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EXECUTIVE SUMMARY

Failure to Properly Oversee Operations of Nonprofit Affiliate

In September 2015, the LSU Board of Supervisors (LSU Board) approved
Stephenson Technologies Corporation (STC) as an LSU affiliate to pursue research
and development (R&D) contracts with the federal government for LSU’s financial
benefit. In February 2019, LSU’s Office of Internal Audit (Internal Auditor)
completed an audit of STC. The audit found that STC: (1) failed to sign an affiliation
agreement with LSU; (2) had not reimbursed LSU for financial support LSU
provided; and (3) had paid unapproved compensation to an LSU employee who also
served as STC’s Chief Executive Officer (CEO), President, and Board Chairman.

During our audit, we found that LSU failed to provide adequate oversight of
STC's operations and did not implement the Internal Auditor’s recommendations.
Moreover, LSU did not enter into an affiliation agreement with STC until May 2023;
did not obtain reimbursement from STC for support LSU provided; and did not elect
STC board members for more than three years. During this time, the LSU employee
who served as STC’s CEO, President, and Board Chairman continued to receive
compensation from STC without LSU approval. By failing to properly oversee STC's
operations, LSU management may have violated the Louisiana Constitution, which
prohibits the donation of public funds, and state law.

STC Improperly Paid Compensation and Benefits to an LSU Employee and
Other STC Executive Management Team Members

STC paid at least $1,345,488 to or for the benefit of Jeffrey Moulton between
2017 and 2022. This amount included wages, incentive pay, paid time off, deferred
compensation, severance, a golf club membership and related charges, and lease
payments for a Baton Rouge condo Mr. Moulton claimed was his personal residence
(collectively referred to as “compensation and benefits”). As a full-time LSU
employee, Mr. Moulton was prohibited from receiving compensation and benefits
from STC without LSU’s approval. None of Mr. Moulton’s STC compensation was
properly approved by LSU as required by Louisiana law, and LSU policy. Records
also show that STC paid other STC executive management team members (CEMT)
$364,139 in incentive payments, $648,192 in severance payments, and at least
$60,589 in club membership benefits that were not approved by an LSU-approved
STC Board despite the fact that LSU is its sole member. We further found that
Louisiana Department of Economic Development (LED) funds were used to pay a
portion of the compensation and benefits to CEMT members. By improperly paying
compensation and benefits to an LSU employee and other CEMT members, STC
management may have violated LSU policy, the Louisiana Constitution, and state
and federal law.
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STC Management Obtained R&D Projects for an Unaffiliated Entity

Records show that STC management members and employees, including
Mr. Moulton and John Pursley, incorporated Stellar, an unaffiliated nonprofit
corporation, in September 2018 to obtain R&D contracts from the federal
government. Although certain management members were fiduciaries of STC and
its sole member, LSU, they obtained R&D projects for Stellar exceeding $57 million
that did not benefit STC or LSU. In addition, records show that these STC
management members and employees also received at least $5,513,134 in
reported compensation and taxable benefits from Stellar between 2019 and 2023.
STC is now financially distressed and reliant on state funding from LED to meet its
operating expenses. By obtaining funds for Stellar and receiving compensation and
benefits from Stellar, Mr. Moulton and others may have breached their fiduciary
duties to STC and LSU and violated LSU policy and state and federal law.

STC Improperly Funded Office Space for an Unaffiliated Entity

STC accounting records show STC paid $626,554 for leasehold improvements
to expand its Baton Rouge office space and $412,426 to lease the expanded space
between December 2021 and October 2024. Approximately one-fourth of the
expanded space was dedicated for Stellar’s use; however, it does not appear that
the STC Board approved funding of office space for Stellar. STC expensed the
leasehold improvements and lease costs to LED and STC's federal government
clients. By funding office space for Stellar, STC management may have violated the
Louisiana Constitution, which prohibits the donation of public funds, and state and
federal law.

STC Paid a Contractor for Legal Services Who May Not Have Been Licensed
to Practice Law

Records show STC paid $616,929 in compensation and benefits to a
contractor, Scott Draughon, through his Florida company, The MyTechnologyLawyer
Corporation (MTL) between January 2019 and January 2022. According to emails
and the invoices MTL submitted to STC, Mr. Draughon was referred to as STC’s
attorney who reviewed, edited, and negotiated changes to public and private
contracts on STC’s behalf. However, we found no record that Mr. Draughon is
licensed to practice law in Louisiana, and Mr. Draughon is ineligible to practice law
in Florida. If Mr. Draughon received compensation from STC (and Stellar) related to
the practice law without being licensed to do so, Mr. Draughon may have violated
state law.



BACKGROUND AND METHODOLOGY

The Louisiana State University System (LSU) is a component unit of the state
of Louisiana within the executive branch of state government and operates under
the management and supervision of the Louisiana State University Board of
Supervisors (LSU Board). The LSU Board is comprised of 15 members appointed by
the governor, with Senate confirmation, to six-year terms, and one student
member appointed to a one-year term by a council composed of the student body
presidents of the universities. LSU’s President serves as the LSU Board’s Secretary.

LSU encompasses several specialized campuses, collectively referred to as
the LSU System, including Louisiana State University and Agricultural & Mechanical
College, Louisiana State University at Alexandria, Louisiana State University at
Eunice, Louisiana State University of Shreveport, Louisiana State University Health
Sciences Center — New Orleans, Louisiana State University Health Sciences Center -
Shreveport, Louisiana State University Agricultural Center, and Pennington
Biomedical Research Center. As a publicly-supported institution of higher education,
the LSU System'’s instructional programs are partially funded through annual
appropriations made by the Louisiana Legislature.

Stephenson Technologies Corporation, initially named Nascent Technologies
Corporation and hereinafter referred to as STC, was incorporated in May 2015 as a
Louisiana nonprofit corporation formed for affiliation with the LSU Board, subject to
the LSU Board’s approval as provided in La. R.S. 17:3390.! STC's Articles of
Incorporation state that STC’s general purpose is to support LSU’s programs,
facilities, research, and educational opportunities offered by LSU, and further
provides that STC shall make distributions to other nonprofit organizations,
including its sole member, LSU. In September 2015, the LSU Board approved STC
as an LSU affiliate. STC’s audited financial statements are consolidated into LSU’s
audited financial statements as a blended component unit.

In May 2022, LSU’s President appointed an LSU employee to serve as STC's
new Executive Director. The new Executive Director subsequently requested that
the Louisiana Legislative Auditor investigate his concerns regarding the alleged
misuse of STC funds, noncompliance with law, and conflicts of interest concerning
individuals formerly associated with STC. This audit was initiated to determine the
validity of those complaints. The procedures performed during this audit included:

(1) interviewing select STC and LSU employees, board members, and
other persons, as appropriate;

(2) examining selected STC and LSU documents and records;
(3) gathering and examining external parties’ documents and records; and
(4) reviewing applicable state and federal laws and regulations.
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FINDINGS AND RECOMMENDATIONS

Failure to Properly Oversee Operations of Nonprofit Affiliate

In September 2015, the LSU Board of Supervisors (LSU Board)
approved Stephenson Technologies Corporation (STC)” as an LSU affiliate
to pursue research and development (R&D) contracts with the federal
government for LSU’s financial benefit. In February 2019, LSU’s Office of
Internal Audit (Internal Auditor) completed an audit of STC. The audit
found that STC: (1) failed to sign an affiliation agreement with LSU; (2)
had not reimbursed LSU for financial support LSU provided; and (3) had
paid unapproved compensation to an LSU employee who also served as
STC'’s Chief Executive Officer (CEO), President, and Board Chairman.

