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accompanying financial statements and, accordingly, we are unable to express, and do not express 
an opinion on them. 
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the Ohio Constitution, and the Revised Code, policies, procedures and guidelines of the Auditor of 
State, regulations and grant requirements.  The Ohio State University Research Foundation is 
responsible for compliance with these laws and regulations. 
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INDEPENDENT AUDITORS� REPORT 

To the Board of Directors of 
The Ohio State University Research Foundation 
Columbus, Ohio 

We have audited the accompanying statements of net assets of The Ohio State University Research 
Foundation (the �Research Foundation�), a component unit of The Ohio State University, as of June 30, 
2009 and 2008, and the related statements of revenues, expenses, and changes in net assets, and of cash 
flows for the years then ended. These financial statements are the responsibility of the Research 
Foundation�s management. Our responsibility is to express an opinion on these financial statements based 
on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the 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 consideration of internal control over financial reporting as a basis for 
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing 
an opinion on the effectiveness of the Research Foundation�s internal control over financial reporting. 
Accordingly, we express no such opinion. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements, 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 Research Foundation as of June 30, 2009 and 2008, and its changes in net assets and cash flows for 
the years then ended in conformity with accounting principles generally accepted in the United States of 
America. 

The Management�s Discussion and Analysis on pages 3 through 9 is not a required part of the financial 
statements, but is supplementary information required by the Governmental Accounting Standards Board. 
This supplementary information is the responsibility of the Research Foundation�s management. We have 
applied certain limited procedures, which consisted principally of inquiries of management regarding the 
methods of measurement and presentation of the supplementary information. However, we did not audit 
the information and we do not express an opinion on it. 
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In accordance with Government Auditing Standards, we have also issued our report dated December 14, 
2009, on our consideration of internal control over financial reporting and our tests of its compliance with 
certain provisions of laws, regulations, contracts, grant agreements, and other matters. The purpose of that 
report is to describe the scope of our testing of internal control over financial reporting and compliance 
and the results of that testing, and not to provide an opinion on the internal control over financial 
reporting or on compliance. That report is an integral part of an audit performed in accordance with 
Government Auditing Standards and should be considered in assessing the results of our audit. 

 

December 14, 2009 
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THE OHIO STATE UNIVERSITY RESEARCH FOUNDATION 
(A Component Unit of The Ohio State University) 

MANAGEMENT�S DISCUSSION AND ANALYSIS 
AS OF AND FOR THE YEARS ENDED JUNE 30� 2009 AND 2008 

The following Management�s Discussion and Analysis, or MD&A, provides an overview of the financial 
position and the results of operations of The Ohio State University Research Foundation (the �Research 
Foundation�) for the years ended June 30, 2009 and 2008. We encourage you to read this MD&A section in 
conjunction with the audited financial statements and footnotes appearing in this report. 

ABOUT THE FINANCIAL STATEMENTS 

The Research Foundation has implemented a governmental financial reporting model, which is set forth in 
Governmental Accounting Standards Board (�GASB�) Statement Nos. 34 and 35. Under these accounting 
standards, the Research Foundation will present its financial reports in a single-column �business-type 
activity� format. GASB Statement No. 35 defines business-type activities as those financed in whole or in 
part by fees charged to external parties for goods and services. Most public colleges and universities have 
elected to use the business-type activity format. 

In addition to this MD&A section, the financial report includes a statement of net assets, a statement of 
revenues, expenses, and changes in net assets, statement of cash flows, and footnotes. 

The statement of net assets is the Research Foundation�s balance sheet. It reflects the total assets, liabilities, 
and net assets (equity) of the Research Foundation as of June 30, 2009, with comparative information as of 
June 30, 2008. Liabilities due within one year, and assets available to pay those liabilities, are classified as 
current. Other assets and liabilities are classified as noncurrent. Investment assets are carried at market value. 
Capital assets, which include the Research Foundation�s furniture and equipment, are shown net of 
accumulated depreciation. Net assets are grouped in the following categories: 

 Invested in capital assets, net of plant debt 

 Restricted�Nonexpendable (endowment and annuity funds) 

 Restricted�Expendable (primarily current restricted and loan funds) 

 Unrestricted 

The statement of revenues, expenses, and changes in net assets is the Research Foundation�s income 
statement. It details how net assets have increased (or decreased) during the fiscal year that ended June 30, 
2009, with comparative information for Fiscal Year 2008. Depreciation is provided for capital assets, and 
there are required subtotals for net operating income or loss and net income or loss before additions to 
nonexpendable funds. 

It should be noted that the required subtotal for net operating income or loss will generally reflect a loss for 
the Research Foundation. This is primarily due to the way operating and nonoperating items are being 
reported. Operating expenses include virtually all Research Foundation expenses. Operating revenues, 
however, exclude certain significant revenue streams, including our corporate operating budget. Under this 
paradigm, our operating loss will increase or decrease based upon the amount of our corporate operating 
budget. 
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The statement of cash flows details how cash has increased (or decreased) during the year ended June 30, 
2009, with comparative information for Fiscal Year 2008. It breaks out the sources and uses of Research 
Foundation cash into the following categories: 

 Operating activities 

 Noncapital financing activities 

 Capital and related financing activities 

 Investing activities 

Cash flows associated with the Research Foundation�s expendable net assets appear in the operating and 
noncapital financing categories. Capital financing activities include payments for capital assets, proceeds 
from long-term debt, and debt repayments. Purchases and sales of investments are reflected as investing 
activities. 

The footnotes, which follow the financial statements, provide additional details on the numbers in the 
financial statements. 

GENERAL 

The Ohio State University Research Foundation is a nonprofit corporation created as a vehicle to promote 
sponsored research at The Ohio State University (the �University�). 

In November 1936, the Ohio Secretary of State issued a charter to The Ohio State University Research 
Foundation as a nonprofit educational corporation. Incorporators of the Research Foundation included the 
renowned inventor Charles F. Kettering and James F. Lincoln, president of the Lincoln Electric Company. 
The Board of Directors consists of the following member directors: 

Administration Members (3):  
Vice President for Research, the Executive Vice President for Academic Affairs and Provost, and the Dean of 
the Graduate School, as designated by the Board of Trustees of the University. 

Faculty Members (4):  
Four Members of the faculty of the University elected by the principal faculty research committee or council 
of the University as designated by the President of the University.  

Alumni Members (2):  
Designated by The Ohio State University Alumni Association from alumni of the University. 

At Large (1):  
Designated by the President of the University from among members of national organizations of distinguished 
engineers, scientists, and scholars. 

The Research Foundation Board of Directors elects officers during the regular annual meeting. The officers 
include the President, Vice President, Secretary, Assistant Secretary, Treasurer, and Executive Director of the 
Research Foundation. The Directors appoint an Executive Committee and other committees as needed. 
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The function of the Research Foundation has evolved over the years in response to the needs of the research 
community within the University. The Research Foundation began as an organization created to encourage 
industry sponsorship of University research. It now provides specialized integrated administrative and 
financial services for research and other activities supported by a wide range of external sponsors. 

The Research Foundation does not own or operate research facilities but utilizes facilities provided by the 
University under an agreement between the Board of Trustees of the University and the Research Foundation. 
Personnel working on Research Foundation projects are appointed as University personnel and are paid 
through the University under provisions of the agreement. The Research Foundation Board of Directors 
approves the operating budget for the Research Foundation�s administrative expenses. 

