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ROBERT J. PASLAY

Certified Public Accountant

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Center of Excellence for Hazardous Materials Management
Carlsbad, NM

We have audited the accompanying statement of financial position of the Center of
Excellence for Hazardous Materials Management (CEHMM) (a nonprofit organization)
as of September 30, 2011, and the related statements of activities and cash flows for the
year then ended. These financial statements are the responsibility of the CEHMM
management. Our responsibility is to express an opinion on these financial statements
based on our audit.

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
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 the significant estimates made by management, as well as evaluating
the overall financial statement presentation. We beheve that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of CEHMM as of September 30, 2011, and the changes in
its net assets and its cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
January 30, 2012 on our consideration of CEHMM management’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and 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 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.

607 W. Greene St. Carlsbad, NM 88220
(575)887-7210 TFax (575)628-3204 paslaycpa@pvinetworks.net



Our audit was conducted for the purpose of forming an opinion on the basic financial
statements of CEHMM taken as a whole. The accompanying Schedule of Expenditures of
Federal Awards is present for purposes of additional analysis, as required by the U. S.
Office of Management and Budget Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations, and is not a required part of the financial statements. Such

‘information has been subjected to the auditing procedures applied in the audit of the basic

financial statements and, in our opinion, is fairly stated in all material respects in relation
to the basic financial statements taken as a whole.

N

=

February 7, 2012



Center of Excellence for Hazardous Materials Managemen
Statement of Financial Position
September 30, 2011

t

011

ASSETS 2011
Current assets
Cash and cash equivalents $ 2,117,952,
Grant receivable 20,000.
Prepaid expenses and other current assets _ 38.919.
Total current assets $ 2,176,871.
Property and equipment net (Note B) 851.532.
Total assets $ 3,028,403,
LIABILITIES AND NET ASSETS
Current liabilities
Accounts payable $ 122,815.
Accrued liabilities 95,195,
Total current liabilities $ 218,010.
Net assets
Unrestricted 827,103,
Temporarily restricted (Note C) 1,983.290.
Total net assets 5 2,810,393,
Total liabilities and net assets $ 3.028,403.

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



Center of Excellence for Hazardous Materials Management

Statement of Activities
September 30, 2011

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

Unrestricted net assets 2011
Unrestricted revenues and gains
Grant revenue $ 764,391.
In-Kind revenue 48,000.
Consulting income 2,336.
Administrative income 14,949,
Interest income 4,088.
Other income 7.624.
Total unrestricted revenues and gains $ 841,388.
Net assets released from restrictions
Restricted satisfied by payments $ 1,807.782.
Total unrestricted revenues, gains and other support $ 2,649,170.
Expenses
Salaries $ 1,069,815.
Consulting 597,294,
Benefits 368,544,
Supplies 118,969
Lease/Rental 83,268.
Depreciation 146,882.
Payroll taxes 88,601.
Information technologies 3,898.
Professional services 38,420.
Insurance 29,373,
Repairs and maintenance 33,273,
Conferences and meetings 4,900,
Other operating and maintenance 10,453.
Occupancy 57,459.
Travel 23,507.
Total expenses $ 2,674,656.
Decrease in unrestricted net assets $ (25.486)
Temporarily restricted net assets
Contributions $ 1,663,713,
Net assets released from restrictions
Restrictions satisfied by payments $ (1,807,782.)
Increase in temporarily restricted net assets $ (144.,069.)
Decrease in net assets $ (169,555.)
Net assets at beginning of period 2,979,948,
Net assets at end of period $ 2,810,393,



Center of Excellence for Hazardous Materials Management
Statement of Cash Flows
September 30, 2011

Cash flows from operating activities:
Decrease in net assets

Adjustments to reconcile increase in net assets
to net cash provided by operating activities:
Depreciation
Grant/account receivable
Prepaid expenses
Unbilled revenue
Accounts payable
Accrued liabilities
Net cash provided by operating activities

Cash flows from investing activities:
Fixed assets
Net cash used in investing

Cash flows from financing activities:
Net decrease in cash

Cash at beginning of period
Cash at end of period

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

2011

(169,555.)