During our audit, we found that LSU failed to provide adequate
oversight of STC’s operations and did not implement the Internal Auditor’'s
recommendations. Moreover, LSU did not enter into an affiliation
agreement with STC until May 2023; did not obtain reimbursement from
STC for support LSU provided; and did not elect STC board members for
more than three years. During this time, the LSU employee who served as
STC’s CEO, President, and Board Chairman continued to receive
compensation from STC without LSU approval. By failing to properly
oversee STC’s operations, LSU management may have violated the
Louisiana Constitution, which prohibits the donation of public funds, and
state law. /2

Louisiana Revised Statute (La. R.S.) 17:3390! encourages higher education
management boards and institutions to promote the activities of alumni
associations, foundations, and other private, nonprofit organizations that raise
private funds for the support of public institutions of higher education. STC was
incorporated in May 2015 as a Louisiana nonprofit corporation to be affiliated with
the LSU Board as defined in La. R.S. 17:3390. STC's Articles of Incorporation
specify it shall serve a general purpose of supporting the programs, facilities,
research, and educational opportunities offered by LSU and shall make distributions
to other nonprofit organizations, including, but not limited to its sole member, LSU.
STC remains a private entity, as opposed to a public or quasi-public entity, only if it
meets all of the criteria in La. R.S. 17:3390(B) which include:

. Have a principal purpose of supporting one or more programs,
facilities, or research or educational opportunities offered by LSU;

A Stephenson Technologies Corporation was initially incorporated in May 2015 as Nascent Technologies
Corporation and was presented to the LSU Board under that name in September 2015. The
corporation later changed its name to Stephenson Technologies Corporation. As a result, this report
will refer to Nascent Technologies Corporation and Stephenson Technologies Corporation as STC.
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o The majority of the STC’s Board of Directors’ (STC Board) voting
members are not LSU Board members or employees;

o STC is under the management and control of the STC Board, whose
members are elected by STC’s sole member, LSU; and

. STC reimburses LSU, either directly or through in-kind services, for the
cost of any housing, personnel, and other support furnished to STC by
LSU.

STC was created to pursue applied R&D projects with the federal government
for LSU’s benefit. Two LSU employees - the Director of LSU’s Transformational
Technology and Cyber Research Center, Jeffrey Moulton, and LSU’s Executive Vice
President for Finance & Chief Financial Officer (CFO) Dr. Dan Layzell - presented
STC to the LSU Board for approval as an LSU affiliate at the LSU Board’s September
2015 meeting, approximately three months after incorporation. Documents
provided to the LSU Board prior to the meeting stated STC would reimburse LSU for
the use of LSU facilities and other allowable reimbursable costs and that the net
fees earned by STC would be "100 percent available to the University as directed by
the Member (LSU).”

Video of the LSU Board’s September 2015 meeting shows that Mr. Moulton
told the LSU Board that STC would be the applied R&D of LSU to bridge the gap
between contracting agencies and research staff on campus. Mr. Moulton also told
the LSU Board that STC would be an LSU-owned-and-operated affiliate that would
take direction from LSU and would not act as a “rogue nation.” Dr. Layzell told the
LSU Board that he and LSU’s General Counsel, Thomas Skinner, would serve as STC
Board members to provide ongoing oversight and that LSU and STC would sign an
affiliation agreement to ensure accountability. The LSU Board then voted to
approve STC as an LSU affiliate. The corresponding LSU Board resolution provided
that it authorized the following:

F. King Alexander, in his capacity as President of LSU, or his designee,
acting on behalf of and in the name of the Board, and in consultation
with legal counsel, to establish and execute the Articles of
Incorporation and Bylaws for the LSU Nonprofit 501(c)(3) Affiliate,
[STC], to be operated for the benefit of the sole Member (LSU), and
any related documents necessary or desirable to accomplish and
implement the purposes of [STC], with as such agreements and
documents, as well as any subsequent amendments thereto, to
contain the terms and conditions, including funding, that the President
deems to be in the best interest of LSU;

AND

establishing a restricted account for the funds generated by [STC].
These funds to be used exclusively for the continued operations and
expansion of the purposes of [STC],; including campus activities
associated with [STC] at the discretion of the President or his

6
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designee, who shall be the Vice President for Finance and
Administration/CFO unless the President names another designee.

STC began operations in late 2016 under the direction of the STC Board,
which consisted of Mr. Moulton (Chairman), Dr. Layzell and Mr. Skinner.
Mr. Moulton, an LSU employee, also served as STC’s CEO and President. Records
and statements show Mr. Moulton’s LSU employment duties included running STC
and pursuing federal R&D contracts for LSU’s benefit, whether awarded to LSU or
STC. LSU and STC did not sign an affiliation agreement prior to STC commencing
operations; however, LSU and STC did enter into an Intercompany Master Services
Agreement (IMSA), effective September 1, 2016. The IMSA established the
mechanism through which LSU employees, including Mr. Moulton, would work on
STC projects and STC would pay LSU for the cost of those services. The IMSA,
which is still in effect, prohibited employees from simultaneously receiving salaries
from LSU and STC.

LSU’s Internal Auditor initiated a routine internal audit of STC in February
2018, which was completed in February 2019. The Internal Auditor’s findings (see
Attachment 1) included:

o lack of an affiliation agreement between LSU and STC;

. LSU not being reimbursed for funds and resources it provided to STC;

o possible noncompliance with Article VII, Section 14 of the Louisiana
Constitution,? which prohibits the loan, pledge, or donation of public
funds; and

o Mr. Moulton receiving compensation from STC without LSU approval.

The audit report recommended that LSU and STC execute an affiliation
agreement and that LSU pursue reimbursement for support LSU provided to STC.
LSU management responded to the audit report in June 2019. According to LSU’s
response, Dr. Layzell would be responsible to implement the Internal Auditor’s
recommendations by December 31, 2019.

According to LSU and STC records, conflicts arose between LSU and STC
during LSU’s internal audit. The conflicts concerned the audit process and LSU’s
proposals for distributions from STC to LSU, which Mr. Moulton rejected on STC's
behalf. In addition, LSU’s Internal Auditor notified LSU’s Provost on February 5,
2019, that Mr. Moulton was President of Stephenson Stellar Corporation (Stellar),
but he had no information on Stellar’s purpose or connection to LSU or STC.

Dr. Layzell - the only remaining LSU employee other than Mr. Moulton on the STC
Board® at the time - resigned from the STC Board two days later (and
approximately two weeks before the internal audit was completed).

B Mr. Skinner left the STC Board in October 2016 when the STC Board was changed to include
Mr. Moulton, Dr. Layzell, and three independent board members not associated with LSU.

7
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Records maintained by Florida’s Department of State, Division of
Corporations, show that Scott Draughon, an independent contractor providing legal
services to STC, incorporated Stellar as a Florida nonprofit corporation in
September 2018. Stellar’s Articles of Incorporation listed Mr. Moulton (President),
John Pursley, STC'’s Chief Financial Officer (Treasurer), and Mr. Draughon
(Secretary) as Stellar’s initial officers/directors. Stellar began formal operations at
the beginning of 2019 with STC employee Ken Sweltz as its Executive Director.
Subsequent tax filings show that Stellar’s organizational mission was essentially the
same as STC's organizational mission and that Mr. Moulton and Mr. Sweltz began
receiving compensation from Stellar during calendar year 2019.

During our audit, we found that LSU did not adequately oversee STC's
operations and did not ensure that STC implemented the Internal Auditor’s
recommendations. Although Dr. Dan Layzell, LSU’s Executive Vice President for
Finance & CFO, said the Internal Auditor’s recommendations should be
implemented by December 31, 2019, that did not happen. Rather, records show
that LSU did not execute an affiliation agreement with STC for almost three-and-a-
half years after that date. We also found that LSU did not obtain reimbursement
from STC for support LSU provided to STC, which LSU estimated to exceed
$400,000. In addition, records show that Mr. Moulton began receiving
compensation from Stellar in 2019 and continued to receive compensation from
STC without LSU approval. Further, we found that LSU failed to elect STC Board
members for more than three years.

We also obtained an email from and to LSU executive personnel, dated
October 12, 2021, which discussed LSU’s plans to take back control of STC (See
Attachment 2). This email also included a list of “Mr. Moulton’s actions that have
breached LSU trust,” which suggests: (1) STC was not operating for LSU’s benefit;
(2) STC was not operating under the management and control of a Board elected
solely by LSU; and (3) STC was not reimbursing LSU for support it provided to STC.
Subsequent findings in this report provide greater detail about items (1) and (2).

