1996
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Deloitte &
Touche LLp

jk 1215 Laidley Tower Telephone: (304) 342-5300
LA 500 Lee Street, East Facsimile: (304) 342-5598
Charleston, West Virginia 25301

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE BASED ON THE AUDIT
OF THE 1996 FINANCIAL STATEMENTS

To the Board of Directors of
Marshall University Research Corporation:

We have audited the financial statements of Marshall University Research Corporation (the "Corporation")
as of and for the year ended June 30, 1996, and have issued our report thereon dated October 10, 1996.

We conducted our audit in accordance with generally accepted auditing standards and Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement.

Compliance with laws, regulations, contracts and grants applicable to the Corporation is the responsibility of
the management of the Corporation. As part of obtaining reasonable assurance about whether the financial
statements are free of material misstatement, we performed tests of the Corporation's compliance with
certain provisions of laws, regulations, contracts and grants. However, the objective of our audit of the
financial statements was not to provide an opinion on overall compliance with such provisions. Accordingly,
we do not express such an opinion.

The results of our tests disclosed no instances of noncompliance that are required to be reported herein under
Government Auditing Standards.

We also noted matters involving compliance with laws and regulations related to federal awards, which we
reported to the Corporation's management in our reports dated October 10, 1996 on compliance related to
federal award programs.

This report is intended solely for the information of the Board of Directors, management and others within
the Corporation, officials of the Cognizant Federal Audit Agency and other federal and state agencies as
detailed on the Supplemental Schedule of Federal Awards and should not be used for any other purpose.
However, this report is a matter of public record and its distribution is not limited.

. VAN
V@M N </ O'W/Z( LLP
October 10, 1996

Deloitte Touche

Tohmatsu o1
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Deloitte &
Touche LLp

jx 1215 Laidley Tower Telephone: (304) 342-5300
A 500 Lee Street, East Facsimile: (304) 342-5598
Charleston, West Virginia 25301

INDEPENDENT AUDITORS' REPORT ON THE INTERNAL CONTROL STRUCTURE
USED IN ADMINISTERING FEDERAL AWARDS FOR THE YEAR ENDED
JUNE 30, 1996

To the Board of Directors of
Marshall University Research Corporation:

We have audited the financial statements of Marshall University Research Corporation (the "Corporation")
as of and for the year ended June 30, 1996, and have issued our report thereon dated October 10, 1996. We
have also audited the Corporation's compliance with requirements applicable to major federal award
programs and have issued our report thereon dated October 10, 1996.

We conducted our audits in accordance with generally accepted auditing standards; Government Auditing
Standards, issued by the Comptroller General of the United States; and Office of Management and Budget
("OMB") Circular A-133, Audits of Institutions of Higher Education and Other Nonprofit Institutions. Those
standards and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement and about whether the Corporation
complied with laws and regulations, noncompliance with which would be material to a major federal award

program.

In planning and performing our audits for the year ended June 30, 1996, we considered the Corporation's
internal control structure and assessed control risk in order to determine our auditing procedures for the
purpose of expressing our opinions on the Corporation's financial statements and on its compliance with
requirements applicable to major programs, and to report on the internal control structure in accordance with
OMB Circular A-133. This report addresses our consideration of internal control structure policies and
procedures relevant to compliance with requirements applicable to federal award programs. We have
addressed internal control structure policies and procedures relevant to our audit of the financial statements
in a separate report dated October 10, 1996.

Deloitte Touche
Tohmatsu ”
International et



The management of the Corporation is responsible for establishing and maintaining an internal control
structure. In fulfilling this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of internal control structure policies and procedures. The objectives of an
internal control structure are to provide management with reasonable, but not absolute, assurance that assets
are safeguarded against loss from unauthorized use or disposition, that transactions are executed in
accordance with management's authorization and recorded properly to permit the preparation of financial
statements in accordance with generally accepted accounting principles, and that federal award programs are
managed in compliance with applicable laws and regulations. Because of inherent limitations in any internal
control structure, errors, irregularities or instances of noncompliance may nevertheless occur and not be
detected. Also, projection of any evaluation of the structure to future periods is subject to the risk that
procedures may become inadequate because of changes in conditions or that the effectiveness of the design
and operation of policies and procedures may deteriorate.

For the purpose of this report, we have classified the significant internal control structure policies and
procedures used in administering federal award programs in the following categories:

CYCLES OF ENTITY ACTIVITIES:
Revenues/receivables/cash receipts
Purchases/accounts payable/cash disbursements
Payroll
Budgeting
Books and records

CONTROLS USED IN ADMINISTERING FEDERAL PROGRAMS:

General Requirements Specific Requirements
Political activity Types of services allowed or not allowed
Davis-Bacon Act Eligibility
Civil rights Matching, level of effort or earmarking
Cash management Reporting
Relocation assistance and Cost allocation
real property management Monitoring subrecipients
Federal financial reports Various special tests and provisions

Allowable costs/cost principles
Drug-Free Workplace Act
Administrative requirements

CLAIMS FOR ADVANCES AND REIMBURSEMENTS

AMOUNTS CLAIMED OR USED FOR MATCHING

For all of the internal control structure categories listed above, we obtained an understanding of the design of
relevant policies and procedures and determined whether they have been placed in operation, and we

assessed control risk.