147,312.
(19,500.)
4,439,
476.
23,691.
(16,157.)

(29.294.)

(66.240.)

i)

(66.240.)

(95.534.)

2,213.486.

= [

2,117,952,




Center of Excellence for Hazardous Materials Management

NOTES TO THE FINANCIAL STATEMENTS

NOTE A

Summary of Significant Accounting Policies

This summary of significant accounting policies of the Center of Excellence for
Hazardous Materials (CEHMM) (Organization) is presented to assist in the
understanding of the Organization’s financial statements. The financial statements
and notes are the representation of the Organization’s management who is
responsible for their integrity and objectivity. The financial statements of the
Organization have been prepared in conformity with generally accepted
accounting principles (GAAP) by the United States of America as applied to non-
profit entities. The Financial Accounting Standards Board (FASB) is the accepted
standard-setting body for establishing accounting and financial reporting
principles. The more significant of the Organization’s accounting principles are
described below.

1. Nature of Business

The CEHMM is dedicated to applied research in areas of study that benefit the
environment, help create jobs in clean, new industries, and preserve human
health. The Organization has a nationally recognized research and
development project in growing, harvesting, and extracting oil from algac
with the goal of producing transportation fuel and using the algae biomass for
co-products. A wildlife conservation project focused on the preservation of
two threatened species, the lesser prairie chicken and the dunes sagebrush
lizard, is also part of the Organization’s portfolio of projects. This
conversation project has been recognized by the federal government, the State
of New Mexico, and industry as an innovative model for the preservation of
species.

2. Basis of Accounting

The financial statements of CEHMM have been prepared on the accrual basis
of accounting, and accordingly reflect all significant receivables, prepaids,
payables, accruals, and other liabilities.

3. Basis of Presentation

Financial statement presentation follows the recommendations of the FASB
Accounting Standards Codification (ASC) 958, Not-for-Profit Entities. Under
FASB ASC 958, the Organization is required to report information regarding
its financial position and activities according to three classes of net assets:
unrestricted net assets, temporarily restricted net assets, and permanently
restricted net assets.



Center of Excellence for Hazardous Materials Management
NOTES TO THE FINANCIAL STATEMENTS

4. Assets, Liabilities and Net Assets

Cash and cash equivalents: Cash and cash equivalents consist of cash held
in checking, savings, and money market accounts in one bank in Carlsbad,
New Mexico. Amounts on deposit are insured by the Federal Deposit
Insurance Corporation up to $250,000.00.

Grant receivable: Grant receivable represents reimbursement amounts
received from the Department of Energy subsequent to year-end for
expenditures applicable to the period prior to year-end. The Organization
considers the receivables to be fully collectable, thus no allowance for
uncollectable amounts is considered.

Prepaid expense: Prepaid expenses include insurance premiums paid or
incurred prior to year-end for the following year, rent and services.

Unbilled revenue: Unbilled revenue is revenue earned under grants received
from the Department of Interior that has not yet been billed.

Property and Equipment: The Organization capitalizes all expenditures for
property and equipment in excess of $500.00. Purchased property and
equipment are carried at cost. Depreciation is computed using the straight-line
method. The estimated useful lives of the assets range from three (3) to 15
years.

Net Assets: Contributions received are recorded as increases in unrestricted,
temporarily restricted, or permanently restricted net assets, depending on the
existence and/or nature of any donor restrictions.

Income Taxes: The Organization is a Not-for-Profit organization that is
exempt from income taxes under Section 501(c)3) of the Internal Revenue
Code.

5. 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 certain reported
amounts and disclosures. Accordingly, actual results could differ from the
estimates. A significant estimate utilized in the preparation of these financial
statements was the estimated lives of depreciable assets.