Rebuttal to Mr. Scott Draughon’s Response

In response to our report, Mr. Draughon stated that tensions between the
irreconcilable goals of LSU and STC led Mr. Moulton, Mr. Pursley, and Mr. Draughon
to resign from STC in early 2022. According to Mr. Draughon, LSU’s objective was
legislative compliance, while STC’s objective was preserving the STC business base.
Mr. Draughon further mentioned LSU’s frustrations over the inability of LSU and
STC to come to terms between 2019 and 2022 on an affiliation agreement “that
would comply with LSU legislative requirements.” Mr. Draughon’s references to
LSU’s legislative compliance requirements appear to be references to La. R.S.
17:3390, compliance with which was mandatory for STC under Louisiana law.

As a Louisiana nonprofit corporation, STC is obligated to operate within the
restrictions of Louisiana law, its Articles of Incorporation, and its bylaws.3 STC’s
Articles of Incorporation, which are restated in its bylaws, require STC to be an LSU
affiliate as defined in La. R.S. 17:3390 (see discussion on p. 5-6). Therefore, STC
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does not operate in accordance with Louisiana law if it does not comply with all
applicable statutory restrictions, including the requirement that STC operate for
LSU’s principal benefit. LSU records show the ways LSU intended to benefit from
STC.

For example, LSU submitted a request (LSU Affiliation Request) to the LSU
Board to establish STC as an LSU affiliate, which the LSU Board approved by
resolution at its September 18, 2015, meeting (see discussion on p. 6-7). The LSU
Affiliation Request stated STC's fiscal impact would include generating net
assets/net fees (revenues minus expenses). The LSU Affiliation Request also
included the following language establishing LSU’s intent to receive the net assets
generated by STC, consistent with La. R.S. 17:3390 and STC’s Articles of
Incorporation (see discussion on p. 6):

LSU is asking to restrict the Funds (Net Assets) generated by [STC] so
that they may be reinvested exclusively for the continued operations
and expansion of the purposes of [STC]; including supportive campus
activities associated with [STC].... In addition, the Net Fees Earned are
100 percent available to the University as directed by the Member
(LSU).

Mr. Draughon’s response also referenced an "STC Commitment To LSU” to
generate net assets which apparently traces back to the LSU Affiliation Request.
Mr. Draughon’s response praised STC’s success at generating contract awards and
net assets that exceeded “the original objective” by 57% and referenced a
document titled “Report: STC Commitment To LSU.” This document referenced by
Mr. Draughon shows the revenue and net asset commitments exceeded by STC
were the financial projections included in the LSU Affiliation Request. Thus,
Mr. Draughon appears to rely upon the LSU Affiliation Request to establish the "STC
commitment to LSU” to generate net assets while disregarding that the ultimate
purpose was to distribute those net assets to LSU.

This objective/commitment was not met, as STC rejected LSU’s September
2018 proposal to receive STC net assets (see discussion on p. 7), and STC never
distributed any net assets to LSU. Instead, LSU’s proposal to receive STC net
assets became intertwined with the affiliation agreement negotiations between LSU
and STC. Email records show Mr. Draughon and an LSU Assistant General Counsel
negotiated provisions of a draft affiliation agreement between LSU and STC
beginning shortly after the LSU internal audit was completed. The LSU Assistant
General Counsel emailed Mr. Draughon on April 16, 2019, about Mr. Draughon’s
proposed changes and copied Mr. Moulton, Mr. Pursley, Dr. Layzell, and
Mr. Skinner. The LSU Assistant General Counsel email stated the following:

our office interprets the [LSU Board] resolution of September, 18,
2015 to provide that the primary purpose of STC, and the reason it
was established, is to benefit LSU and that the funds referenced in that
Resolution are to be used to operate and expand STC, as the second
paragraph of the resolution provides, for the “"purposes of [STC]”. It's
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purpose is to benefit LSU. This affiliation agreement is an opportunity
to clarify that purpose and to allow both STC and LSU to operate with
the support and oversight of that purpose....

As STC is an LSU entity LSU is obligated to take appropriate action to
assure the well-being of that entity as well as its conformance with
law....

The purpose of the [affiliation agreement] is to assure that entities
using state law to affiliate with higher education institutions are
operating to benefit those institutions and are doing so in accordance
with RS 17:3390 et al.

If LSU’s goals were to assure STC operated for LSU’s benefit and in
compliance with La. R.S. 17:3390 - as required by STC's Articles of Incorporation
and Louisiana law - and those goals were irreconcilable with STC’s goals, then
STC’s goals under the leadership of Mr. Moulton were inconsistent with operating
for the principal benefit of LSU or in compliance with La. R.S. 17:3390.

Mr. Draughon’s response to our report also stated that STC provided
significant financial benefits to LSU by reimbursing LSU $918,362 through
Intercompany Work Authorizations (IWAs) for fiscal years 2017 through 2022
(July 1, 2016 through June 30, 2022) and issuing a $500,000 check to LSU.
However, LSU and STC records show LSU received minimal benefits from STC after
the LSU internal audit was completed.

IWAs were the mechanism in the IMSA through which LSU employees,
including Mr. Moulton, would work on individual STC projects for their LSU
compensation, which STC would reimburse to LSU. One of the issues raised in the
internal audit was an apparent conflict of interest in Mr. Moulton’s supervisory
responsibilities for LSU and STC under the IMSA and IWAs. STC did pay LSU
$918,362 through various IWAs over that timeframe. However, LSU invoiced for
78% of the IWA

payments before STC IWA Payments to LSU

the .LSU internal $350.000

audit was

completed. The $300,000

IWA payments to

LSU declined 230000

significantly in 506,000

the year of the

LSU internal $150,000

audit (fiscal year

2019) and $100,000

subsequent years 850000

before LSU l l
reconstituted the $ L]

STC Board in FY17 FY18 FY19 FY20 FY21 FY22
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September 2022 (fiscal year 2023), as shown in the bar graph on the previous
page. We also noted that there were no IWAs for Mr. Moulton’s work on STC
projects in the fiscal years after the internal audit, even though STC continued to
bill for Mr. Moulton’s direct labor, including for two projects for which there were
previously IWAs to reimburse LSU for Mr. Moulton’s labor.

The $500,000 payment mentioned by Mr. Draughon was issued in June 2022
to the LSU Foundation, which is another affiliate of LSU, not LSU. This $500,000
payment related to a donation through the LSU Foundation to STC in October 2016
which stipulated STC would return $500,000 to the LSU Foundation by November
2019. Thus the $500,000 payment from STC to the LSU Foundation appears to be
the delinquent return of the LSU Foundation’s restricted donation to STC. Moreover,
the LSU Foundation then returned the $500,000 to STC in 2023 due to its poor
financial condition (see discussion on p. 24). This $500,000 was provided to STC a
second time in the form of a non-interest loan to be repaid over three years.

Although STC operated as a separate nonprofit corporation, its status as an
LSU affiliate required it to operate in accordance with La. R.S. 17:3390 and its
governing documents, under the management and control of a board elected solely
by LSU. Accordingly, STC's separate corporate form did not relieve it of these
statutory and governance obligations.

To the extent Mr. Draughon attributes the breakdown in the relationship
between LSU and STC to disagreements over governance or compliance, the
records reviewed indicate that LSU’s actions were directed toward ensuring that
STC operated in accordance with applicable law and its governing documents.

While STC provided certain payments and reimbursements to LSU, the
records reviewed indicate that these amounts were limited in scope and timing and
do not alter the overall conclusion that STC did not operate for the principal benefit
of LSU as contemplated by La. R.S. 17:3390 and STC’s governing documents.