FINANCIAL HIGHLIGHTS AND KEY TRENDS 

Awards totaled $486 million in Fiscal Year 2009, an $82 million (20%) increase from $404 million received 
in Fiscal Year 2008. Awards funded under ARRA (the American Recovery and Reinvestment Act of 2009) 
accounted for $7.5 million of the $11.2 million overall increase in federal awards. The largest component of 
this year�s award growth, $63 million, was from the Ohio Research Scholars Program. $26 million of the 
Ohio Research Scholars Program awards are in the form of endowments. The interest earned from the 
endowments is designated for the salary of research scholars. The endowment principal cannot be spent and 
the endowment principal may be reclaimed by the State of Ohio if circumstances warrant it. 
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STATEMENT OF NET ASSETS 

From June 30, 2008 to June 30, 2009, the cash balance increased by $8.7 million (19%). This increase was 
due to continuing improvement within the billing teams and an increase in deferred revenue. The increase in 
deferred revenue was due to the amount of cash advanced from sponsors increasing by $2 million during the 
year. The statement of cash flows, which is discussed in more detail below, provides additional detail on the 
sources and the uses of Research Foundation cash. 

Following is a summary of the major components of the net assets of the Research Foundation for the years 
ended June 30, 2009, 2008 and 2007: 

2009 2008 2007

CURRENT ASSETS 104,284,674$ 100,580,263$ 92,915,432$
CAPITAL ASSETS � Furniture and equipment 325,796          592,787           826,724        

                                                              
           Total assets 104,610,470$ 101,173,050$  93,742,156$

                                                              
CURRENT LIABILITIES 95,623,011$  92,564,679$   85,341,673$
NONCURRENT LIABILITIES � Compensated
  absences 360,418        355,250          349,676      

                                                       
           Total liabilities  95,983,429     92,919,929      85,691,349  

                                                              
NET ASSETS:                                                               
  Invested in capital assets 325,796          592,787           826,724        
  Unrestricted 8,301,245       7,660,334        7,224,083     

                                                              

           Total net assets 8,627,041       8,253,121        8,050,807     
                                                              

Total liabilities and net assets 104,610,470$ 101,173,050$  93,742,156$
 

Accounts receivable and unbilled project costs decreased by $5 million (9%) this year primarily due to 
improved billing, reporting, and collections processing. The Research Foundation worked with the University 
Payroll department to improve the timeliness of fringe benefit postings. The improvements to benefit 
processing made it possible to draw an additional $4 million in fringe benefit costs by month end. 

2008�2007 Highlights � From June 30, 2007 to June 30, 2008, the cash balance increased by $9 million 
(25%). Improved billing, reporting, and collections processing resulted in a $1.5 million decrease in accounts 
receivable and unbilled project costs while the amount of cash advanced from sponsors increased by 
$5.8 million during the year. 
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STATEMENT OF REVENUES� EXPENSES� AND CHANGES IN NET ASSETS 

Our sponsored project revenue/expenditures increased by $24.4 million over last fiscal year due mainly to 
increases for awards funded by the National Institutes of Health, the State of Ohio, other non-federal, and 
industry sponsors. The Colleges of Medicine and Engineering combined for 54% of the total sponsored 
project revenue in Fiscal Year 2009. Federal sponsors were the major source of revenue; NIH, our largest 
federal sponsor, accounted for 33% of the total.  
 
 

  

Even though our average cash balances were higher than last year, net interest revenue dropped by $355,000 
due to historically low interest rates. 

We recognize sponsored project revenue as sponsored project expenses are incurred. The excerpt below from 
our statement of revenues, expenses, and changes in net assets demonstrates this relationship. 
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2009 2008 2007

SPONSOR PROJECT REVENUE 403,315,006$ 378,917,953$ 377,114,762$   
                                                         

EXPENDITURES AND TRANSFERS:                                                          
  Sponsored project expenses:                                                          

  Personnel 193,560,924$ 186,025,878$ 175,463,288$   
  Materials and services 100,551,632 89,266,449   98,034,949       
  Equipment 15,277,522   14,155,634   20,063,354       
  Travel 7,820,382     8,566,070     7,548,297         
  F&A charged by the University 86,104,546     80,903,922     76,004,874       

 Total Sponsored project expenses: 403,315,006$ 378,917,953$ 377,114,762$    

The University appropriation of nonoperating revenue of $7.7 million represents the current year�s Research 
Foundation operating budget. The Research administration expenditure line represents annual Research 
Foundation expenditures. The difference between these two line items is the budget surplus (deficit) for the 
fiscal year. 

It is important to note that the Research Foundation did not overspend the available budget this year. The 
Research Foundation�s available budget consists of the University appropriation and any unspent budget 
(budget carry forward) from prior years. For financial statement purposes, any noncapital spending from 
budget carry forward will flow through the income statement on the Research administration expenditure line 
and will therefore reduce net income in the year the spending takes place. 

Additionally, for financial statement purposes, any noncapital spending from Net Assets will flow through the 
income statement as Other Operating Expense and will therefore reduce net income. In 2009, the Research 
Foundation funded the accounts receivable collection activity and the nonpersonnel operations budget with 
Board Designated funds in the amount of $744,700. 

2008�2007 Highlights� 2008 Sponsored project revenue/expenditures increased modestly by $1.8 million 
from 2007.  

THE STATEMENT OF CASH FLOWS 

The primary source of cash receipts for operating activities consists of payments from sponsors. Cash outlays 
represent payments for personnel, materials, services, equipment, and travel incurred for Sponsored Research 
activities. 

It should be noted that our corporate expenditures are carried in Cash Flows from Operating Activities and 
our corporate operating budget is carried in Net Cash Provided by Noncapital Financing Activities. This 
results in a large positive cash flow from noncapital financing activities and a corresponding decrease in cash 
flow from operations. 

Net cash provided by investing activities decreased by approximately $355,000 due to lower interest rates. 
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FUTURE 

Historically, the Research Foundation accepted all extramural research awards on behalf of the University. 
The Research Foundation was the grantee. With the adoption of the PeopleSoft accounting suite, it became 
possible to incorporate the pre award and post award management of grants into the University accounting 
system thereby eliminating the need for the separate grants accounting system maintained by the Research 
Foundation. 

As of October 1, 2009, the Research Foundation started to transition all awards to the University. The 
transition began by submitting new proposals and entering into new agreements with The Ohio State 
University as grantee. Existing agreements will transition from the Research Foundation to the University at 
an appropriate point in their life cycle, or will be allowed to run their course as Research Foundation awards. 
Over the next few years, the current functions of the Research Foundation will be completely integrated into 
the University and the Research Foundation will be used for a different purpose.  

During this transition, the Research Foundation will continue to collaborate with the campus community to 
develop and implement simplified processes that decrease the administrative burden on University researchers 
while enhancing sponsored projects compliance.  



