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EXECUTIVE SUMMARY

The Board of Directors

Humboldt State University Sponsored Programs Foundation
Arcata, California 95521

Dear Board Members:

We have audited the combined financial statements of Humboldt State University

Sponsored Programs Foundation for the year ended June 30, 2010, with the independent
“auditors’ report dated September 10, 2010.

Our report on the combined financial statements of Humboldt State University Sponsored
Programs Foundation for the year ended June 30, 2010, expressed an unqualified opinion. Our
audit was made in accordance with Office of Management and Budget Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations, applicable to recipients of federal
awards. The results of our tests found one instance of noncompliance with the laws, regulations,
contracts, and grants applicable to federal award programs related to sub-recipient monitoring of
Small Business Administration’s Small Business Development Center grants.

Sihcerely,

ANDERSON, LUCAS, SOMERVILLE § BORGES, LLP

September 10, 2010
Fortuna, California
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INDEPENDENT AUDITORS’ REPORT

Board of Directors

Humboldt State University Sponsored Programs Foundation
Arcata, California 95521

We have audited the accompanying financial statements of Humboldt State University
Sponsored Programs Foundation (a nonprofit corporation), a component unit of the California
State University system, as of and for the year ended June 30, 2010, as listed in the table of
contents. These financial statements are the responsibility of the management of Humboldt State
University Sponsored Programs Foundation. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our é;udit 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, 1ssued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our 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 Humboldt State University Sponsored Programs Foundation as of June
30, 2010 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.



Board of Directors
Humboldt State University Sponsored Programs Foundation
Arcata, California 95521

In accordance with Government Auditing Standards, we have also issued our report dated
September 10, 2010 on our consideration of Humboldt State University Sponsored Programs
Foundation’s internal control over financial reporting and on 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.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
of Humboldt State University Sponsored Programs Foundation taken as a whole.  The
supplementary information on pages 14 and 15, and the additional information on pages 35
through 38 are presented for purposes of additional analysis and are not a required part of the
basic financial statements. The accompanying schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by U.S. Office of Management and
Budget Circular A-133, Audits of States, Local Governments and Non-profit Organizations, and
1s not a required part of the basic 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. ’ \

ANDERSON, LUCAS, SOMERVILLE § BORGES, LLP

September 10, 2010
Fortuna, California



HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
Statement of Net Assets
June 30, 2010

ASSETS
CURRENT ASSETS
Cash & Cash Equivalents
On Hand & in Commercial Accounts $ 383,406
Savings Accounts 3,283,346
Total Cash & Cash Equivalents 3,666,752
Time Certificates of Deposits, etc. -
Total Cash & Cash Equivalents 3,666,752
Receivables
Sponsored Programs 4,693,615
Allowance for Doubtful Accounts (380,540)
Due to/from Other Fund 34,683
Other Receivables 93,297
Prepaid Expenses 2,202
Total Receivables 4,443,257
TOTAL CURRENT ASSETS 8,110,009
LONG-TERM INVESTMENTS
Marketable Securities 300
Investments in Real Estate 727,480
TOTAL LONG-TERM INVESTMENTS 727,780
FIXED ASSETS
Land, Buildings, Equipment, Furniture & Fixtures 2,549,256
Less: Accumulated Depreciation (293,415)
TOTAL FIXED ASSETS 2,255,841
TOTAL ASSETS $ 11,093,630

LIABILITIES & NET ASSETS

LIABILITIES
Current Liabilities
Accrued Liabilities $ 441,981
Due to HSU 85,009
Due to/from Other Fund 34,683
Deferred Revenues 1,887,134
Total Current Liabilities 2,448,807

Noncurrent Liabilities
Deferred Revenues ‘ -

TOTAL LIABILITIES ‘ 2,448,807
NET ASSETS

Unrestricted Net Assets 8,644,823

Restricted Net Assets -

TOTAL NET ASSETS 8,644,823
TOTAL LIABILITIES & NET ASSETS $ 11,093,630

See accompanying notes and accountants' report.
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HUMBOLDT SATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
Statement of Revenues, Expenses and Changes in Net Assets
Year Ended June 30, 2010