During the year ended June 30, 1996, the Corporation expended 90% of its total federal awards under major
federal award programs.

223-



We performed tests of controls, as required by OMB Circular A-133, to evaluate the effectiveness of the
design and operation of internal control structure policies and procedures that we considered relevant to
preventing or detecting material noncompliance with specific requirements, general requirements, and
requirements governing claims for advances and reimbursements and amounts claimed or used for matching
that are applicable to each of the Corporation's major federal award programs, which are identified in the
accompanying Supplemental Schedule of Federal Awards. Our procedures were less in scope than would be
necessary to render an opinion on these internal control structure policies and procedures. Accordingly, we
do not express such an opinion.

Our consideration of the internal control structure policies and procedures used in administering federal
awards would not necessarily disclose all matters in the internal control structure that might constitute
material weaknesses under standards established by the American Institute of Certified Public Accountants.
A material weakness is a condition in which the design or operation of one or more of the internal control
structure elements does not reduce to a relatively low level the risk that noncompliance with laws and
regulations that would be material to a federal award program may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control structure used in administering federal award programs and its operations that
we consider to be material weaknesses as defined above.

We also noted matters involving the internal control structure and its operation based on our audit of the
financial statements that we reported to management of the Corporation in a report dated October 10, 1996.

We have also communicated other observations involving the internal control structure and its operation to
management of the Corporation in a separate letter dated October 10, 1996.

This report is intended solely for the information of the Board of Directors, management and others within
the Corporation, officials of the Cognizant Federal Audit Agency and other federal and state agencies as

detailed on the Supplemental Schedule of Federal Awards and should not be used for any other purpose.
However, this report is a matter of public record and its distribution is not limited.

JM\,@M@ LLP

October 10, 1996
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Deloitte &
Touche LLP

f& 1215 Laidley Tower Telephone: (304) 342-5300
LA, 500 Lee Street, East Facsimile: (304) 342-5598
Charleston, West Virginia 25301

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH SPECIFIC
REQUIREMENTS APPLICABLE TO MAJOR FEDERAL AWARDS PROGRAMS
FOR THE YEAR ENDED JUNE 30, 1996

To the Board of Directors of
Marshall University Research Corporation:

We have audited the financial statements of Marshall University Research Corporation (the "Corporation")
as of and for the year ended June 30, 1996, and have issued our report thereon dated October 10, 1996.

We have also audited the Corporation's compliance with the requirements governing types of services
allowed or unallowed; eligibility; matching, level of effort, or earmarking; reporting; cost allocation;
monitoring subrecipients; special tests and provisions; claims for advances and reimbursements; and
amounts claimed or used for matching that are applicable to each of its major federal award programs, which
are identified in the accompanying Supplemental Schedule of Federal Awards, for the year ended June 30,
1996. The management of the Corporation is responsible for the Corporation's compliance with those
requirements. Our responsibility is to express an opinion on compliance with those requirements based on
our audit.

We conducted our audit of compliance with these requirements in accordance with generally accepted
auditing standards; Government Auditing Standards, issued by the Comptroller General of the United States;
and Office of Management and Budget ("OMB") Circular A-133, Audits of Institutions of Higher Education
and Other Nonprofit Institutions. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether material noncompliance with the
requirements referred to above occurred. An audit includes examining, on a test basis, evidence about the
Corporation's compliance with those requirements. We believe that our audit provides a reasonable basis for
our opinion.

In our opinion, the Corporation complied, in all material respects, with the requirements governing types of
services allowed or unallowed; eligibility; matching, level of effort, or earmarking; reporting; cost allocation;
monitoring subrecipients; special tests and provisions; claims for advances and reimbursements; and
amounts claimed or used for matching that are applicable to each of its major federal award programs for the
year ended June 30, 1996.

Deloitte Touche
Tohmatsu 5.
International



This report is intended solely for the information of the Board of Directors, management and others within
the Corporation, officials of the Cognizant Federal Audit Agency and other federal and state agencies as
detailed on the Supplemental Schedule of Federal Awards and should not be used for any other purpose.
However, this report is a matter of public record and distribution is not limited.

p&MJ\M Lep

October 10, 1996
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Deloitte &
Touche LLp

gx 1215 Laidley Tower Telephone: (304) 342-5300
A 500 Lee Street, East Facsimile: (304) 342-5598
Charleston, West Virginia 25301

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH THE GENERAL
REQUIREMENTS APPLICABLE TO FEDERAL AWARDS FOR THE YEAR ENDED

JUNE 30, 1996

To the Board of Directors of
Marshall University Research Corporation:

We have audited the financial statements of Marshall University Research Corporation (the "Corporation™)

as of and for the year ended June 30, 1996, and have issued our report thereon dated October 10, 1996. We
have also audited the Corporation's compliance applicable to requirements of major federal award programs
and have issued our report thereon dated October 10, 1996.