 
  

- 10 - 

THE OHIO STATE UNIVERSITY RESEARCH FOUNDATION
(A Component Unit of The Ohio State University)

STATEMENTS OF NET ASSETS
AS OF JUNE 30� 2009 AND 2008

2009 2008
ASSETS

CURRENT ASSETS:
  Cash and cash equivalents 53,797,654$   45,105,960$   
  Accounts receivable and unbilled project costs 49,820,043    54,790,052     
  Other receivables 666,977          684,251          

           Total current assets 104,284,674  100,580,263    

FURNITURE AND EQUIPMENT � Net of accumulated depreciation 
  of approximately $1,488,854 and $1,221,863 in 2009 and 2008, respectively 325,796          592,787          

TOTAL 104,610,470$ 101,173,050$  

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES:
  Accounts payable:
    Trade 9,950,809$     11,701,863$   
    The Ohio State University 1,362,282      958,907          
  Accrued payroll 1,794,592      1,814,777       
  Compensated absences 29,989            31,175            
  Deferred revenue � sponsors 62,010,235    60,000,020     
  Facilities and administrative costs payable to University departments 20,475,104    18,057,937     

           Total current liabilities 95,623,011    92,564,679     

COMPENSATED ABSENCES � Long-term 360,418          355,250          

           Total liabilities 95,983,429    92,919,929     

NET ASSETS:
  Invested in capital assets 325,796          592,787          
  Unrestricted 8,301,245      7,660,334       

           Total net assets 8,627,041      8,253,121       

TOTAL 104,610,470$ 101,173,050$  

See notes to financial statements.  
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THE OHIO STATE UNIVERSITY RESEARCH FOUNDATION
(A Component Unit of The Ohio State University)

STATEMENTS OF REVENUES� EXPENSES� AND CHANGES IN NET ASSETS
FOR THE YEARS ENDED JUNE 30� 2009 AND 2008

2009 2008

OPERATING REVENUE 403,315,006$ 378,917,953$ 

OPERATING EXPENSES 
  Personnel 193,560,924 186,025,878   
  Materials and services 100,551,632 89,266,449     
  Equipment 15,277,522   14,155,634     
  Travel 7,820,382     8,566,070       
  Facilities and administrative cost charged by the University 86,104,546   80,903,922     
  Research administration 7,140,997     6,957,862       
  Depreciation 266,991        267,986         
  Other operating expense 744,700        671,564         

           Total operating expenses 411,467,694 386,815,365   

OPERATING LOSS (8,152,688)    (7,897,412)     

NONOPERATING REVENUES AND EXPENSES:
  University appropriation 7,718,673     7,312,808       
  Interest income 807,935        1,163,080       

       Net nonoperating revenues and expenses 8,526,608     8,475,888       

INCOME BEFORE TRANSFERS 373,920        578,476         

TRANSFERS TO THE UNIVERSITY                     (376,162)        

INCREASE IN NET ASSETS 373,920        202,314         

NET ASSETS � Beginning of year 8,253,121     8,050,807       

NET ASSETS � End of year 8,627,041$    8,253,121$     

See notes to financial statements.  
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THE OHIO STATE UNIVERSITY RESEARCH FOUNDATION
(A Component Unit of The Ohio State University)

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30� 2009 AND 2008

2009 2008

CASH FLOWS FROM OPERATING ACTIVITIES:
  Received from sponsors 410,312,504$ 385,728,265$  
  Payments to employees (200,718,124) (192,768,810)   
  Payments to suppliers (209,429,294) (191,890,614)   

           Net cash provided by operating activities 165,086         1,068,841       

CASH FLOWS FROM NONCAPITAL FINANCING
  ACTIVITIES: 
  University appropriations 7,718,673      7,312,808       
  Transfer to the University                      (376,162)         

           Net cash provided by noncapital financing activities 7,718,673      6,936,646       
 
CASH FLOWS FROM CAPITAL AND RELATED                      
  FINANCING ACTIVITIES �  Purchases of furniture                      
  and equipment                      (34,049)           

           Net cash used in capital and related financing activities -                      (34,049)           
                     

CASH FLOWS FROM INVESTING ACTIVITIES �                      
  Interest on cash investments 807,935         1,163,080       

           Net cash provided by investing activities 807,935         1,163,080       

NET INCREASE IN CASH  AND CASH EQUIVALENTS 8,691,694      9,134,518       

CASH AND CASH EQUIVALENTS � Beginning of year 45,105,960    35,971,442      

CASH AND CASH EQUIVALENTS � End of year 53,797,654$   45,105,960$    

(Continued)  
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THE OHIO STATE UNIVERSITY RESEARCH FOUNDATION
(A Component Unit of The Ohio State University)

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30� 2009 AND 2008

2009 2008

OPERATING ACTIVITIES:
  Operating loss (8,152,688)$ (7,897,412)$  
  Adjustments to reconcile operating loss to net cash provided by                  
    operating activities:                  
    Depreciation 266,991      267,986        
    Decrease (increase) in operating assets and                  
      increase (decrease) in operating liabilities:                  
      Accounts receivable and unbilled project costs 4,970,009   1,503,658     
      Other receivables 17,274        (33,971)        
      Accounts payable � trade (1,751,054)  850,091        
      Accounts payable � The Ohio State University 403,375      521,692        
      Accrued payroll (20,185)      206,390        
      Accrued vacation and sick leave 3,982          8,539           
      Deferred revenue � sponsors 2,010,215   5,807,103     
      Facilities and administrative costs payable to University                  
        departments 2,417,167   301,241        
      Designated funds for University departments                  (466,476)       

NET CASH PROVIDED BY OPERATING ACTIVITIES 165,086$     1,068,841$   

See notes to financial statements. (Concluded)  
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THE OHIO STATE UNIVERSITY RESEARCH FOUNDATION 
(A Component Unit of The Ohio State University) 

NOTES TO FINANCIAL STATEMENTS 
AS OF AND FOR THE YEARS ENDED JUNE 30� 2009 AND 2008 

1. ORGANIZATION 

The Ohio State University Research Foundation (the �Research Foundation�), a component unit of The 
Ohio State University (the �University�), is a nonprofit educational corporation created in 1936 as a 
vehicle to promote the development, implementation, and coordination of sponsored research at the 
University in the furtherance of the University�s educational objectives. The Research Foundation�s 
financial statements and accounts are consolidated with the University for purposes of complying with 
the University�s reporting requirements. 

2. ACCOUNTING POLICIES 

The following is a summary of certain significant accounting policies followed in the preparation of the 
financial statements: 

Basis of Presentation � The financial statements of the Research Foundation have been prepared on an 
accrual basis in accordance with accounting principles generally accepted in the United States of 
America as prescribed by the Governmental Accounting Standards Board (GASB) including GASB 
Statement No. 34, Basic Financial Statements � and Management�s Discussion and Analysis � for 
State and Local Governments, and GASB Statement No. 35, Basic Financial Statements � and 
Management�s Discussion and Analysis � for Public Colleges and Universities (an amendment of 
GASB Statement No. 34). The presentation required by GASB Statement No. 34 and GASB Statement 
No. 35 provides a comprehensive, entity-wide perspective of the Research Foundation�s assets, 
liabilities, net assets, revenues, expenses, and changes in net assets, and cash flows. 

The Research Foundation follows all GASB pronouncements as well as Financial Accounting Standards 
Board (FASB) Statements and Interpretations, Accounting Principles Board (APB) Opinions, and 
Accounting Research Bulletins of the Committee on Accounting Procedures issued on or before 
November 30, 1989, unless those pronouncements conflict with or contradict GASB pronouncements. 
The Research Foundation has elected not to apply FASB Statements and Interpretations issued after 
November 30, 1989. 

Revenue Recognition � Substantially, all of the Research Foundation�s revenues are derived from 
restricted grants and cost reimbursement contracts which provide for the recovery of direct and related 
facilities and administrative costs, subject to audit. The Research Foundation recognizes revenue 
associated with direct costs as the related costs are incurred. Recovery of related facilities and 
administrative costs is generally recorded at fixed rates negotiated with the Department of Health and 
Human Services, the cognizant federal audit agency. 