UNRESTRICTED NET ASSETS

REVENUE
Donations $ 1,107,970
Grants & Contracts 13,979,379
Indirect Cost Revenue 1,404,920
Interest Income 24,173
Miscellaneous 690,810
Rental Income 460,691
Program Revenue & Service Fees 423,379
Research Activity Awards 4,421
Transfers from University Organizations 411,471
TOTAL REVENUE 18,507,214
EXPENSES
Depreciation 20,450
Equipment Purchases 91,333
Indirect Cost Expense 1,404,920
Insurance Expense 33,468
Operating Expense 2,447,331
Rent Expense 75,432
Salaries & Benefits 9,511,657
Scholarships & Awards , ’ 48,205
Small Grant Awards 54,307
Stipends and Contracts 3,719,687
Transfer to University Organizations 39,978
Transfer to University Advancement Foundation 839,575
TOTAL EXPENSES 18,286,343
INCREASE IN NET ASSETS 220,871
NET ASSETS, BEGINNING OF YEAR, As Previously Reported 8,423,952
NET ASSETS, END OF YEAR 3 8,644,823

See accompanying notes and accountants' report.
4



HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION

Statement of Cash Flows
Year Ended June 30, 2010

CASH FLOWS FROM OPERATING ACTIVITIES:

Increase in net assets $ 220,871
Adjustments to reconcile increase in net assets
to net cash provided by operating activities:
Depreciation 20,450
Provision for bad debt 380,540
(Increase) decrease in operating assets:
Receivables , (1,604,047)
Increase (decrease) in operating liabilities: ' :

Accounts payable (620,108)

Deferred revenues 841,562

Net cash provided by operating activities: (760,732)
CASH FLOWS FROM INVESTING ACTIVITIES:

(Increase) decrease in fixed assets (65,139)

Net cash provided by investing activities: (65,139)
CASH FLOWS FROM FINANCING ACTIVITIES:

Net cash provided (used) by financing activities: -
NET INCREASE IN CASH & CASH EQUIVALENTS: (825,871)
CASH & CASH EQUIVALENTS - July 1, 2009 4,492,623
CASH & CASH EQUIVALENTS - June 30, 2010 $ 3,666,752

See accompanying notes and accountants' report.
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HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
Notes to the Financial Statements
June 30, 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

Humboldt State University Sponsored Programs Foundation (the Foundation) was incorporated in
1952 as a California non-profit corporation for the purpose of advancing the welfare of Humboldt
State University, its students, and employees. It is an auxiliary corporation of Humboldt State
University (HSU) in Arcata, California and is a component unit of the California State University. Its
Board of Directors is composed of eight administrative personnel of the University as well as three
faculty members, two students, and five community members. The Board holds quarterly meetings
and special meetings as required.

Accounting Method

The books of account are maintained on the accrual basis; whereby revenue is recorded as earned and
expenses are recorded as incurred.

Contributions

The Foundation adopted SFAS No. 116, “Accounting for Contributions Received and Contributions
Made” whereby contributions received are recorded as unrestricted, temporarily restricted, or
permanently restricted support depending on the existence and/or nature of any donor restrictions.

Restricted net assets are reclassified to unrestricted net assets upon satisfaction of the time or purpose
restrictions.

Financial Statement Presentation

Humboldt State University Sponsored Programs Foundation has adopted Financial Accounting
Standards (SFAS) No. 117, “Financial Statements of Not—for—ProﬁtOrganiZations.” Under SFAS
No. 117, the Foundation is required to report information regarding its financial position and
activities according to three classes of net assets: unrestricted, temporarily restricted, and
permanently restricted. In addition, the Foundation is required to present a statement of cash flows.
A description of the three net asset categories follows:
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HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION

Notes to the Financial Statements
June 30, 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Unrestricted net assets include the following:

General Fund - The General Fund is the general operating fund of the Foundation
administration.

Designated Fund - The Designated Fund is used for appropriations from the General Fund for
specific purposes by the Board of Directors.

Plant Fund - The Plant Fund is maintained to account for acquisitions of physical properties
and funds expended and invested in physical properties.

Sponsored Programs Fund - The Sponsored Programs Fund is used to account for programs
financed by external agencies which support the instructional, research, or public service
functions of the University.

Campus Programs Fund - Activities included are workshops, continuing education programs,
conferences, gifts and income from Endowment Funds that are temporarily restricted for
specific purposes. This fund also includes monies administered by the auxiliary organization
on behalf of university academic and administrative units and other campus organizations
(agency accounts).