STC Improperly Paid Compensation and Benefits to an LSU Employee and
Other STC Executive Management Team Members

STC paid at least $1,345,488 to or for the benefit of Jeffrey Moulton
between 2017 and 2022. This amount included wages, incentive pay, paid
time off, deferred compensation, severance, a golf club membership and
related charges, and lease payments for a Baton Rouge condo Mr. Moulton
claimed was his personal residence (collectively referred to as
“compensation and benefits”). As a full-time LSU employee, Mr. Moulton
was prohibited from receiving compensation and benefits from STC
without LSU’s approval. None of Mr. Moulton’s STC compensation was
properly approved by LSU as required by Louisiana law, and LSU policy.
Records also show that STC paid other STC executive management team
members (CEMT) $364,139 in incentive payments, $648,192 in severance
payments, and at least $60,589 in club membership benefits that were not
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approved by an LSU-approved STC Board despite the fact that LSU is its
sole member. We further found that Louisiana Department of Economic
Development (LED) funds were used to pay a portion of the compensation
and benefits to CEMT members. By improperly paying compensation and
benefits to an LSU employee and other CEMT members, STC management
may have violated LSU policy, the Louisiana Constitution, and state and
federal Iaw.1'2'4'5'5'7'8'9'1°'11'12

The Louisiana Code of Governmental Ethics (La. R.S. 42.1101, et seq.)
prohibits LSU employees like Mr. Moulton from receiving any compensation related
to the performance or nonperformance of their LSU job duties other than their
regular salary and benefits.® However, the Louisiana Code of Governmental Ethics
includes exceptions permitting LSU’s employees to receive compensation and
benefits from LSU affiliates like STC or from certain outside employment related to
their LSU job duties if approved by LSU in accordance with LSU policy. LSU policies
in effect while Mr. Moulton was an LSU employee required LSU’s President or
Provost to provide written approval for payments to LSU employees from LSU
affiliates or for outside employment related to research projects. La. R.S.
17:3390(F) separately required that all payments from an LSU affiliate to an LSU
employee exceeding $1,000 per transaction be approved in writing by the LSU
Board.! In addition, La. R.S. 17:3390(B) requires that STC be managed and
controlled by a Board whose members are elected by STC's sole member, LSU.
During our audit, we found that STC paid compensation and benefits to Mr. Moulton
without proper approval from LSU and that STC paid compensation and benefits to
other CEMT members (non-LSU employees) without approval from a Board whose
members were elected by LSU. These payments are described in the sections
below.

STC Improperly Paid Compensation and Benefits to an LSU Employee

LSU hired Mr. Moulton in 2014, on a full-time basis, as the Executive Director
of its cybersecurity research unit. Mr. Moulton continued to be a full-time LSU
employee between STC's establishment as an LSU affiliate in 2015 through his
resignation, effective July 1, 2021, at which time his base LSU salary was $251,577
per year. Mr. Moulton’s LSU job duties included running STC and obtaining federal
R&D contracts for the benefit of LSU, whether awarded to LSU or STC. Mr. Moulton
also served as STC’s CEO between STC's inception as an LSU affiliate through
December 31, 2021, and as the STC President and Board Chairman through at least
January 2022. STC records conflict as to whether Mr. Moulton was removed from
his STC Board role in February or October 2022.

We reviewed Mr. Moulton’s personnel and email records from LSU and STC,
LSU internal audit records, STC Board records and spoke with LSU’s Internal
Auditor and others at LSU and STC, but we found no evidence that LSU’s President
or Provost provided written approval for Mr. Moulton to receive compensation and
benefits from STC. We also asked LSU’s Internal Auditor to search for records that
the LSU Board approved Mr. Moulton’s STC compensation, and he told us he found
no such records. However, tax and accounting records show that STC paid
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Mr. Moulton at least $1,345,488 in compensation and benefits while he was an LSU
employee from September 15, 2014 to July 1, 2021, and/or through an STC
employment contract Mr. Moulton signed while he was an LSU employee (see table
below). We found that STC paid 87% of the compensation and benefits to

Mr. Moulton after LSU’s Internal Auditor completed its audit of STC in February
20109.

Jeffrey Moulton's STC Compensation per STC Forms W-2 and Pay Statements

2017 2018 2019 2020 2021 Jan-22 Total

Base compensation S - S - S 35,687 | S 95758 |$170,070 | $ 8960 | S 310,475
Incentive Payments S 48,500 | S 54,500 | $ 80,000 | $ 80,000 | $170,500 | $ - S 433,500
Severance (2,080 hours) S - S - S - S - S - $332,800 | $ 332,800
Paid Time Off (PTO) (600 hours) S S $ - S - $ - $ 96,000 | $ 96,000
Retirement/deferred compensation | $ - S - S 1071|S$ 5273|$ 10,217 |$ 13,133 (S 29,694
Condo Lease Payments $ 39,950 | $ 19,800 | $ 39,450 | $ 20,400 | S - S - S 119,600
Golf Club Membership Charges S - S - S 8812|S 7218|S 77389 |S - S 23,419

S 88,450 S 74,300 $165,020 $208,649 $358,176 $450,893 S 1,345,488

STC initially paid Mr. Moulton a $48,500 incentive payment in July 2017.
LSU’s Internal Auditor flagged this payment during its 2018 internal audit of STC as
compensation and benefits received from an affiliate which were not reported/
presented to the LSU Board for approval (See Attachment 1). LSU’s internal audit
workpapers show that shortly before the audit was completed, LSU’s Internal
Auditor notified LSU’s Provost that Mr. Moulton had made a clearly false
representation on an LSU PM-11 form (Disclosure of Outside Employment)
Mr. Moulton submitted for STC in June 2018. The false representation flagged by
LSU’s Internal Auditor was a “"no” answer to the statement "My outside employment
would be with an entity currently doing or actively seeking to do business with my
unit at the university.”

STC did contract with LSU at the time through the IMSA and IWAs (see
discussion on p. 7 and 10-11). This included IWAs through which Mr. Moulton worked
on STC projects as an LSU employee, for his LSU compensation, which STC
reimbursed to LSU. A “yes” response by Mr. Moulton on his LSU PM-11 form would
have triggered a higher-level review by LSU’s President or Provost; however,
Mr. Moulton’s “"no” response circumvented that review. The only LSU approval shown
on this 2018 LSU PM-11 form was by Mr. Moulton’s then-direct supervisor (LSU
Supervisor 1) who lacked the requisite approval authority. This LSU PM-11 form is
the only LSU approval we found for Mr. Moulton’s compensation from STC and only
covered the period July 1, 2018 to June 30, 2019.

Two days after LSU’s Internal Auditor emailed LSU’s Provost about
Mr. Moulton’s 2018 LSU PM-11 form, Dr. Layzell resigned from the STC Board. The
STC Board then elected Mr. Pursley to replace Dr. Layzell on the STC Board at its
February 2019 meeting. (Pursuant to La. R.S. 17:3390(B)?, only LSU was
authorized to elect STC Board members, not the STC Board.) At that point, the STC
Board consisted of Mr. Moulton and Mr. Pursley — both of whom were in the process
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of organizing Stellar - and three independent Board members not associated with
LSU.

Mr. Moulton then entered into an employment contract with STC in June
2019, which the STC Board (without an LSU representative other than Mr. Moulton)
approved at its June 2019 meeting. This contract provided Mr. Moulton with a $127
hourly wage from STC for job duties including capturing R&D projects for STC and
its partners (i.e., Mr. Moulton’s LSU job duties). The offer also specified that
Mr. Moulton would convert to a salaried STC employee when he left LSU
employment, and that Mr. Moulton was entitled to receive certain fringe benefits as
a member of the Company Executive Management Team (CEMT), as shown in the
image below. The CEMT initially consisted of only Mr. Moulton and Mr. Pursley, but
Mr. Draughon and STC General Manager Dr. Joseph Homan joined the CEMT in
2021.

The following list of CEMT EFB & Perks are approved by the Board for each CEMT
Member concurrent with the Approval of this Offer Letter to Jeffrey A. Moulton:

1) First-class Air Travel which includes the plus-one when required to attend
Company sponsored functions;

2) Club Memberships — currently limited to one per Member of the CEMT;

3) Extra Paid Time Off (PTO) — as identified in the applicable Offer Letter;

4) Reimbursement for out-of-pocket healthcare and dental costs not covered by the
Company Insurance Coverages;

5) Incentive Compensation Program — Guaranteed Minimum of 20% and Maximum
50% of Total Annual Compensation; and

6) Severance Package — applicable with Resignation by CEMT Member or
Termination by Company and Package includes current STOP Hourly Rate times
2080 Hours, paid in 12 monthly payments and continuation of all other Company

Provided EFB for Full Time Employees during the one-year Severance Period.