F [ Center of Excellence for Hazardous Materials Ma.n'agement
NOTES TO THE FINANCIAL STATEMENTS

' } 6. Description of Program and Supporting Services

Research and Development — Alternative Fuel Studies: The biodiesel
project is a research and development project investigating production
processes and the propagation, harvesting, and extraction of oil from both
brine and fresh water algae. The business of biodiesel production and the
impact of the future use of algae oil as a feedstock are being researched. Use
of algae as a biodiesel feedstock has great potential to make biodiesel a viable
replacement for significant quantities of petro diesel, thereby reducing
American dependence on foreign oil. Since southeastern New Mexico has
been identified as an ideal area for algae propagation, discoveries related to
e processes for harvesting and extraction of oil from algae has the potential to
create a strong new industry for the region.

r Education: The education project encompasses various activities designed to
i disseminate information to the general public and to the public schools about

- hazardous materials management and the Organization’s projects. The

r Organization’s personnel conduct tours of the biodiesel and algae facilities for
student groups and other interested parties. They visit the public schools and
deliver information at conferences and public forums on renewable energy

f research, biomonitoring, and hazardous materials management. The

| ' Organization regularly contributes to books, other publications and films

about renewable energy. In addition, the Organization has developed a written
[ curriculum in alternative energy and renewable biofuels and a second on
i conservation and is working to provide these curricula to the public schools.
] Biomonitoring: The biomonitoring project is directed toward detecting the
i H5N]1 virus, the West Nile virus, banned pesticides and heavy metals. The

project has monitored a scavenger species, the Chihuahuan Raven, in areas of
! west Texas, southern New Mexico, and the adjacent U.S.-Mexico border

t areas. The arrival of the H5N1 virus in the Untied States is a matter of
national security and is of nationwide importance. Early detection is key to
deterring the spread of the virus and protecting human health from possible
L communicable mutations of the virus.

: Conservation: The candidate conservation project proposes to develop

¢ solutions for issues related to the Endangered Species Act (ESA) and its
potential effect on environmental uses of land. Stakeholders from commercial,
. regulatory, and special interests organizations have met to develop a southeast
¢ New Mexico regional conservation plan concerning listed wildlife, namely the
lesser prairie chicken and the dunes sagebrush lizard. The Organization works
with stakeholders for the purpose of improving native short-grass sand

10




' I Center of Excellence for Hazardous Materials Management_
’ NOTES TO THE FINANCIAL STATEMENTS

¢
| : I scrub, sand dunes, and desert grassland habitats of southeastern New Mexico
: by fostering cooperative partnerships that meet the land stewardship goals of
r private landowners as well as the goal of conserving diminishing species and
habitats.
. 7. Fair Value of Financial Instruments

The Organization’s significant financial instruments are cash and other short-
3 term assets and liabilities. For the financial instruments, carrying value .
approximates fair value.

P NOTE B Property and Equipment

Property and equipment consist of the following:

L 2011
Nondepreciable:
- Work in process i 25,820.
L _
Depreciable:
[ Furniture and fixtures 591,673.
L Leasehold improvements 546,820.
Buildings ' 21,585,
' Vehicles 144,030,
‘ Total property and equipment $ 1,304,108
f Less: Accumulated depreciation (452.576.)
L _
Net property and equipment $ 851,532,

¢ Depreciation expense was § 146,882.00 for the year ended September 30, 2011.
NOTE C Temporarily Restricted Net Assets

Temporarily restricted net assets are available to facilitate the Bureau of Land
Management’s (BLM) land management in accordance with the memorandum of
: agreement as well as the Candidate Conservation Agreement (CCA) between the
Organization and the BLM. In addition, Supplemental Environmental Project
payments are restricted for the Algae to Biofuels Project.

11




Centex of Excellence for Hazardous Materials Management

NOTES TO THE FINANCIAL STATEMENTS

NOTE D

NOTE E

NOTEF

Concentration of Grants
Approximately 96% of the Organization’s grant funding for the year ending
September 30, 2011 was received from the U.S. Department of Energy, while the

remaining 4% was received from the Department of Interior.

Approximately 30% of the Organization’s total revenue comes from the U.S.