Temporarily restricted net assets include the following:

Temporarily restricted net assets include gifts to the Campus Program and Scholarship Funds
for which donor imposed restrictions have not been met and trust activity and pledges
receivable for which the ultimate purpose of the proceeds is not permanently restricted. On
June 30, 2010, donor imposed restrictions were met and these contributions were reported as
unrestricted net assets. ‘



HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
Notes to the Financial Statements
June 30, 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Permanently restricted net assets include the following:

Permanently restricted net assets include Endowment Funds. All of the endowment
funds were transferred to the HSU Advancement Foundation in a prior year.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Such estimates primarily relate to unsettled transactions and events as of the date of the
financial statements. Accordingly, upon settlement, actual results could differ from those estimates.

Tax-Exempt Status

No unrelated business income or other information was noted during the audit which would affect the
tax-exempt status of Humboldt State University Sponsored Programs Foundation.

Cash and Cash Equivalents

All highly-liquid investments with a maturity date of three months or less when purchased are
considered to be "cash equivalents".

Compensated Absences

The Foundation has accrued a liability for vacation pay earned as of June 30, 2010, in the amount of
$137,823. No liability is recorded for accumulated sick pay.



HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
Notes to the Financial Statements
June 30, 2010

FIXED ASSETS

Fixed assets acquired through purchase are stated at cost.  Assets and inexhaustible collections
acquired through donation are recorded at fair market value at the time of receipt. Equipment,
furniture, and fixtures purchased with grant and contract monies are held in trust by the Foundation.
Title is held by the Foundation, and upon completion of the grant or contract, the equipment is
transferred to the State of California or the funding agency, depending on the individual terms of the
grant or contract.

The following is a summary of property, plant and equipment - at cost, less accumulated
depreciation: ‘ ‘

June 30, 2010

Equipment — General operations $ 214,816
Equipment — Trust 1,572,087
Union St. Rental Property — Land 115,134
Union St. Rental Property — Building 185,216
Bayview St. Rental Property — Land 241,268
Bayview St. Rental Property — Building 220,735
$ 2,549,256

Less accumulated depreciation (293.415)
Total $§ 2,255,841

All equipment is inventoried and tracked for ten years as required by the Chancellor's office. This
includes equipment which is subsequently transferred to the University.

Depreciation

Fixed assets of the General Fund are depreciated over their estimated useful lives using the
straight-line method. The estimated useful lives of depreciable assets are:

File cabinets, safe, fixtures 20 years
Furniture 10 years
Equipment 5-6 years
Buildings : 27.5 years

Current year depreciation expense for general operation fixed assets was $20,450
9
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HUMBOLDT STATE UNIVERSITY SPONSORED PRO’GRAMS FOUNDATION
Notes to the Financial Statements
June 30, 2010

FIXED ASSETS (Continued)

The Foundation does not record depreciation on equipment held in trust or on inexhaustible
collections. The Foundation's policy is to gift to the University fixed assets purchased with Campus
Program funds at acquisition or within the fiscal year. Fixed assets purchased by grants or contracts
are gifted to the University at the project's conclusion. Depreciation for these trust assets is not
material to the financial statements taken as a whole."

It is the policy of the Foundation to capitalize all fixed asset purchases exceeding $5,000.

INCOME TAXES

Federal and State taxing authorities have granted Humboldt State University Sponsored Programs
Foundation exemption from income taxes under section 501(c)(3) of the Internal Revenue Code and
Section 23701 of the California Revenue and Taxation Code. Accordingly, no provision for income
taxes has been reflected in the financial statements.

CASH COLLATERALIZATION

The Foundation, as a matter of Board policy, maintains its cash deposits in local banks and savings
and loans, as well as the State of California Local Agency Investment Fund. As of the June 30, 2010
balance sheet date, some cash balances on deposit with local financial institutions were in excess of

the FDIC/FSLIC maximums of $250,000 and were uncollateralized by the financial institution.

As of June 30, 2010, uncollateralized deposits consisted of the following:

Bank or Savings Total Amount Uncollateralized
and Loan Deposited Deposits
Bank of America $383,406 $133,406

HSU Sponsored Programs Foundation had invested $3,179,433 in the Local Agency Investment
Fund as of June 30, 2010. LAIF, an investment pool managed by the State of California, has
mvested a portion of the pool funds in Structured Notes and Asset-backed Securities. LAIF
mvestments are subject to credit risk with the full faith and credit of the State of California
collateralizing these investments. In addition, these Structured Notes and Asset-Backed Securities
are subject to market risk as a result of changes in interest rates.