Revenues derived from grants and contracts are reported as operating revenues. Transactions which are 
capital, finance, or investment related are reported as nonoperating revenues. University appropriations 
and interest earned on cash investments are reported as nonoperating revenues. 
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Cash and Cash Equivalents � Cash and cash equivalents consist of demand deposit accounts and 
certificates of deposit with original maturities of less than 90 days. The Research Foundation�s cash is in 
the University�s account and is commingled with other University-related entities and invested daily in 
overnight investment vehicles, which are considered cash equivalents. Investment income is allocated to 
the Research Foundation based on their ownership of the funds included in the University�s account. 

Accounts Receivable and Unbilled Project Costs � Receivables are reported at their gross value 
when earned as the underlying exchange transaction occurs. An estimated receivable has been recorded 
for services rendered but not yet billed as of June 30, 2009. The receivable was arrived at primarily by 
taking the subsequent payments of expenses related to cost reimbursement contracts invoiced after 
year-end, and recording at year-end the portions incurred and reimbursable from sponsors as of 
year-end. 

Furniture and Equipment � Furniture and equipment are recorded at cost and the capitalization 
threshold is $3,000. Provision is made for depreciation of physical properties at rates calculated to 
absorb costs generally over the asset�s estimated useful life of five years. Depreciation is calculated 
using the straight-line method. Depreciation expense was $266,991 and $267,986 for the years ended 
June 30, 2009 and 2008, respectively. 

Expenditures for maintenance and repairs are charged to operating expenses as incurred; major renewals 
and betterments are capitalized. 

June 30� June 30�
2008 Additions Disposal 2009

Capital assets:
  Furniture and equipment 1,814,650$ -     $        -     $     1,814,650$
  Less accumulated depreciation 1,221,863 266,991               1,488,854  

Net capital assets 592,787$   (266,991)$ -     $     325,796$   

June 30� June 30�
2007 Additions Disposal 2008

Capital assets:
  Furniture and equipment 1,785,073$ 34,049$    (4,472)$ 1,814,650$
  Less accumulated depreciation 958,349    267,986   (4,472)   1,221,863  

Net capital assets 826,724$   (233,937)$ -     $     592,787$    

Compensated Absences � Research Foundation employees earn vacation and sick leave on a monthly 
basis. Classified civil service employees may accrue vacation benefits up to a maximum of three years 
credit. Administrative and professional staff and faculty may accrue vacation benefits up to a maximum 
of 240 hours. For all classes of employees, any earned but unused vacation benefit is payable upon 
termination. 

Sick leave may be accrued without limit. However, earned but unused sick leave benefits are payable 
only upon retirement from the Research Foundation with 10 or more years of service with the State. The 
amount of sick leave benefit payable at retirement is one fourth of the value of the accrued but unused 
sick leave, up to a maximum of 240 hours. 
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Activity for the years ended June 30, 2009 and 2008, is as follows: 

Beginning Ending Current
Balance Additions Reductions Balance Portion

 
Compensated absences �   
  2009 386,425$ 3,982$ -     $       390,407$ 29,989$
Compensated absences �
  2008 377,886 8,539 386,425   31,175  

In-Kind Income � The Research Foundation is a component unit of the University. As part of the 
relationship, transfers of funds occur between the University and the Research Foundation for certain 
sponsored project expenditures and research administration. 

Estimates � The preparation of financial statements in conformity with accounting principles generally 
accepted in the United States of America requires management to make estimates and assumptions that 
affect the reported amounts of assets, liabilities, revenues, and expenses during the reporting period. 
Disclosure of contingent assets and liabilities at the date of the financial statements may also be affected. 
Actual results could differ from those estimates. 

New Accounting Pronouncements � In June 2007, GASB issued Statement No. 51, Accounting and 
Financial Reporting for Intangible Assets. This statement establishes standards for the capitalization, 
amortization, and financial reporting of intangible assets, including easements, water rights, timber 
rights, patents, trademarks, and computer software. The requirements of this statement are effective for 
financial statements for periods beginning after June 15, 2009. 

The Research Foundation management has not yet determined the impact that implementation of GASB 
Statement No. 51 will have on the Research Foundation�s financial statements. 

3. DESIGNATED FUNDS FOR UNIVERSITY DEPARTMENTS 

Designated funds for University departments represent unrestricted funds resulting from residual 
amounts from certain completed projects that are for use at the discretion of University departments and 
funds payable to the University from royalties held by the Research Foundation. 

4. TAX-EXEMPT STATUS 

The Research Foundation is exempt from federal taxes on income under Section 501(c)(3) of the 
Internal Revenue Code. 

5. RETIREMENT PLAN 

All eligible University personnel assigned to the Research Foundation are covered by the Public 
Employees Retirement System of Ohio (OPERS). Employees may opt out of OPERS and participate in 
the Alternative Retirement Plan (ARP) if they meet certain eligibility requirements. 
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Defined Benefit Plans � OPERS offers statewide cost-sharing multiple-employer defined-benefit 
pension plans. OPERS provides retirement and disability benefits, annual cost-of-living adjustments, 
and death benefits to plan members and beneficiaries. Benefits are established by state statute and are 
calculated using formulas that include years of service and final average salary as factors. OPERS issues 
a separate, publicly available financial report that includes financial statements and required 
supplemental information. The report may be obtained by contacting OPERS at 277 East Town Street, 
Columbus, OH 43215-4642, (614) 222-5601, (800) 222-PERS (7377), or www.opers.org. 

In addition to the retirement benefits described above, OPERS provides postemployment health care 
benefits. 

OPERS currently provides postemployment health care benefits to retirees with 10 or more years of 
qualifying service credit. These benefits are advance-funded on an actuarially determined basis and are 
financed through employer contributions and investment earnings. OPERS determines the amount, if 
any, of the associated health care costs that will be absorbed by OPERS. Under Ohio Revised Code 
(ORC), funding for medical costs paid from the funds of OPERS is included in the employer 
contribution rate. For the fiscal year ended December 31, 2008, OPERS allocated 7.0% of the employer 
contribution rate to fund the health care program for retirees. 

The actuarial value of assets available for these benefits at December 31, 2007 (the date of the system�s 
latest actuarial review), was $12.8 billion. There were 363,503 active contributing participants in the 
OPERS Traditional Pension and Combined Pension Plans (i.e., OPERS plans with postemployment 
health coverage) as of December 31, 2008, and 364,076 active contributing participants used in the 
December 31, 2007, actuarial valuation. 

On September 9, 2004, the OPERS Retirement Board adopted a Health Care Preservation Plan 
(HCPP) with an effective date of January 1, 2007. In response to skyrocketing health care costs, the 
HCPP restructured OPERS� health care coverage to improve the financial solvency of the fund by 
creating a separate investment tool for health care coverage. 

Under the HCPP, retirees eligible for health care coverage will receive a graded monthly allocation 
based on their years of service at retirement. HCPP incorporates a cafeteria approach, offering a broad 
range of health care options which allows benefit recipients to use their monthly allocation to purchase 
health care coverage customized to meet their individual needs. If the monthly allocation exceeds the 
cost of the options selected, the excess is deposited into a Retiree Medical Account that can be used to 
fund future health care expenses. Postemployment health care benefits are not guaranteed by ORC to be 
covered under OPERS defined benefit plans. 