" Department of Energy with the remaining 70% from Supplemental Environmental

Project payments and other contributions with a small portion in consulting
income.

It is reasonably possible that revenue from the above disclosed sources may be
lost in the future term as a result of reduction in funding from the U.S.
Department of Energy, and the cessation of Supplemental Environmental Project
payments contributions. Private industry continues to support the mission of
CEHMM and has committed to a three year contribution program to support the
program.

Commitments

The Organization leases two buildings and a copy machine on long-term
operating leases. The Organization is on an auto renewal on March 1 of each year
for its office lease at 505 North Main Street in Carlsbad. On October 20, 2010, the
Organization renewed its lease for the property located at 67 East Four Dinkus
Road in Artesia, New Mexico for ten additional years ending November 30, 2020.
Rental expenses were $33,200.00 and $30,000.00, respectively for the years
ending September 30, 2011.

Defined Contribution Plan

On June 17, 2005 the Organization initiated a defined contribution pension plan
(Plan) covering all employees who have attained the age of 18 and after 90 days
of service. Participants may elect to make salary deferral contributions to the Plan
up to the amount as limited by Federal law and the Organization will match that
contribution up to 5% of the participant’s eligible compensation. The
Organization can terminate the Plan at any time. The amount contributed to the
Plan by the Organization was $48,291.53 for the year ending September 30, 2011.
This amount is included in benefit expenses.

12
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Center of Excellence for Hazardous Materials Management

NOTES TO THE FINANCIAL STATEMENTS
NOTE G Functional Classification of Expenses

Expenses by function were as follows:

Expenses

Program services
Research, development, and testing
Center management
Cooperative conservation
CCA/CCAA

Supporting services
Administrative and general

Total Expenses

NOTEH Date of Management Review

The Organization has evaluated subsequent events through January 30, 2012, the

2011

$ 906,501.
474,532,
93,663.
502,088.

697.872.
2,674,656,

date which the financial statements were available to be issued.
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ROBERT J. PASLAY

Certified Public Accountant

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
Center of Excellence for Hazardous Materials Management
Carlsbad, NM

We have audited the financial statements of the Center of Excellence for Hazardous
Materials Management (CEHMM) as of and for the year ended September 30, 2011, and
have issued our report thereon dated February 7, 2012. 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 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 CEHMM s internal control over
the 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 CEHMM s internal contro] over financial reporting.
Accordingly, we do not express an opinion of the effectiveness of the Organization’s
internal control over financial reporting.

A deficiency in internal control 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 and correct misstatement on a timely basis. A material
weakness is a deficiency or a combination of deficiencies in internal control such that
there is a reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over the financial reporting was for the limited
purpose described in the first paragraph of this section and was not designed to identify
all deficiencies in internal control over financial reporting that might be deficiencies, or
material weaknesses. We did not identify any deficiencies in internal control over
financial reporting that we considered to be material weaknesses, as identified above.

607 W. Greene St. Carlsbad, NM 88220
{(575)887-7210 Fax (575)628-3204 paslaycpai@pvinetworks.net
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the CEHMMSs 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 or other matters that are
required to be reported under Government Auditing Standards.

This report is intended for the information and use of management, the Board of
Directors, others within the entity, Federal awarding agencies, and pass-through entities
and is not intended to be and should not be used by anyone other than these specified
parties.

February 7, 2012
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ROBERT J. PASLAY

- Certified Public Accountant

Report on Compliance With Requirements Applicable To Each
Major Program and on Internal Control Over Compliance
in Accordance With OMB Circular A-133

To the Board of Directors
Center of Excellence for Hazardous Materials Management
Carlsbad, NM

Compliance

We have audited the compliance of the Center of Excellence for Hazardous Materials
Management (CEHMM) with the types of compliance requirements described in the U.S.
Office of Management and Budget (OMB) Circular A-133 Compliance Supplement,
which could have a direct and material effect on ecach of the CEHMMSs major federal
programs for the year ended September 30, 2011. The CEHMMSs major federal programs
are identified in the summary of auditor’s results section of the accompanying schedule
of findings and questioned costs. Compliance with the requirements of laws, regulations,
contracts, and grants applicable to each of its major federal programs is the responsibility
of the CEHMMSs management. Qur responsibility is to express an opinion on the
CEHMM compliance based on our audit.