10



HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
Notes to the Financial Statements -
June 30, 2010

PENSION PLAN

The Foundation provides a tax-sheltered annuity for its full-time general operations employees who
are not state-reimbursed employees. There is no waiting period for participation by new employees.
The Foundation contributes 10% of the gross wages of eligible participating general operations
employees. During the fiscal year ended June 30, 2010, the Foundation's contribution was $83,627
on covered payroll of $ 918,828.

OPERATING LEASE

The Foundation has a year-to-year space rental agreement with the University for its office facilities.
The semi-annual rental payments include custodial service and utilities. The rental expense on this
agreement is negotiated each year. Rental expense for the fiscal year ended June 30, 2010 was
$21,200. \

CONTINGENCIES

Certain federally funded award programs are routinely subject to special audit. These programs are
subject to program compliance audits by the grantors or their representatives. These agencies have
the authority to determine liabilities as well as to limit, suspend, or terminate Federal award
programs. No provision has been made for any liabilities which may arise from such audits since the
amounts, if any; cannot be determined at this date.

TRANSFER OF ACCOUNTING SERVICES TO HUMBOLDT STATE UNIVERSITY

In March 2010, the financial accounting process for the Foundation was transferred to the
University’s Financial Services department. The Foundation’s Board of Directors voted to allow this
transfer after the resignation of the Foundation’s accounting supervisor in February, problems with
the implementation of PeopleSoft software and the restructuring of the Foundation’s operations. For
the fiscal year ended June 30, 2010 the Foundation paid Financial Services $150,000 for accounting
services. From July 1, 2010 to June 30, 2011, the Foundation has agreed to pay $300,000. The
services provided by Financial Services include accounting, plant operations, asset management,
system support, procurement, human resources services, accounts receivable billing and accounts
payable.

11



HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
Notes to the Financial Statements
June 30, 2010

9. OTHER INFORMATION REQUIRED FOR INCLUSION IN HSU CONSOLIDATED
FINANCIAL STATEMENTS FINANCIAL STATEMENTS

The CSU Chancellor’s Office has requested Auxiliary Organizations include in the footnotes to their audited
financial statements information necessary to consolidate financial information from each Auxiliary
Organization into the consolidated financial statements for Humboldt State University.

Composition of investments at June 30, 2010:
Current Noncurrent Total

State of California Surplus Money Investment Fund $ - -
State of California Local Agency Investment Fund 3,179,433 3,179,433
Debt and equity securities : ; -
Fixed income securities -
Real estate ; 727,480 727,480
Certificates of deposit -
Money market funds/savings -
Notes receivable -
Other investments: -
Investment in Baywood CC stock 300 300
Other

$

Total Investments 3,179,433 727,780 3,907,213

Long-term liabilities activity schedule:

Balance Balance Long-term Current

6/30/09 Additions Reductions 6/30/10 portion portion
Accrued compensated absences $ 137,622 201 $ 137,823 — $ 137,823
Capitalized lease obligations:

Gross balance — — — —

Unamortized premium on capitalized lease
obligations — — — —

Total capitalized lease obligations — — — — —

Long-term debt obligations:

Revenue Bonds — — — _ _
Otherbonds (non-Revenue Bonds) — — — — _
Commercial Paper —_ — — _ —
Other:

Description — — — — —

Total long-term debt obligations — — — —_— — —

Unamortized bond premium — — o — — —

Unamortized loss on refunding — — I — — —

Total long-term debt obligations, net — — — — — —

Total long-term liabilities $ 137,622 201 $ - $ 137,823 — $ 137,823

12



HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
Notes to the Financial Statements
June 30, 2010

9. OTHER INFORMATION REQUIRED FOR INCLUSION IN HSU CONSOLIDATED
FINANCIAL STATEMENTS (Continued)

Composition of capital assets at June 30, 2010:
Balance Balance
6/30/09 Additions Reductions Transfers 6/30/10

Nondepreciable capital assets
Land and land improvements $ 356,401 — $ 356,401
Works of art and historical treasures — — —

Construction work in progress - —

Total nondepreciable capital assets ‘ 356,401 — — — 356,401
Depreciable capital assets .
Buildings and building improvements 405,952 — — 405,952
Improvements, other than buildings — —
Infrastructure -
Leasehold improvements — —
Personal property:
Equipment 1,829,788 65,139 (108,024) — 1,786,903
Library books and materials —
Intangible assets —