Defined Contribution Plan �ARP is a defined-contribution pension plan. Full-time administrative and 
professional staff and faculty may choose to enroll in ARP in lieu of OPERS. Classified civil service 
employees hired on or after August 1, 2005, are also eligible to participate in ARP. ARP does not 
provide disability benefits, annual cost-of-living adjustments, postretirement health care benefits, or 
death benefits to plan members and beneficiaries. Benefits are entirely dependent on the sum of 
contributions and investment returns earned by each participant�s choice of investment options. 

OPERS also offers a defined-contribution plan, the Member-Directed Plan (�MD�). The MD does not 
provide disability benefits, annual cost-of-living adjustments, postretirement health care benefits, or 
death benefits to plan members and beneficiaries. Benefits are entirely dependent on the sum of 
contributions and investment returns earned by each participant�s choice of investment options. 
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Combined Plans � OPERS also offers a combined plan. This is a cost-sharing multiple-employer 
defined-benefit plan that has elements of both a defined-benefit and defined-contribution plan. In the 
combined plan, employee contributions are invested in self-directed investments, and the employer 
contribution is used to fund a reduced defined benefit. Employees electing the combined plan receive 
postretirement health care benefits. OPERS provides retirement, disability, survivor, and postretirement 
health care benefits to qualifying members of the combined plan. 

Funding Policy � ORC provides OPERS statutory authority to set employee and employer 
contributions. Contributions equal to those required by OPERS are required for ARP. For employees 
enrolling in ARP, ORC requires a portion (which may be revised pursuant to periodic actuarial studies) 
of the employer contribution be contributed to OPERS to enhance the stability of these plans. For 2009, 
2008, and 2007, the required contribution rates (as a percentage of covered payrolls) for plan members 
and the Research Foundation are as follows: 

Employee Employer
Share Share

July 1, 2007�December 31, 2007 9.50 % 13.77 %
January 1, 2008�June 30, 2008 10.00   14.00
July 1, 2008�June 30, 2009 10.00   14.00  

For the years ended June 30, 2009, 2008, and 2007, the Research Foundation reimbursed the University 
for the following costs for contributions associated with the retirement plans: 

Contributions
Years Ending OPERS ARP

2007 584,467$ 102,161$
2008 580,093   95,423   
2009 611,010   95,307    

6. COMMITMENTS AND CONTINGENCIES 

The Research Foundation, as an associated foundation, is covered under the University�s self-insurance 
arrangements and commercial insurance policies. The University is self-insured for employee health 
care benefits; and employee life, accidental death, and dismemberment benefits. The University also 
carries commercial insurance policies for various property, casualty, and excess liability risks. Over the 
past three years, settlement amounts related to these insured risks have not exceeded the University�s 
coverage amounts. 

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 reimbursements 
to the grantor agencies. While questioned costs may occur, ultimate repayments required of the Research 
Foundation have been infrequent in prior years. 
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7. SUBSEQUENT EVENT 

Beginning October 1, 2009, the Research Foundation and the University have started transitioning the 
Research Foundation into the Office of Sponsored Programs, a fully integrated department of the 
University. Over the next three years, the Research Foundation will be transitioning grants and contracts 
from their name into the University�s name. At the end of the transition period, substantially all of the 
University�s sponsored program activities will be accounted for directly by the University, and the 
501(c)(3) entity will be used for other purposes. 

* * * * * *  



 
  

 

INDEPENDENT AUDITORS� REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER 
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS 
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING 
STANDARDS 

To the Board of Directors of 
The Ohio State University Research Foundation 
Columbus, Ohio 

We have audited the financial statements of The Ohio State University Research Foundation (the 
�Research Foundation�), a component unit of The Ohio State University, as of and for the years ended 
June 30, 2009 and 2008, and have issued our report thereon dated December 14, 2009. We conducted our 
audit in accordance with auditing standards generally accepted in the United States of America and the 
standards applicable to financial audits contained in Governmental Auditing Standards, issued by the 
Comptroller General of the United States. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the Research Foundation�s internal control over 
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our 
opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness 
of the Research Foundation�s internal control over financial reporting. Accordingly, we do not express an 
opinion on the effectiveness of the Research Foundation�s internal control over financial reporting. 

A control deficiency exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent or detect 
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of control 
deficiencies, that adversely affects the entity�s ability to initiate, authorize, record, process, or report 
financial data reliably in accordance with generally accepted accounting principles such that there is more 
than a remote likelihood that a misstatement of the entity�s financial statements that is more than 
inconsequential will not be prevented or detected by the entity�s internal control. 

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in 
more than a remote likelihood that a material misstatement of the financial statements will not be 
prevented or detected by the entity�s internal control. 

Our consideration of the internal control over financial reporting was for the limited purpose described in 
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control 
that might be significant deficiencies and material weaknesses. We did not identify any deficiencies in 
internal control over financial reporting that we consider to be material weaknesses, as defined above. 
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Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Research Foundation�s financial statements 
are free of material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material 
effect on the determination of financial statement amounts. However, providing an opinion on compliance 
with those provisions was not an objective of our audit and, accordingly, we do not express such an 
opinion. The results of our tests disclosed no instances of noncompliance that are required to be reported 
under Government Auditing Standards. 

We noted certain matters that we reported to management of the Research Foundation in a separate letter 
dated December 14, 2009. 

This report is intended solely for the information and use of the Board of Directors, management of the 
Research Foundation, federal awarding agencies, state funding agencies, pass-through entities, and the 
Auditor of the State of Ohio, and is not intended to be, and should not be, used by anyone other than these 
specified parties. 

 

December 14, 2009 



 
  

 

The Ohio State University 
Research Foundation 
(A Component Unit of The Ohio State University) 

Report on Federal Awards in Accordance With OMB 
Circular A-133 for the Year Ended June 30, 2009 
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THE OHIO STATE UNIVERSITY RESEARCH FOUNDATION 
(A Component Unit of The Ohio State University) 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
FOR THE YEAR ENDED JUNE 30, 2009 

1. ORGANIZATION 

The Ohio State University Research Foundation (the “Research Foundation”) is a nonprofit educational 
corporation created in 1936 as a vehicle to promote the development, implementation, and coordination 
of sponsored research at The Ohio State University (the “University”) in the furtherance of the 
University’s educational objectives. Accordingly, grants received for sponsored research are deemed to 
be pass-throughs from the University. 

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Basis of Presentation — The accompanying schedule of expenditures of federal awards includes all the 
federal grant transactions of the Research Foundation recorded on the accrual basis of accounting. 

Subrecipients — Certain funds are passed through to subgrantee organizations by the Research 
Foundation. Expenditures incurred by the subgrantees and reimbursed by the Research Foundation are 
presented in the schedule of expenditures of federal awards. The Research Foundation is also the 
subrecipient of federal funds, which are reported as expenditures and listed as federal pass-through 
funds. 

3. REIMBURSEMENT OF FACILITIES AND ADMINISTRATIVE COSTS 

U.S. Office of Management and Budget (OMB) Circular A-21 (“A-21”), Costs Principles for 
Educational Institutions, requires submission of a Certificate of Facilities and Administrative Costs (the 
“Certificate”) to an institution’s cognizant agency. The Certificate is prepared by the University and is 
used in negotiations with its cognizant agency, the Department of Health and Human Services (DHHS), 
in determining a rate at which the University and the Research Foundation will be reimbursed for the 
facilities and administrative costs associated with the completion of sponsored research. 