It appears Mr. Moulton also misrepresented his STC compensation on
subsequent LSU PM-11 forms for STC that he submitted to his new LSU Supervisor
(LSU Supervisor 2) in June 2019 and June 2020, which were not approved and later
withdrawn. These forms contained the same false representation previously flagged
by LSU’s Internal Auditor. Mr. Moulton also submitted the June 2019 LSU PM-11
form for STC three days before he signed his STC employment offer, but the form
showed Mr. Moulton’s only proposed STC compensation was “travel expenses and
EIP.”C Mr. Moulton’s June 2020 LSU PM-11 form listed his proposed compensation
as $80,000 (the amount of his prior year STC incentive payment). Neither form
submitted by Mr. Moulton accurately detailed Mr. Moulton’s STC compensation and
benefits according to his STC offer letter.

We showed copies of Mr. Moulton’s LSU PM-11 forms for STC and
Mr. Moulton’s STC offer letter to LSU Supervisor 2. LSU Supervisor 2 told us

€ EIP stands for employee incentive program.
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Mr. Moulton’s representations on his LSU PM-11 forms that STC did not do business
with his unit at LSU were false. LSU Supervisor 2 told us he had never seen

Mr. Moulton’s STC offer letter, never approved Mr. Moulton to receive any of the
elements of compensation listed on the STC offer letter, and was not aware of
anyone else at LSU approving Mr. Moulton receiving that compensation. LSU
Supervisor 2 also told us Mr. Moulton’s STC compensation was for work (obtaining
federal R&D contracts) that was part of Mr. Moulton’s LSU job duties, which LSU
had not approved.

Incentive Payments

Records show that STC issued incentive payments to employees totaling
$1,105,000 between 2017 and 2022. We found that a majority of these payments
totaling $797,639 (72%) were issued to three CEMT members also associated with
Stellar: Mr. Moulton, Mr. Pursley, and Dr. Homan (see table below). STC records
show Mr. Moulton, Mr. Pursley, and/or Dr. Homan determined the size of the
incentive pools and/or the amount of individual incentive payments. STC Board
records show the STC Board approved the size of the incentive pool between 2017
and 2021 but did not approve the specific payments to Mr. Moulton in 2017 and
2018. However, STC Board records also show no participation by an LSU
representative between 2018 and 2021. Dr. Homan and Mr. Pursley determined the
amount of Dr. Homan’s 2022 incentive payment without approval from the STC
Board.

STC Incentive Payments to Executive Management

2017 2018 2019 2020 2021 2022 Total
Jeffrey Moulton S 48,500 | S 54,500 | $ 80,000 [ $ 80,000 | $170,500 | $ - $433,500
John Pursley s - s - $ 40,000 | $ 40,000 | $137,500 | $ - | $217,500
Dr. Joseph Homan| $ - S - S - S - S 31,639 | $115,000 | $146,639

$ 48,500

$ 54,500

$120,000

$120,000

$339,639

$115,000

$797,639

When questioned by LSU’s Internal Auditor about his 2017 incentive
payment, Mr. Moulton told the Internal Auditor that he determined the amount of
his STC incentive payment and that the incentive payment was for bringing in R&D
contracts to STC (i.e., part of Mr. Moulton’s LSU job duties). STC also provided
LSU’s Internal Auditor with an EIP policy which showed it was intended to reinforce
the performance of employees “making exceptional contributions to the Company's
goals in the areas of business development, contract performance, increased
productivity, and improved operations.” The program effectively paid STC
employees additional amounts for the past performance of their job duties based on
a determination by Mr. Moulton, Mr. Pursley, and/or Dr. Homan that their
performance exceeded expectations.

Beginning in 2019, the incentive payments for the CEMT members flowed
from the CEMT package the STC Board approved in June 2019, which guaranteed
incentive payments between 20% and 50% of their total annual compensation (see
p. 14). STC Board records show Mr. Moulton’s STC incentive payments for 2020 and
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2021 were calculated as a percentage of Mr. Moulton’s combined LSU and STC
compensation. Thus, Mr. Moulton appears to have received STC incentive payments
based on his LSU compensation for performing the same job duties (bringing in
R&D projects) that were part of his LSU employment job duties.

Severance Pay

_ Records show that STC STC Severance Payments to CEMT Members
|ssue_d severance payments STC Severance Severance Payment  Severance
totaling $980,992 to CEMT o

members between January Recipient Date Approver Amount
2022 and October 2022 (see Jeffrey Moulton | 12/31/2021 |Dr.Homan | S 332,800

table right). The CEMT fringe John Pursley 1/31/2022 |Dr.Homan | S 192,192
benefit package permitted CEMT |Scott Draughon 2/1/2022 |Dr.Homan | $ 144,000
members to receive 2,080 hours |Joseph Homan 9/29/2022 |Mr. Pursley | $ 312,000
of severance for future work not E¢i% $ 980,992
performed if they voluntarily

resigned STC employment or were terminated. Severance benefits flowed from the
CEMT package approved by the STC Board in June 2019 with no LSU representation
other than Mr. Moulton. Mr. Pursley proposed this package to the STC Board in June
2019 to benefit himself and Mr. Moulton, both of whom were already involved in
Stellar.

Messrs. Moulton, Pursley, and Draughon voluntarily resigned from STC
positions on or around January 2022 but maintained their STC Board positions.
Dr. Homan replaced Mr. Moulton as STC’s President and approved all three of those
severance payments, at a time he was also a Stellar Board member. Records show
STC had seven ongoing R&D projects with the federal government at that time,
with $5,296,868 in remaining funding for those projects. Only one of the projects
extended past 2022, and STC only had sufficient future funding to fund 7.5 more
months of operations. Email records show Mr. Pursley instructed Dr. Homan to
withhold information about the severance payments from STC Board records
emailed to LSU and the STC Board before the next STC Board meeting in February
2022. As such, it does not appear that the LSU or the STC Board were aware that
STC issued severance payments to Mr. Moulton, Mr. Pursley, or Mr. Draughon.

Dr. Homan resigned as STC President on September 29, 2022, and
Mr. Pursley approved Dr. Homan's severance payment as the STC Board Treasurer.
A new STC Board elected solely by LSU then held its first meeting approximately a
week later on October 7, 2022. Mr. Pursley did not disclose Dr. Homan’s severance
payment to LSU or the new STC Board members in advance of their first board
meeting. STC’s new management told us they only learned of the severance
payments after Dr. Homan’s severance payment.
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Baton Rouge Condo & Club Memberships

Records show that Mr. Moulton leased a condo in Baton Rouge near LSU
(Unit 201) to be occupied by himself and his wife in April 2015 (before STC
incorporated). STC began operations in late 2016 using space on LSU’s campus.
Mr. Pursley emailed an STC administrative employee in February 2017 that STC
needed to reimburse him for the “[STC] Office Condo” dating back to September
2016, transfer the lease from Mr. Moulton to STC, pay the lease costs directly going
forward, and treat the condo as a 100% general and administrative (G&A) facility
related cost. STC records show STC reimbursed Mr. Moulton $16,450, or seven
months of lease payments (September 2016 through March 2017) and paid the
lessor $23,500 ($2,350 per month) through January 2018.

STC then switched to a larger unit in the same condo development, changing
from Unit 201 to Unit 213 in February 2018, which STC leased between February
2018 and around July 2020.P Mr. Moulton signed the initial lease for Unit 213,
which listed the residents as himself and STC, and listed his wife as an occupant.
Accounting records show STC directly paid $79,650 between July 2018 and June
2020 to lease Unit 213. The lease payments for the two years ending June 30,
2020, were accounted for by STC as G&A expenses, meaning the payments were
treated as allowable indirect costs billed to STC'’s federal government clients under
STC’s contracts. STC’s receipt of federal awards required it comply with Title 2 U.S.
Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost
Principles, and Audit Requirements for Federal Awards (OMB Uniform Guidance).
One provision of the OMB Uniform Guidance provides that personal housing costs
are unallowable costs unless treated as direct costs and approved in advance by the
federal agency.!?