Total depreciable capital assets 2,235,740 65,139 (108,024} — 2,192,855

Total cost 2,592,141 65,139 {108,024) — 2,549,256

Less accumulated depreciation:
Buildings and building improvements (66,344) (13,070} — — (79414
Improvements, other than buildings — —
Infrastructure — -
Leasehold improvements — —
Personal property:
Equipment (314,646) (7,380) 108,024 — (214,001)
Library books and materials —
Intangible assets —

Total accumulated depreciation (380,990) (20,450 108,024 — (293.,415)

Net capital assets $2,211,151 44,689 e — $2,255,841

Calculation of net assets - Invested in capital assets, net of related debt:

Auxiliary Organizations

GASB FASB

Capital assets, net of accumulated depreciation $ - $ 2,255,841
Capital lease obligations, current portion -
Capital lease obligations, net of current portion -
Long-term debt obligation, current portion , -
Long-term debt obligation, net of current portion - -
Unspent bond proceeds -
Other

Net assets - invested in capital assets, net

of related debt $ - $ 2,255,841
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HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
SUPPLEMENTARY INFORMATION

June 30, 2010



HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
Combined Statement of Net Assets Restated for Inclusion in the

Consolidated Financial Statements of the California State University

As of June 30, 2010
ASSETS
Current Assets
Cash & Cash Equivalents 3 383,406
Short-Term Investments 3,283,346
Accounts Receivables, Net 4,441,055
Prepaid Expenses and Other Assets 2,202
Total Current Assets 8,110,009
Noncurrent Assets
Other Long-Term Investments 727,780
Capital Assets, Net 2,255,841
Total Noncurrent Assets 2,983,621
TOTAL ASSETS $ 11,093,630
LIABILITIES
Current Liabilities
Accounts Payable $ 237,945
Accrued Salaries and Benefits Payable 169,086
Deferred Revenue 1,887,134
Accrued Compensated Absences 137,823
Other Liabilities 16,819
Total Current Liabilities 2,448 807

Noncurrent Liabilities
Deferred Revenue -

Total Noncurrent Liabilities -

Total Liabilities 2,448,807
NET ASSETS
Net Assets
Invested in Capital Assets - Net of Related Debt 2,255,841
Restricted for:
Nonexpendable
Endowments -
Expendable
Scholarships and Fellowships ‘ -
Research -
Unrestricted Net Assets 6,388,982
Total Net Assets $ 8,644,823
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HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
Combined Statements of Revenues, Expenses and Changes in Net Assets Restated for Inclusion in the

Consolidated Financial Statements of the California State University
For the Fiscal Year Ended June 30, 2010

REVENUES
Operating Revenues:
Grants and Contracts, Noncapital:
Federal 7,513,148
State 3,771,888
Local 173,424
Nongovernmental 2,520,920
Sales and services of educational activities 398,467
Sales and Services of Auxiliary Enterprises (Net of Scholarship
Allowances of $-0-) 1,551,896
Other Operating Revenues 1,404,921
TOTAL OPERATING REVENUES 17,334,664
EXPENSES
Operating Expenses:
Instruction 1,811,874
Research 7,882,870
Public Service 3,692,644
Academic Support and Academic Library Materials 386,750
Student Services 1,096,086
Institutional Support 518,080
Operation and Maintenance of Plant 555,131
Student Grants and Scholarships 111,116
Auxiliary Enterprise Expenditures 2,211,343
Depreciation 20,450
TOTAL OPERATING EXPENSES 18,286,344
OPERATING INCOME (951,680)
NONOPERATING REVENUES (EXPENSES):
Gifts, Noncapital 1,107,970
Investment Income, Net 23,468

Endowment Income -
Interest on Capital-Related Debt -
Grants and Gifts, Capital -
Additions to Permanent Endowments

Other Nonoperating Revenues (Expenses) 41,113
NET NONOPERATING REVENUES (EXPENSES) 1,172,551
INCREASE IN NET ASSETS 220,871
NET ASSETS:
NET ASSETS, beginning of year as previously reported 8,423,952
RESTATEMENT
Prior Period Adjustments -
NET ASSETS, beginning of year as restated 8,423,952
NET ASSETS at end of year $ 8,644,823
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HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
OTHER REPORTS

June 30,2010
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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