We conducted our audit of compliance 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 CEHMM 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 of CEHMM compliance with those requirements.

In our opinion, the CEHMM complied, in all material respects, with the compliance

requirements referred to above that could have a direct and material effect on each of its
major federal programs for the year ended September 30, 2011,

607 W. Greene St. Carlsbad, NM 88220
(575)887-7210 TFax (575)628-3204 paslaycpa@pvtnetworks.net
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Internal Control Over Compliance

The management of CEHMM is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts,
and grants applicable to federal programs. In planning and performing our audit, we
considered the CEHMMs internal control over compliance with the requirements that
could have a direct and material effect on a major federal program to determine the
auditing procedures for the purpose of expressing our opinion on compliance and to test
and report on internal control over compliance in accordance with OMB Circular A-133,
but not for the purpose of expressing an opinion on the effectiveness of internal control.
Accordingly, we do not express an opinion on the effectiveness of the CEHMM internal
control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a
control over compliance does not allow management or employees, in the normal course
of performing their assigned functions, to prevent, or detect and correct, noncompliance
with a type of compliance requirement of a federal program on a timely basis. A material
weakness in internal control over compliance is a deficiency, or combination of
deficiencies, in internal control over compliance, such that there is a reasonable
possibility that material noncompliance with a type of compliance requirement of a
federal program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose
described in the first paragraph of this section and was not designed to identify all
deficiencies in internal control over compliance that might be deficiencies, significant
deficiencies, or material weaknesses. We did not identify any deficiencies in internal
control over compliance that we consider to be material weaknesses, as defined above.

This report is intended for the information and use of management, the Board of
Directors, others within the entity, Federal awarding agencies, and pass-through entities
and is not intended to be and should not be used by anyone other than these specified
parties.

———

‘—GL\y -

February 7, 2012
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Center of Excellence for Hazardous Materials Management
Schedule of Expenditures of Federal Awards
For the year ended September 30, 2011

Federal Program
CFDA or Award
Grant Title Grant Number Number Anount Expenditures

U.S. Department of Energy
Alternative energy, research

and education

DE-SC0000581 81.049 $729,000.00

U.S. Department of Interior
Lesser Prairie Chicken
Habitat Restoration

“ARRA”

1448-20181-09-R-J004  15.656 117,000.00

$729,000.00 (1)

35,391.00

Total $846.000.00

~ $764,391.00

(1) Denotes Major Federal Financial Assistance Program.

Note: This schedule is presented on the program’s basis of accounting. The information in this
schedule is presented in accordance with OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations.

The accompanying notes are an integral part of these financial statements.
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Center of Excellence for Hazardous Materials Management
Schedule of Findings and Questioned Costs
For the year ended September 30, 2011

PROGRAM
Type of Report on Financial Staternents
Significant Deficiencies

Material Weaknesses Involving
Significant Deficiencies

Noncompliance Material to the
Financial Statements

Type of Report on Compliance with
Major Programs ' '

Findings and Questioned Costs for
Federal Awards

Dollar Threshold Considered Between
Type A and Type B Programs

Low Risk Auditee Statements

Major Federal Program

Pass-through Entity

21

DESCRIPTION

Unqualified Opinion

None

None

None

Unqualified Opinion

None

$300,000.00

The Organization was
Classified as a low-risk
Auditee in the context of
OMB A-133

U.S. Department of Energy
Grants DE-SC0000581

None



Center of Excellence for Hazardous Materials Management
Schedule of Status of Prior Year Finding(s)
For the year ended September 30, 2011

SCHEDULE REFERENCE NUMBER: 10-XX

There were no findings identified in the 2010 audit report.
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