The Baton Rouge condo was one of the issues raised in LSU’s internal audit.
Mr. Moulton told LSU’s Internal Auditor during a June 2018 interview that the condo
was an office/condo, available for use by STC employees and the STC Board.
Mr. Moulton stated he stayed at the Baton Rouge condo two weeks a month when
he was not traveling, and he stayed at his personal residence in Florida on holidays.
Mr. Moulton also told LSU’s Internal Auditor the following in relation to the condo:

Everything in there is being recouped on our rates, right, so it doesn't
cost us, doesn't cost... well, it doesn't cost us...We basically get the
money back from the government because it's part of our indirect fee,
right, and it doesn't cost the taxpayer here anything.

The LSU internal audit completed in February 2019 (see Attachment 1)
raised concerns about the application of La. R.S. 42:31.% This statute required
Mr. Moulton to have a Louisiana driver’s license and any vehicles registered in his
name be registered in Louisiana to maintain his LSU employment. Records show

D Email records suggest Stellar began using and/or paying for Unit 213 around July 2021. STC records
show it did not pay rent for the condo for the period August 2020 through June 2022. STC
recommenced rent payments for July 2022 and those payments continued through January 2023
when STC broke the lease.
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Mr. Moulton used the address for Unit 201 in February 2019 to certify his Louisiana
residency to LSU, obtain a Louisiana Driver’s License, and register to vote in
Louisiana. Mr. Moulton continued to claim Louisiana residency at Unit 213 to vote in
Louisiana elections (November 2019 and November 2020) and renew his Louisiana
Driver’s License (March 2022). Knowingly submitting a voter registration application
that is materially false and knowingly voting when not qualified are felonies in the
state of Louisiana.!* Mr. Moulton swore or affirmed when he registered to vote
using Unit 201 that he was a bona fide resident of Louisiana and East Baton Rouge
Parish and that the facts provided were true to the best of Mr. Moulton’s knowledge
and belief.

Based on the information included above, it appears either Mr. Moulton’s
personal housing costs were improperly billed to the U.S. government or
Mr. Moulton falsely claimed Louisiana residency to circumvent the requirements of
La. R.S. 42:31 to maintain his LSU employment. Mr. Moulton’s STC payroll records
also show he did not claim Louisiana residency, and no Louisiana tax withholdings
were reported on his STC Internal Revenue Service (IRS) Forms W-2 (Wage and
Tax Statement). STC never reported Mr. Moulton’s personal use of the condo on its
IRS Forms 990 (Return of Organization Exempt from Income Tax) or Mr. Moulton’s
Forms W-2. Finally, Mr. Moulton’s CEMT package approved by the STC Board in
June 2019 expressly excluded “company provided or subsidized housing.”

b Membe s Paid for b In addition, records show that
STC made payments totaling $84,008

Jeffrey Moulton [Westhaven Golf Club | § 23,419 related to gOIf or social club
memberships for Mr. Moulton,

John Pursley SerenataBeachClub | $ 8,395 Mr. Pursley, Mr. Draughon, and
. 4 . I

Scott Draughon |TPC Sawgrass $ 40,877 | Dr. Homan as part of their CEMT
Joseph Homan |Tower Club (DC) $ 11,317 | benefits between 2019 and 2022 (see
table at left). We found that the

payments to Mr. Draughon reimbursed
him for golf club membership fees he paid during years that he was not an STC
CEMT member. Although these membership payments appear to be taxable fringe
benefits!> to STC's CEMT members, it does not appear that STC included the
payments in the CEMT members’ IRS Forms W-2. STC’s Form 990 tax returns show
it began reporting the memberships in 2020 with the explanation “the Company
Executive Management Team Employee Fringe Benefit & Perks Includes club
membership. This is expensed as an unallowable employee morale and is not
included in the recipients W2.”

Use of Louisiana Public Funds to Pay STC Compensation and Benefits

LSU, STC, and LED records indicate Mr. Moulton’s LSU job duties included
running STC and obtaining federal R&D contracts for LSU/STC, which would in turn
bring in matching funds from LED to LSU to fund the majority of Mr. Moulton’s LSU
salary. Records show LED’s Secretary contacted Mr. Moulton in November 2019
about extending the Cooperative Endeavor Agreement (CEA) between LSU and LED.
Instead of extending that CEA, Mr. Moulton entered into a similar CEA in February
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2020 between LED and STC (but excluding LSU) whereby STC (not LSU) received
$3 million in LED funding between September 2020 and April 2022. Based on STC
records, it appears that STC used funds received from LED to fund portions of the
compensation and benefits (e.g., incentive and severance payments, wages, and

condo payments) that STC paid to CEMT members, including Mr. Moulton.

For example, STC submitted Project Labor Summary Reports to LED to obtain
LED funds, which showed LED funded 404 hours of Mr. Moulton’s STC labor at a
cost of $51,308 for the two years ended June 30, 2021, while Mr. Moulton was still
an LSU employee. These reports also show LED funded expenses allocated to STC's
Fringe Benefit and G&A Expense pools including compensation and benefits paid to
or for the benefit of Mr. Moulton and other CEMT members, as summarized in the
following table.t

STC Compensation and Benefits Paid with LED Funds

. Amount of  Compensation/Benefit STC
Period Cost Pool
LED Funds Type Expense
FY20 - FY22 |Fringe Benefit Pool S 322,630 |CEMT Incentive Payments | S 574,639
Moulton PTO S 96,000
FY20 G&A Expense Pool S 139,709 [Condo Lease Payments S 40,500
FY22 G&A Expense Pool S 62,230 |CEMT Severance S 668,992

The Louisiana Attorney General has historically opined that payments of
additional compensation to public employees for services previously rendered (e.g.,
the STC incentive payments and severance payments) are tantamount to donations
of public funds and prohibited by the Louisiana Constitution.?

Rebuttal to Mr. Draughon’s Response

In response to our report, Mr. Draughon stated that STC’s payments to
Mr. Moulton and the CEMT benefits provided to CEMT members were duly
authorized by the STC Board. Mr. Draughon’s argument is inconsistent with
Louisiana law. STC is obligated by Louisiana law to operate within the restrictions of
its Articles of Incorporation, which require STC to be an LSU affiliate as defined in
La. R.S. 17:3390.3 Therefore, STC cannot operate lawfully under Louisiana law if it
does not operate in accordance with all the restrictions of La. R.S. 17:3390(B) (see
discussion on p. 5-6), including the requirement that STC operate under the
management and control of an STC Board elected only by LSU. The STC Board (not
LSU) elected Mr. Pursley to the STC Board in February 2019 - before the STC Board
approved Mr. Moulton’s offer letter and the CEMT benefits in June 2019.
Accordingly, STC appears to have operated outside of those requirements when the
STC Board, not elected solely by LSU, approved Mr. Moulton’s offer letter and the
CEMT benefits package.

E The STC severance payment to Mr. Moulton was initially classified by STC as a G&A expense and was
later reclassified as an unallowable cost under new management for federal compliance reasons. The
severance payment was reclassified after the G&A expenses shown in this table were reported to LED
in February 2022.
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The fact that certain actions were approved by the STC Board does not, by
itself, resolve whether those actions complied with applicable law and governing
documents. As discussed above, STC was required to operate under the
management and control of a Board elected solely by LSU. Accordingly, actions
taken by a Board not constituted in accordance with these requirements do not,
standing alone, establish compliance with Louisiana law or STC’s governing
documents.

STC Management Obtained R&D Projects for an Unaffiliated Entity

Records show that STC management members and employees,
including Mr. Moulton and John Pursley, incorporated Stellar, an
unaffiliated nonprofit corporation, in September 2018 to obtain R&D
contracts from the federal government. Although certain management
members were fiduciaries of STC and its sole member, LSU, they obtained
R&D projects for Stellar exceeding $57 million that did not benefit STC or
LSU. In addition, records show that these STC management members and
employees also received at least $5,513,134 in reported compensation and
taxable benefits from Stellar between 2019 and 2023. STC is how
financially distressed and reliant on state funding from LED to meet its
operating expenses. By obtaining funds for Stellar and receiving
compensation and benefits from Stellar, Mr. Moulton and others may have
breached their fiduciary duties to STC and LSU and violated LSU policy and
state and federal law.456:89/16

STC was incorporated in May 2015 as a Louisiana nonprofit corporation,
which shall be affiliated with the LSU Board as defined in La. R.S. 17:3390. STC's
Articles of Incorporation specify it shall serve a general purpose of supporting the
programs, facilities, research, and educational opportunities offered by LSU and
shall make distributions to other nonprofit organizations, including, but not limited
to its sole member, LSU. The LSU Board approved STC as an LSU affiliate in
September 2015, and the sole member of STC is LSU. STC was created to benefit
LSU by obtaining applied R&D projects with the federal government, utilizing LSU
employees for work on those projects, and distributing net fees generated from
those projects to LSU. (see discussion on p. 6 and 8-11).