Board of Directors
Humboldt State University Sponsored Programs Foundation

We have audited the financial statements of the Humboldt State University Sponsored Programs
Foundation as of and for the year ended June 30, 2010, and have issued our report thereon dated
September 10, 2010. 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 audits, we considered the 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 Foundation’s internal control over financial reporting. Accordingly, we do

not express an opinion on the effectiveness of the Foundation’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 misstatements on a timely basis. A material weakness is a deficiency, or
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 financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in

16



Board of Directors
Humboldt State University Sponsored Programs Foundation

internal control over financial reporting that might be deficiencies, significant deficiencies, or
material weaknesses. We did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses, as defined above. However, we identified
certain deficiencies in internal control over financial reporting, described in the accompanying
schedule of findings and questioned costs that we consider to be significant deficiencies in
internal control over financial reporting. (Page 23, item 2010-1) A significant deficiency is a
deficiency, or combination of deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Foundation’s financial statements are
free of material misstatement, we performed tests of the Foundation’s 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 instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards and which are described in the accompanying schedule of financings and questions
costs as item 2010-1.

The Foundation’s response to the findings identified in our audit is described in the
accompanying schedule of findings and questions costs. ~We did not audit the Foundation’s
response and, accordingly, we express no opinion on it. ‘

This report is intended solely for the information and use of management, others within the entity,
the Board of Directors, and 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.

ANDERSCON, LUCAS, SOMERVILLE § BORGES, LLP
September 10, 2010

Fortuna, California

17



ANDERSON, LUCAS, SOMERVILLE & BORGES, LLP
CERTIFIED PUBLIC ACCOUNTANTS

ART STEWART (1945-1964) - 1328 MAIN STREET DAVID A. SOMERVILLE, i
RICHARD RODRIGUE {1950-1985) FORTUNA, CALIFORNIA 95540 KETH DL BORGES
DAVID L SOMERVILLE (1971-1982) DHOMIPNIGUIE | KILMER
DONALD . HARRIS (1962-1994) (707)725-4483 & (707) 725-4442 KEVIN COLLER

Toll Free: 800-794-1643

FAX: (787) 725-6340 JAMES M. ANDERSON, Inactive

E-mail: team®@alsb.com EUGENE B, LUCAS,
‘ www.alsb.com
REPORT ON COMPLIANCE WITH REQUIREMENTS

APPLICABLE TO EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

Board of Directors
Humboldt State University Sponsored Programs Foundation

Compliance

We have audited the compliance of Humboldt State University Sponsored Programs Foundation
(a nonprofit corporation) 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
each of its major federal programs for the year ended June 30, 2010. Humboldt State University
Sponsored Programs Foundation’s major federal programs are 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 each of
its major federal programs is the responsibility of Humboldt State University Sponsored Programs
Foundation’s management. Our responsibility is to express an opinion on Humboldt State
University Sponsored Programs Foundation’s 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 Humboldt State University
Sponsored Programs Foundation’s compliance with those requirements and performing such
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Board of Directors
Humboldt State University Sponsored Programs Foundation

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
Humboldt State University Sponsored Programs Foundation’s compliance with those
requirements.

As described in item 2010-1 in the accompanying schedule of findings and questioned costs, the
Foundation did not comply with the requirements regarding the monitoring of sub-recipients that
are applicable to its Small Business Administration SBDC grant program. Compliance with this
requirement is necessary, in our opinion, for the Foundation to comply with the requirements
applicable to that program.

In our opinion, except for the noncompliance described in the preceding paragraph, Humboldt
State University Sponsored Programs Foundation complied, in all material respects, with the
requirements referred to above that are applicable to each of its major federal programs for the
year ended June 30, 2010.

Internal Control Over Compliance

The management of Humboldt State University Sponsored Programs Foundation is responsible
for establishing and maintaining effective internal control over compliance with requirements of
laws, regulations, contract and grants applicable to federal programs. In planning and performing
our audit, we considered Humboldt State University Sponsored Programs Foundation’s internal
control over compliance with requirements that could have a direct and material effect on a major
federal program in order to determine our 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 over compliance. Accordingly, we do not express an opinion on the
effectiveness of Humboldt State University Sponsored Programs Foundation’s 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
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Board of Directors
Humboldt State University Sponsored Programs Foundation

compliance requirement of a federal program will not be prevented, or detected and corrected, on
a timely basis.