The Research Foundation receives reimbursement of facilities and administrative costs as part of the 
granting agreement at either the rate negotiated with DHHS or at special rates negotiated with the 
granting agency. Facilities and administrative costs recovered by the Research Foundation are remitted 
to the University. 
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On April 26, 2006, DHHS approved facilities and administrative cost recovery rates effective from 
July 1, 2006 through June 30, 2009. The facilities and administrative cost rate structure, including the 
rates submitted within the Certificate, are as follows: 

Rate as
Submitted

Within Negotiated
Rate Type Certificate Rate

Organized research:
  On-campus 55.3 %     50 %      
  Off-campus 26          26        
Instruction:
  On-campus 57          49.5     
  Off-campus 26          26        
Other sponsored activities:
  On-campus 40.1       33        
  Off-campus 26          24        

Through June 30, 2009
Effective July 1, 2006

 

Differences between the rates submitted within the Certificate and the rates negotiated with DHHS result 
from DHHS’s review of the underlying support and assumptions used by the University in the 
preparation of the Certificate. Despite DHHS’s approval, negotiated rates could be adjusted 
retroactively, and reimbursement to granting agencies could be required if costs identified as 
unallowable per A-21 were improperly included in amounts within the Certificate. 

* * * * * *  
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER 
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS 
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING 
STANDARDS 

To the Board of Directors of 
The Ohio State University Research Foundation: 

We have audited the financial statements of The Ohio State University Research Foundation (the 
“Research Foundation”), a component unit of The Ohio State University, as of and for the year ended 
June 30, 2009 and 2008, and have issued our report thereon dated December 14, 2009. We conducted our 
audits in accordance with auditing standards generally accepted in the United States of America and the 
standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the Research Foundation’s internal control over 
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our 
opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness 
of the Research Foundation’s internal control over financial reporting. Accordingly, we do not express an 
opinion on the effectiveness of the Research Foundation’s internal control over financial reporting. 

A control deficiency exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent or detect 
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of control 
deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or report 
financial data reliably in accordance with generally accepted accounting principles such that there is more 
than a remote likelihood that a misstatement of the entity’s financial statements that is more than 
inconsequential will not be prevented or detected by the entity’s internal control. 

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in 
more than a remote likelihood that a material misstatement of the financial statements will not be 
prevented or detected by the entity’s internal control. 

Our consideration of the internal control over financial reporting was for the limited purpose described in 
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control 
that might be significant deficiencies and material weaknesses. We did not identify any deficiencies in 
internal control over financial reporting that we consider to be material weaknesses, as defined above. 
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Compliance and Other Matters 

As a part of obtaining reasonable assurance about whether the Research Foundation’s financial statements 
are free of material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material 
effect on the determination of financial statement amounts. However, providing an opinion on compliance 
with those provisions was not an objective of our audit and, accordingly, we do not express such an 
opinion. The results of our tests disclosed no instances of noncompliance that are required to be reported 
under Government Auditing Standards. 

We noted certain matters that we reported to management of the Research Foundation in a separate letter 
dated December 14, 2009. 

This report is intended solely for the information and use of the Board of Directors, management of the 
Research Foundation, federal awarding agencies, state funding agencies, pass-through entities, and the 
Auditor of the State of Ohio, and is not intended to be, and should not be, used by anyone other than these 
specified parties. 

 

December 14, 2009 
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH 
REQUIREMENTS APPLICABLE TO EACH MAJOR FEDERAL AWARD 
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN 
ACCORDANCE WITH OMB CIRCULAR A-133 AND ON THE SCHEDULE 
OF EXPENDITURES OF FEDERAL AWARDS 

To the Board of Directors of 
The Ohio State University Research Foundation: 

Compliance 

We have audited the compliance of The Ohio State University Research Foundation (the “Research 
Foundation”), a component unit of The Ohio State University, with the types of compliance requirements 
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement 
that are applicable to its major federal program for the year ended June 30, 2009. The Research 
Foundation’s major federal program is identified in the summary of auditors’ results section of the 
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws, 
regulations, contracts, and grants applicable to its major federal program is the responsibility of the 
Research Foundation’s management. Our responsibility is to express an opinion on the Research 
Foundation’s compliance based on our audit. 

We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America; the standards applicable to financial audits contained in Government Auditing Standards, issued 
by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we 
plan and perform the audit to obtain reasonable assurance about whether noncompliance with the types of 
compliance requirements referred to above that could have a direct and material effect on a major federal 
program occurred. An audit includes examining, on a test basis, evidence about the Research 
Foundation’s compliance with those requirements and performing such other procedures, as we 
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our 
opinion. Our audit does not provide a legal determination on the Research Foundation’s compliance with 
those requirements. 

In our opinion, the Research Foundation complied, in all material respects, with the requirements referred 
to above that are applicable to its major federal program for the year ended June 30, 2009. However, the 
results of our auditing procedures disclosed instances of noncompliance with those requirements that are 
required to be reported in accordance with OMB Circular A-133 and which are described in the 
accompanying schedule of findings and questioned costs as items 09-01, 09-02, 09-03, and 09-04. 

Internal Control Over Compliance 

The management of the Research Foundation is responsible for establishing and maintaining effective 
internal control over compliance with requirements of laws, regulations, contracts, and grants applicable 
to federal programs. In planning and performing our audit, we considered the Research Foundation’s 
internal control over compliance with requirements that could have a direct and material effect on a major 
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federal program in order to determine our auditing procedures for the purpose of expressing our opinion 
on compliance, but not for the purpose of expressing an opinion on the effectiveness of internal control 
over compliance. Accordingly, we do not express an opinion on the effectiveness of the Research 
Foundation’s internal control over compliance. 

Our consideration of internal control over compliance was for the limited purpose described in the 
preceding paragraph and would not necessarily identify all deficiencies in the entity’s internal control that 
might be significant deficiencies or material weaknesses as defined below. However, as discussed below, 
we identified certain deficiencies in internal control over compliance that we consider to be significant 
deficiencies. 

A control deficiency in an entity’s internal control over compliance exists when the design or operation of 
a control does not allow management or employees, in the normal course of performing their assigned 
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program 
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, 
that adversely affects the entity’s ability to administer a federal program such that there is more than a 
remote likelihood that noncompliance with a type of compliance requirement of a federal program that is 
more than inconsequential will not be prevented or detected by the entity’s internal control. We consider 
the deficiency in internal control over compliance described in the accompanying schedule of findings 
and questioned costs as item 09-01 to be a significant deficiency. 

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in 
more than a remote likelihood that material noncompliance with a type of compliance requirement of a 
federal program will not be prevented or detected by the entity’s internal control. We did not consider any 
of these deficiencies described in the accompanying schedule of findings and questioned costs to be 
material weaknesses. 

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

Schedule of Expenditures of Federal Awards 

We have audited the financial statements of The Ohio State University Research Foundation as of and for 
the year ended June 30, 2009, and have issued our report thereon dated December 14, 2009. Our audit 
was performed for the purpose of forming an opinion on the financial statements taken as a whole. The 
accompanying schedule of expenditures of federal awards is presented for the purpose of additional 
analysis as required by OMB Circular A-133 and is not a required part of the financial statements. This 
schedule is the responsibility of the Research Foundation’s management. Such information has been 
subjected to the auditing procedures applied in our audit of the financial statements and, in our opinion, is 
fairly stated, in all material respects, when considered in relation to the financial statements taken as a 
whole. 

This report is intended solely for the information and use of the Board of Directors, management of the 
Research Foundation, federal awarding agencies, state funding agencies, pass-through entities, and the 
Auditor of the State of Ohio, and is not intended to be, and should not be, used by anyone other than these 
specified parties. 