We have applied procedures to test the Corporation's compliance with the following requirements applicable
to its federal award programs, which are identified in the accompanying Supplemental Schedule of Federal
Awards for the year ended June 30, 1996:

- Political activity (Hatch Act and Intergovernmental Personnel Act of 1970, as amended)
- Davis-Bacon Act
- Civil rights
- Cash management
- Relocation assistance and real
property acquisition
- Federal financial reports
- Allowable costs/cost principles
- Drug-Free Workplace Act
- Administrative requirements

Our procedures were limited to the applicable procedures described in the Office of Management and
Budget's Compliance Supplement for Audits of Institutions of Higher Learning and Other Nonprofit
Institutions. Our procedures were substantially less in scope than an audit, the objective of which is the
expression of an opinion on the Corporation's compliance with the requirements listed in the preceding
paragraph. Accordingly, we do not express such an opinion.

Deloitte Touche
Tohmatsu

International -27-



With respect to the items tested, the results of those procedures disclosed no material instances of
noncompliance with the requirements listed in the second paragraph of this report. With respect to items not
tested, nothing came to our attention that caused us to believe that the Corporation had not complied, in all

material respects, with those requirements.

We also noted matters involving compliance with laws and regulations related to our audit of the financial
statements and with requirements related to major and nonmajor federal award programs that we reported to
the Corporation's management in our report dated October 10, 1996.

This report is intended solely for the information of the Board of Directors, management and others within
the Corporation, officials of the Cognizant Federal Audit Agency and other federal and state agencies as

detailed on the Supplemental Schedule of Federal Awards and should not be used for any other purpose.
However, this report is a matter of public record and its distribution is not limited.

o(ﬁM‘ \7\01/0%@ LLp

October 10, 1996
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO NONMAJOR FEDERAL AWARD PROGRAM TRANSACTIONS
FOR THE YEAR ENDED JUNE 30, 1996

To the Board of Directors of
Marshall University Research Corporation:

We have audited the financial statements of Marshall University Research Corporation (the "Corporation")
as of and for the year ended June 30, 1996, and have issued our report thereon dated October 10, 1996. We
have also audited the Corporation's compliance applicable to requirements of major federal award programs
and applied procedures to test compliance with general requirements applicable to federal award programs
and have issued our reports thereon dated October 10, 1996.

In connection with our audit of the 1996 financial statements of the Corporation and with our consideration
of the Corporation's control structure used to administer federal award programs and our assessment of
control risk, as required by Office of Management and Budget ("OMB") Circular A-133, Audits of
Institutions of Higher Education and Other Nonprofit Institutions, we selected certain transactions applicable
to certain nonmajor federal award programs for the year ended June 30, 1996.

As required by OMB Circular A-133, we have performed auditing procedures to test compliance with the
requirements governing types of services allowed or unallowed; eligibility; matching, level of effort, or
earmarking; reporting; cost allocation; monitoring subrecipients; and special tests and provisions that are
applicable to those transactions. Our procedures were substantially less in scope than an audit, the objective
of which is to express an opinion on the Corporation's compliance with these requirements. Accordingly, we
do not express such an opinion.

With respect to the items tested, the results of our procedures disclosed no material instances of
noncompliance with the requirements listed in the preceding paragraph. With respect to the items not tested,
nothing came our attention that caused us to believe that the Corporation had not complied, in all material
respects, with those requirements.

This report is intended solely for the information of the Board of Directors, management and others within
the Corporation, officials of the Cognizant Federal Audit Agency and other federal and state agencies as
detailed on the Supplemental Schedule of Federal Awards and should not be used for any other purpose.
However, this report is a matter of public record and its distribution is not limited.

Db, Tk e

October 10, 1996
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MARSHALL UNIVERSITY RESEARCH CORPORATION

STATUS OF PRIOR YEAR FINDINGS
YEAR ENDED JUNE 30, 1996

The Corporation has taken corrective action on the findings from the prior audit report as follows:

Finding No. 1:

Status:

Finding No. 2:

Status:

Finding No. 3:

Status:

The Corporation has not established policies and procedures to
monitor subrecipient's compliance with laws and regulations.

The Corporation has implemented policies and procedures to
monitor subrecipient activity. These policies require that the
grant's principal investigator approve all subrecipient requests
for advances and/or reimbursement and also requires the
periodic review of subrecipient audit and compliance reports.

We noted that certain financial reports were not filed on a
timely basis.

The Corporation has implemented procedures to more closely
monitor the reporting process to ensure that the Corporation is
in compliance with the requirements of all grant agreements.

The Corporation does not appear to have complied with the
matching provisions of the grant agreement and approved
budget for U.S. Department of Commerce (CFDA 11.303)
grant.

The Corporation has implemented procedures to more closely
monitor cash and in-kind matching contributions by budget
line item to ensure that the Corporation is in compliance with
the requirements of all grant agreements.
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