Our consideration of the 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 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 described above. However, we identified certain deficiencies in internal control
over compliance that we consider to be significant deficiencies as described in the accompanying
schedule of findings and questioned costs as item 2010-1. A significant deficiency in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance that is less severe than a material weakness in internal control over compliance, yet
important enough to merit attention by those charged with governance.

Humboldt State University Sponsored Programs Foundation’s response to the findings identified
in our audit, if any, is described in the accompanying schedule of findings and questioned costs.
We did not audit the Foundation’s response, if any, and, accordingly, we express no opinion on it.
This report is intended solely for the information and use management, others within the entity,
the Board of Directors, and 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.

ANDPERSON, LUCAS, SOMERVILLE §BORGES, LLP

September 10, 2010
Fortuna, California
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HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
Schedule of Findings and Questioned Costs
Year Ended June 30, 2010

SECTION I - SUMMARY OF AUDITORS’ RESULTS

Financial Statements

Type of auditors’ report issued: Unqualified

Internal control over financial reporting:

Material weaknesses identified? __yes _X mo
Significant deficiencies identified not
considered to be material weaknesses? _X yes ___ none
Noncompliance material to financial
statements noted? __yes _X _mo
Federal Awards

Internal control over major programs:

Material weaknesses identified? __yes _X mno
Significant deficiencies identified not
considered to be material weaknesses? X yes ___none
Type of auditors’ report issued on
compliance for major programs: Qualified

Any audit findings disclosed that are
required to be reported in accordance
with Circular A-133, Section .510(a)? X yes ___mo
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HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
Schedule of Findings and Questioned Costs
Year Ended June 30, 2010
SECTION I - SUMMARY OF AUDITORS’ RESULTS (Continued)

Identification of major programs:

CFDA Number(s) Name of Federal Program or Cluster

59.037 Small Business Administration
Small Business Development Center

15.812 U.S. Department of Interior
Cooperative Research Units Program

10.652 U.S. Department of Agriculture
Forestry Research

Dollar threshold used to distinguish
Type A and Type B programs: $.300,000

Auditee was determined to be a low-risk auditee
SECTION II - FINANCIAL STATEMENT FINDINGS
No findings or questioned costs
SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

2010-1 — Deficiency in Monitoring Sub-recipients Related to the Small Business
Administration’s Small Business Development Centers.

A pass-through entity assumes responsibility for complying with federal requirements when it
accepts federal awards. Federal agencies hold the pass-through entity ultimately responsible for
compliance at the sub-recipient level. The Foundation is responsible for informing the sub-
recipient of applicable federal requirements as well as identifying the source of funding and any
additional administrative requirements imposed on the sub-recipient. No audit reports were
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HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS FOUNDATION
Schedule of Findings and Questioned Costs
Year Ended June 30, 2010

2010-1 — Deficiency in Monitoring Sub-recipients Related to the Small Business
Administration’s Small Business Development Centers. (continued)

obtained from the SBDC sub-recipients as required by OMB Circular A-133.

The Foundation should obtain A-133 audits reports from the SBDC pass-through entities to
monitor their compliance with Single Audit requirements applicable to them.

Response:

Management notes that subrecipient monitoring procedures were not formally established;
therefore the review of A-133 audit reports from the SBDC pass-through entities was not
performed. Procedures are being implemented to fulfill all subrecipient monitoring compliance
requirements per the OMB A-133 Compliance Supplement.

Condition:

The Foundation contracts with third parties to provide administrative services with respect to it
SBDC grant program. The Foundation receives invoices from these third parties for program
related expenditures and reimburses them based upon the information contained in those
invoices. Since these third parties do not provide A-133 audits or certification that they are not
required to obtain such an audit, the Foundation does not have the information needed to detect
possible errors made by the sub-recipients.

Possible Effects:
The Foundation may have overstated grant expenditures for the fiscal year.

Cause

Sufficient reporting documentation is not provided to assure sub-recipient compliance with OMB
A-133 requirements.

Recommendation
It is recommended that the Foundation establish pre-award procedures to ensure receipt of a sub-
recipient’s A-133 audit or certification from the sub-recipient that an A-133 is not required prior
to the grant award.
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HUMBOLDT STATE UNIVERSITY SPONSORED PROGRAMS
FOUNDATION

Summary Schedule of Prior Audit Findings

Year Ended June 30, 2009

No Prior Year Audit Findings
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