Board members and officers of STC are fiduciaries of STC and LSU under
Louisiana law and are required to perform their duties for STC in good faith and in
the best interests of STC and LSU.!” Mr. Moulton and Mr. Pursley were board
members and/or officers of STC when they created Stellar and, therefore,
fiduciaries of STC and LSU under Louisiana law.” The STC Board’s Conflicts of
Interest Policy requires STC Board members and officers to disclose positions on
the Board of other organizations for review by the STC Board to determine if there

F Mr. Draughon also became a fiduciary of STC and LSU when he became an STC Board officer in June
2020.
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is a conflict of interest. STC Board conflict of interest disclosures show Mr. Moulton
never disclosed his roles at Stellar, but Mr. Pursley did disclose his roles at Stellar
beginning in 2019. We reviewed STC Board minutes and found no discussion of
potential conflicts of interest with Stellar or STC Board actions related to Stellar.

As an LSU employee whose LSU job duties included obtaining federal R&D
projects, Mr. Moulton was also prohibited by Louisiana law® and LSU policy (PM-11)
from pursuing R&D projects outside of LSU/STC without written approval from
LSU’s President or Provost. The Louisiana Code of Governmental Ethics prohibits
LSU employees from engaging in outside employment related to their LSU job
duties, unless the outside employment is approved in accordance with LSU policy.
PM-11 requires written approval by LSU’s President or Provost for outside
employment related to research or the LSU employee’s job duties. We obtained
Mr. Moulton’s LSU personnel file, LSU’s internal audit workpapers, and copies of
LSU PM-11 forms Mr. Moulton submitted to LSU for his activities related to Stellar,
which showed Mr. Moulton did not receive written approval from LSU’s President or
Provost as required by Louisiana law and PM-11. The LSU PM-11 forms Mr. Moulton
submitted to LSU appear to include false representations by Mr. Moulton that his
employment with Stellar would not yield advancements in his field and did not
disclose that Mr. Moulton was obtaining R&D projects for Stellar instead of
LSU/STC.

Statements Mr. Moulton made to LSU’s Internal Auditor in June 2018 and
subsequent emails show that Moulton was unhappy about the audit and felt that he
was undercompensated by STC/LSU. Mr. Moulton’s base annual salary from LSU at
the time was $242,000, which increased to $251,577 in September 2018.

Mr. Moulton pitched his idea for Stellar to an LSU donor in August 2018.

Mr. Draughon, then an independent contractor providing STC with legal services,
incorporated Stellar as a Florida nonprofit corporation on September 4, 2018.
Stellar’s Articles of Incorporation listed Mr. Moulton (President); Mr. Pursley
(Treasurer); and Mr. Draughon (Secretary) as the initial directors of Stellar’s Board
of Directors. Mr. Moulton, Mr. Pursley, Mr. Draughon, and Ken Sweltz, then a key
technical employee of STC, prepared startup documentation for Stellar during late
2018 while pursuing startup funds. Email records show one consideration of the
startup plan was how Stellar would hold security clearances while “getting out from
under LSU.”

Stellar formally started operations in January 2019 and hired Mr. Sweltz as
Stellar’s Executive Director. The IRS Form 990 tax returns filed by STC and Stellar
for 2018 describe those entities as having substantially the same program service
accomplishments that involve performing R&D work for the federal government
(See Attachment 3). Stellar was not affiliated with LSU. During our audit we found
that STC management obtained at least $57,939,339 in R&D projects for Stellar
that did not benefit STC or LSU. In addition, Stellar tax records show Mr. Moulton,
Mr. Pursley, Mr. Draughon, and Mr. Sweltz were paid $5,513,134 by Stellar
between 2019 and 2023, the last year for which Stellar tax records are publicly
available.
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We found Stellar financial records contained in STC email records which show
Stellar had $57,939,339 in R&D contracts as of January 2022, the month
Mr. Moulton, Mr. Pursley, and Mr. Draughon left STC (see image below). Public
records show $43,595,320 has been obligated through June 2025 for work on these
five projects, and work on the last two of these projects is ongoing. All five of these
Stellar projects were for the Air Force Research Laboratory (AFRL), which was STC's
largest client. Stellar performed its first three projects for AFRL as a subcontractor
under Radiance Technologies Inc. (Radiance) at a time STC also worked projects for
AFRL as a subcontractor to Radiance.

Stephenson Stellar Corporation
a/o 31 January 2022 Active Project Invoice Summary

Contract| Current Cwrrent | Current Mo.| Cumulative POP

Project : . : . e —
Type Value Funding | Invoice Amt | Invoice Amt |Funded Value] START

RTI CPAC-E/PSBTSSC| T&M |S§ 4,000,000 |S 4,000,000 S 70421 | S 3843807 |S 156,103 | 524/2019

RTI CPAC-/ToT T&M | § 2,000,000 (S 2,000,000 |$ 24858 | § 1952951|S 47,049 | 812/2019

RTI DAIHSS/DCO-S T&M |$ 9,500,080 [ § 9,500,080 | § 253,552 | § 7,023279| S 2476810 | 4/15/2020

AFRL 5GITL* CPFF |$ 19,700,950 | § 4,001,000 |$ 186,254 | § 1992320| § 2,008,671 | 5/24/2021

AFRL SSCR* CPFF |$ 22,738,300 [ § 10,000,000 | § 192,242 | § 3,584,742 | § 6,415,258 | 527/2021
TOTALS $57,930,330 (§ 20,501,080 | §$ 727,327 | $18,397.199 | $11.103,800
Acronyms:

CPAC-E Cyber Platforms and Capabilities Efficiency

DAIHSS Distributed, Automated, and Intelligent Hardware and Software Security
5GITL 5G Independent Testing Laboratory

SSCR Stellar Space Cyber Range

Email records show Mr. Moulton obtained Stellar’s first three projects totaling
$15,500,089 by using his LSU position and LSU Foundation lobbyists to lobby
United States Congressmen from Louisiana to support appropriation of increased
funding to AFRL for LSU R&D projects with AFRL. However, once Congress
appropriated funding to AFRL and AFRL contracted Radiance as the prime
contractor, Mr. Moulton worked with a Radiance project manager to have
subcontracts for space related work subcontracted to Stellar instead of STC, which
is illustrated in the chart on the top of the following page.

22



Louisiana State University System Findings and Recommendations

. . Space
L Funding Funding - i
‘ Requests D Approp. ™ PFT;ZIC;;/ > Stellar

T | |

| Other Projects/Funding |

For example, Stellar’s third project (DAIHSS) resulted from a $15 million LSU
request for additional funding for an LSU project with AFRL that Mr. Moulton
submitted to LSU Foundation lobbyists while setting up Stellar at the end of 2018.
Email records show Mr. Moulton submitted the request on behalf of LSU on
October 14, 2018, using his LSU email. Email records show Mr. Moulton,

Mr. Pursley, and Mr. Draughon were part of an email chain later that day and the
following morning about incorporating the funding request into Stellar startup
plans. Mr. Draughon then emailed Mr. Moulton and Mr. Pursley a mission statement
for Stellar on the morning of October 15, 2018, which showed Mr. Moulton’s LSU
funding request was a current initiative of Stellar. Mr. Moulton also emailed a
Stellar startup presentation to Mr. Sweltz on November 5, 2018, for Mr. Sweltz to
edit, which showed Mr. Moulton’s LSU funding request had already been submitted
by Stellar as a space-based cyber initiative.