 

December 14, 2009 
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THE OHIO STATE UNIVERSITY RESEARCH FOUNDATION 
(A Component Unit of The Ohio State University) 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2009 

PART I — SUMMARY OF AUDITORS’ RESULTS 

Financial Statements 

Type of auditor’s report issued:  Unqualified 

Internal control over financial reporting: 

1. Material weakness(es) identified: No 

2. Significant deficiencies identified that are not considered to be material weaknesses? None reported 

3. Noncompliance material to financial statements noted?  No 

Federal Awards 

Internal control over major programs: 

4. Material weaknesses identified? No 

5. Significant deficiencies identified that are not considered to be material weaknesses? Yes 

Type of auditor’s report issued:  Unqualified 

Any audit findings disclosed that are required to be reported in accordance with section 510(a) of OMB 
Circular A-133? Yes 

Identification of major programs: 

CFDA Number   Title of Program 

Cluster    Research and Development 

Dollar threshold used to distinguish between type A and type B programs: $3,000,000 

Auditee qualified as low-risk auditee? No 

PART II — FINANCIAL STATEMENT FINDINGS SECTION 

No matters are reportable. 
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THE OHIO STATE UNIVERSITY RESEARCH FOUNDATION 
(A Component Unit of The Ohio State University) 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2009 

PART III — FEDERAL AWARD FINDING AND QUESTIONED COST SECTION 

09- 01 Payroll Control 

Grantor — All programs. 

Sponsor Identification Number — All programs. 

Project Number — All programs. 

Criteria — OMB Circular A-133, Subpart C, §___.300 states: 

The auditee shall … (b) Maintain internal control over Federal programs that provides reasonable assurance 
that the auditee is managing Federal awards in compliance with laws, regulations, and the provisions of 
contracts or grant agreements that could have a material effect on each of its Federal programs. 
 
Observation — The Ohio State University (the “University”) payroll internal control structure operates in a 
decentralized environment, with the majority of the responsibility surrounding the establishment and 
monitoring of the internal control environment residing at the individual college department. Central Payroll 
has established general procedures in the form of a checklist that each college or department is required to 
follow. The checklist identifies specific procedures that must be completed for each payroll distribution. The 
procedures are designed to ensure that all payroll expenditures are valid, complete, disbursed to the correct 
individual and reconciled to the PeopleSoft general ledger. This checklist was made mandatory starting in 
fiscal year 2008 for each pay period. Further, a payroll certification was made mandatory for all pay periods 
beginning in fiscal year 2007 wherein a manager asserts that all employees in their area of responsibility were 
valid employees who worked for that pay period and were paid a reasonable amount. The certification process 
was implemented as a control to determine that payroll payments are being made only to active employees. 
During fiscal year 2008, the Office of Human Resources implemented a quarterly department assessment that 
includes items such as retroactive job data actions, late terminations, direct deposit card, employees not paid 
in 90 days, off-cycle checks, returned checks, autosys approval of time cards, overpayment, and segregation 
of duties. Based on the assessments, all departments are ranked as blue, green, yellow, or red. The senior 
fiscal officer and the senior human resource official of the department are notified of the results.  

During our testing we noted the following issues: 

• Fifteen different organizational units were selected from different colleges or units with the University to 
observe the performance of payroll controls. Four units partially completed the payroll checklist. Five 
units either maintained no documentation or partial documentation of payroll checklist procedures. 

• The Office of Business and Finance performed two reviews of payroll certifications and in one such 
review noted that 6 departments out of 200 tested needed to improve procedures to have valid 
certifications or did not complete the certification. 
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• A University Internal Audit report found that during calendar year 2008, there were 26,062 terminations 
processed in the Human Resources system. Based on analysis of these terminations, 6,051 (23%) of the 
terminations were processed a significant number of days ranging from 30 to 3,607 days after 
employment ended. 

• Four user profiles were identified with having the ability to enter and approve time. Granting users the 
ability to perform all aspects of time reporting can potentially lead to the processing of unauthorized or 
fraudulent transactions. In addition, the lack of Row-Level security increases the risks associated with the 
excessive access rights, as not only do the individuals have access to sensitive functions within their 
respective department, they have access to all departments within the University. 

• Twenty-two user profiles were identified with having access to human resource and payroll functionality. 
Granting numerous users the ability to perform HR and Payroll functions can potentially lead to the 
processing of unauthorized or fraudulent transactions. In addition, the lack of Row-Level security 
increases the risks associated with the excessive access rights, as not only do the individuals have access 
to sensitive functions within their respective department, they have access to all departments within the 
University. 

• For the HCOSU (HR/Payroll) instance, it was identified that access to Process Scheduler has been granted 
to an excessive number of user profiles (97). The PeopleSoft Process Scheduler is a powerful tool used to 
create and/or modify processes (i.e. jobs). Some examples of these processes include calculating payroll 
deductions, initiating payroll printouts, or the generation and transferring of reports using such 
applications as FTP. Access to the PeopleSoft Process Scheduler should be highly restricted based on 
need. 

• Nine hundred and ninety-three user profiles were identified with having correction mode access to 
selected sensitive pages. Correction access allows the operator to view, change, insert, and delete rows of 
data regardless of the effective date. Therefore, this level of access can be used to alter data leading to 
degradation of data integrity. This access should be restricted based on business need, as it can be used to 
change history and compromise audit trail. 

• One graduate student employee was paid for three months after the position ended. 

• The OSUMC Payroll Office staff reviews a printed BRIO Report, which is a summary of all new and 
revised employee records that were entered in the prior month to ensure that only authorized changes 
were made. Currently, this report is only printed and not reviewed. The Internal Auditors investigated this 
lack of review and held discussions with Campus Leadership to determine if other OSUMC processes in 
place would satisfy the Payroll Controls during fiscal year 2009. Internal Audit concluded that during 
fiscal year 2009, OSUMC did not have adequate processes in place that matched University policies. 

The University’s PeopleSoft payroll system has been customized extensively to respond to various requests 
for human resource capabilities since inception of the system and over the years and has taken a very 
“customer service” approach in the system design. Some of the consequences of this approach have been that 
automated controls built in PeopleSoft HR system are not enabled within the system. In response to control 
concerns over the years the University has added manual controls to the payroll process, which in essence 
resulted in a payroll process that has numerous “bolt-on” controls. However, these manual controls are 
difficult to monitor. In addition, the University operates in a decentralized environment with varying 
complexities and size of departments processing payroll, in an often cumbersome and time-consuming 
process. Fundamentally, the University relies on the knowledge and diligence of the department-level payroll 
personnel to ensure that payroll is processed correctly. This creates inconsistent application of controls and 
has the potential to cause financial misstatement without appropriate entity-level controls being implemented.  
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Effect — The inconsistent internal control structure could lead to the misuse of federal funds. 

Questioned Cost — N/A 
Recommendation — In order to effectively assess how to enhance the control environment or simplify the 
process without jeopardizing key components of the internal control structure, the University should perform 
an assessment of the entire payroll process including complete documentation of all manual and systematic 
controls that exist in the current PeopleSoft HRMS system. Since the current system has been so highly 
customized, upgrades are very complex and inherent systematic controls are not activated. A comprehensive 
understanding of the customized payroll process will enable better decision-making capabilities in 
determining process changes for either efficiencies, increased consistent sustainable process implementation 
across the University or future system upgrades. 

View of Responsible Officials — University management agrees with these recommendations. In November 
2009, the Payroll Office began reporting to the Office of the Controller. As part of this organizational change, 
the Controller, Business & Finance, and Office of Information Technology staff will be performing an end-to-
end review of University payroll processes and will seek to significantly reduce the number of departmental 
users with direct access to the PeopleSoft HRMS system.  

09-02 Compilation of Schedule of Expenditures of Federal Awards 
 
Grantor — All programs. 
 
Sponsor Identification Number — All programs. 
 
Project Number — All programs. 
 
Criteria — OMB Circular A-133, Subpart C, §__.310 (b)(3) states: 

 “The auditee shall also prepare a schedule of expenditures of federal awards for the period covered by the 
auditee’s financial statements. At a minimum, the schedule shall…provide total Federal awards expended for 
each individual Federal program and the CFDA number or other identifying number when the CFDA 
information is not available.” 

Observation — The schedule of expenditures of federal awards contained 35 projects that were either overrun 
or closed projects, which will eventually be transferred back to departments for a total of $122,575. This 
represents amounts that the schedule of expenditures of federal awards was overstated. 
 
Effect — Expenditures on the schedule of expenditures of federal awards may not accurately reflect Federal 
expenditures of that particular fiscal year.  
 
Questioned Cost — N/A  
 
Recommendation — In order to comply with OMB circular A-133, the Research Foundation should review 
the schedule of expenditures of federal awards for projects that are overrun and will eventually be transferred 
back to departments to ensure they are in compliance with all A-133 Compliance requirements. 
 
Views of Responsible Officials — We agree. For fiscal year 2010, we will post adjustments to the A-133 
report. 
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09-03 Payroll Cutoff  
 
Grantor — All programs. 
 
Sponsor Identification Number — All programs. 
 
Project Number — All programs. 
 
Criteria — OMB Circular A-110 defines internal control as it relates to the compliance requirement of 
Federal Programs as “a process-effected by an entity’s management and other personnel-designed to provide 
reasonable assurance regarding the achievement of the following objectives for Federal programs: (1) 
Transactions are properly recorded and accounted for to: (i) permit the preparation of reliable financial 
statements and Federal reports; (ii) Maintain accountability over assets; and (iii) Demonstrate compliance 
with law, regulations, and other compliance requirements.” 
 
Observation — One of 32 payroll selections was not recorded in the proper period and was not certified. 
Upon further investigation, this was Quarter Off Duty (QOD) time for a professor which was erroneously 
recorded in June 2009 as opposed to July 2009. This resulted in a cutoff error of $13,605 overstatement of 
payroll expense in fiscal year 2009 and the professor receiving his QOD pay a month in advance. A system 
query was run in order to determine if there were any other similar issues in FY 2009 and 1 other individual 
was identified with a similar issue. The total amount of this error was $19,237.  
 
Effect — Payroll expenditures may not be recorded in the correct accounting period which would lead to 
incorrect amounts being reported on the schedule of federal awards. 
 
Questioned Cost — $32,842 in expenses were charged to projects in the incorrect period.  
 
Recommendation — We recommend that the University add an edit to the University payroll system, so that 
these “exceptions” can be detected and investigated each month to prevent similar errors from occurring in 
the future.  
 
Views of Responsible Officials — We agree. We will work with the University to create the edit to prevent 
this error from happening in the future. Please note that we ran queries against University payroll data for the 
fiscal years 2009, 2008, and 2007. We found no instances of the error in 2007 and 2008. However, as 
mentioned above, we found one additional individual that was affected in 2009 in the amount of $19,237 (not 
paid in error, but paid early). This brought the total questioned cost to $32,842 out of $193.5 million of total 
payroll. While the edit is being developed and tested, we will continue to run queries on a monthly basis and 
work with department HR personnel to monitor this process. Additionally, we have already retrained the two 
data entry personnel that posted the payroll entries in question. 
 
 
09-04 Cost Share Calculation & Reporting  
 
Grantor — National Oceanic & Atmospheric Administration  
 
Sponsor Identification Number — NA05NOS4201035 
 
Project Number — 60004416 
 
Federal Award Year — 2008 
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Criteria — OMB Circular A-110 defines internal control as it relates to the compliance requirement of 
Federal Programs as “a process-effected by an entity’s management and other personnel-designed to provide 
reasonable assurance regarding the achievement of the following objectives for Federal programs: (1) 
Transactions are properly recorded and accounted for to: (i) permit the preparation of reliable financial 
statements and Federal reports; (ii) Maintain accountability over assets; and (iii) Demonstrate compliance 
with law, regulations, and other compliance requirements.” 
 
Observation — One of the 25 cost share selections tested related to a project (60004416) which was closed 
prior to year-end and the cost share expenses per Peoplesoft/PI Portal ($14,682) were less than the cost share 
required under the award ($25,716). These insufficient cost share expenses were reported to the sponsor at the 
end of the award period. After further investigation, it was determined that the F&A rate entered into the PI 
Portal was incorrect (the result of human error). Once entered correctly, the actual cost share (which should 
have been reported) was $33,347. As this amount was above the requirement of $25,716, the Research 
Foundation complied with the cost share requirement. However, the cost share amount erroneously reported 
to the sponsor ($14,682) did not reflect correctly calculated cost sharing. 
 
Effect — The report submitted to the sponsor included incorrect cost share amounts. 
 
Questioned Cost — None. 
 
Recommendation — Project information (e.g. budget, F&A rate, project period, etc.) should be reviewed 
when the project is set up in PeopleSoft to assure that the information is accurate. 
 
Views of Responsible Officials — We agree. Currently, all new projects are reviewed and approved by the 
New Award Review Committee before the contract is activated for billing, revenue recognition, and 
receivables processing. This committee is comprised of senior-level staff in the Office of Grants and 
Contracts (“OGC”); oversight is provided by Associate Directors in OGC in conjunction with the Fiscal 
Services managers. Once the award setup is approved, the award is forwarded to staff in Fiscal Services for 
contract activation. This project was set up before the review committee was formed (in 2007).  
 
It is incumbent on all Office of Sponsored Programs staff to review awards whenever a modification is made 
or a fiscal report is submitted. The program officers will be reminded that they should review cost-share 
activity, as well as sponsor activity, in the project budgets as awards are modified, regardless of the type of 
modification being made to the award.  
 
PART IV — SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 

Number Finding Status Contact 

08-1 Asset Management — The University has a total of 
$845 million invested in movable equipment and 
furniture, with a net book value of $279 million as of 
June 30, 2008. A subset of the above is attributable to 
equipment purchased on awards made to the Research 
Foundation. Proper stewardship of these assets is critical 
to the University, as they were purchased from numerous 
funding sources including federal, state, and private gifts, 
which may contain restrictions related to assets purchased 
with those funds. 

Corrected. Jeffrey H. Kemper, 
Director of 
Financial Services 
and Procurement 
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08-2 Payroll — The University payroll internal control 
structure operates in a decentralized environment, with 
the majority of the responsibility surrounding the 
establishment and monitoring of the internal control 
environment residing at the individual college 
department. 

Repeated; See 
updated 
comment 09-01. 

Jeffrey H. Kemper, 
Director of 
Financial Services 
and Procurement 

08-3 Compilation of the Schedule of Expenditures of 
Federal Awards — The schedule of expenditures of 
federal awards contained 90 projects that were either 
overrun or closed projects which will eventually be 
transferred back to departments for a total of 
approximately $926,000. 

Repeated; See 
updated 
comment 09-02. 

Jeffrey H. Kemper, 
Director of 
Financial Services 
and Procurement 

* * * * * *  
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