While the appropriations process was ongoing, Mr. Moulton and LSU
Supervisor 2 signed a progress report to LED swearing that these ongoing lobbying
activities and associated future projects were part of LSU and STC'’s ongoing
activities under a CEA between LSU and LED. As Congress appropriated $12 million
in additional funding to AFRL for the project, Mr. Moulton emailed a proposed scope
of work to the Radiance project manager for Stellar to perform the project as a
subcontract under the DAIHSS contract, which was a contract between AFRL and
Radiance. Stellar ultimately received a $9.5 million subcontract from Radiance (see
image to top of the on prior page).

Stellar later hired the same LSU Foundation lobbyists Mr. Moulton used to
pursue LSU projects to pursue Stellar’s last two projects with AFRL (5GITL & SSCR),
which were direct contracts with AFRL. We were unable to determine if Mr. Moulton
submitted funding requests for these projects on behalf of LSU or Stellar. However,
we did find emails from AFRL’s project manager over those projects indicating he
believed AFRL received funding for the projects because Stellar was a subsidiary of
LSU, (see example below).

Specifically, | recently received a congressional plus up as part of my program for approximately $20M
to set up a 5G testbed as well as to launch a small cube-sat constellation (4 satellites in LEO) to form a
space-based Defensive Cyber Operations test bed. The plus up was submitted by Sen Kennedy’s office
in Louisiana, I’'m sure in part because we’ve been working extensively with one of LSU’s subsidiary
companies “Stephenson Stellar”. My intention is to build these testbeds and use them to

STC email records show STC, through Mr. Moulton, also hired a different
lobbying firm in early 2021 to pursue federal funding for a project with the Space
Development Agency (SDA) referred to as Defense in Depth as Mission Assurance
(DiDaMas). STC paid this lobbying firm $120,010 through February 2022, and
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Mr. Moulton worked with the lobbying firm to market the project for STC as an LSU
affiliate. However, STC email records also show Mr. Moulton had a person “on the
inside” at SDA to push the DiDaMas project on Stellar’s behalf, and Mr. Moulton
planned for the DiDaMas project be awarded to Stellar instead of STC. STC email
records show Congress did not fund DiDaMas in Mr. Moulton’s final year at STC, and
Mr. Moulton began working with lobbyists to push DiDaMas as a Stellar project the

following year.

Stellar’s website includes public information showing DiDaMas is a

component of a Stellar project for SDA named Systems, Technologies, And

Emerging Capabilities (STEC). Public records show Stellar was awarded a
$48,335,780 SDA STEC contract in June 2023, after Mr. Moulton, Mr. Pursley,

Mr. Draughon, and Mr. Sweltz left STC. Public records show $13,968,948 has been
obligated for the STEC project through August 2024, and work on the project will
continue through June 2028.

In addition, Stellar’s public tax filings show that Mr. Moulton, Mr. Pursley,

Mr. Draughon, and Mr. Sweltz collectively received $5,513,134 in reported

compensation and benefits from Stellar through the end of 2023, the last year for
which Stellar’s tax returns are publicly available (see table below). As an LSU
employee, Mr. Moulton was prohibited from receiving compensation from Stellar
without written approval from LSU’s President or Provost, and we found no record
that Mr. Moulton received the required approval from LSU.

Compensation and Benefits Reported on Stellar's IRS Forms 990

2019

2020

2021

2022

2023

Total

Jeffrey Moulton $190,883 | S 272,305 [ $ 461,122 | S 529,351 | $ 484,251 | $1,937,912
John Pursley $ - S 94,000 | S 168,000 | $ 196,000 | S 270,000 [ S 728,000
Richard Scott Draughon S - S 86,000 |S 166,000 | S 144,000 | S 144,000 [ S 540,000
Ken Sweltz $432,006 | S 549,878 | S 516,322 | S 420,297 | S 388,719 | $2,307,222

$622,889

$1,002,183

$1,311,444 $1,289,648

$1,286,970

$5,513,134

STC is now financially distressed. STC records show it was last awarded a
contract or subcontract with AFRL in 2020, and its last projects for AFRL ended on
December 31, 2022. STC’s current management told us STC no longer has any
projects or relationship with AFRL. STC’s current management also told us STC is
reliant on $1 million per year in LED block grants to cover its operating expenses.
LED records show it entered into a CEA with STC to provide up to $3 million in
funding to STC through August 2026.

Mr. Sweltz told us STC was capable of performing the projects that Stellar
performed. According to Mr. Sweltz, as a Stellar employee, he was not aware that
Stellar obtained funding for projects that Mr. Moulton solicited through LSU/STC.
Mr. Sweltz also told us he did not know who determined whether projects would go
to LSU/STC or Stellar. Mr. Sweltz stated that he had no knowledge of LSU or the
STC Board approving Mr. Moulton to pursue R&D projects through Stellar instead of
LSU or STC. We attempted to interview Mr. Moulton, Mr. Pursley, Mr. Draughon,
and Dr. Homan, but they did not respond when we asked to interview them.
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STC Improperly Funded Office Space for an Unaffiliated Entity

STC accounting records show STC paid $626,554 for leasehold
improvements to expand its Baton Rouge office space and $412,426 to
lease the expanded space between December 2021 and October 2024.
Approximately one-fourth of the expanded space was dedicated for
Stellar’s use; however, it does not appear that the STC Board approved
funding of office space for Stellar. STC expensed the leasehold
improvements and lease costs to LED and STC’s federal government
clients. By funding office space for Stellar, STC management may have
violated the Louisiana Constitution, which prohibits the donation of public
funds, and state and federal law.%4:56,7,8,10

Mr. Moulton gave a presentation to the STC Board during its June 2019
meeting showing that STC was relocating to new office space in Baton Rouge,
Louisiana at the Water Campus. The presentation shows STC would have office
space next to a State of Louisiana Military Department (LMD) secure facility but did
not include Stellar or show Stellar on maps of the space. However, Mr. Moulton’s
email records indicate Mr. Moulton and Stellar intended to use the STC office space
and the LMD secure facility for R&D projects obtained for Stellar instead of LSU/STC
(see discussion on p. 21-23). The initial $1.5 million cost to build the STC office
space and the secure facility were funded by LED through a CEA between STC, LED,
and LMD.

Mr. Draughon reviewed and proposed changes to draft versions of the CEA
on STC’s behalf, which included inserting a provision that Stellar was authorized to
use and occupy space leased to STC and thereby have access to the secure LMD
facility. STC, represented by Mr. Moulton, entered into the CEA with LED and LMD
in October 2019, and STC began using the space in November 2019. However,

Mr. Draughon also negotiated separate leases for STC and Stellar that resulted in
Stellar leasing two cubicles (108 sq. ft.) in the middle of STC’s office space.

STC later funded construction of expanded office space at the Water Campus,
including a segregated Stellar office and STC’s “joint cyber range,” a lab Stellar
apparently intended to use for the 5GITL and SSCR projects obtained for Stellar
instead of LSU/STC (see discussion on p. 22-23). STC and the Water Campus
landlord entered into a lease for an additional office space in September 2020. This
additional space was located next to the existing STC and Stellar office space and
referred to as the "STC/[Stellar] Expansion.” Approximately one-quarter of the
expansion was a segregated Stellar office suite, and the remaining space was for
the joint cyber range.

The property developer provided a proposed budget and contract for the
STC/Stellar expansion space to STC and Stellar employees in April 2021. This email
chain includes an April 28, 2021, email from Mr. Pursley stating the expansion
space “will be funded by the LED CEA 2nd year effort (or directly by STC OHA, if

25



Louisiana State University System Findings and Recommendations

required).” Mr. Pursley then followed-up by stating “if this Leasehold Improvement
is not funded by the LED CEA, then this will be a capital expediture [sic] by STC (BR
Office Leasehold Improvement) and amortized over the Lease Term (the monthly
amortization will be funded by OHA)." Mr. Moulton responded “//approved//” to the
group later that morning.

“STC OHA" refers to STC’s Overhead A cost pool. Expenses in the STC’s
Overhead A cost pool were allocated to STC’s projects and a CEA between STC and
LED. As such, these construction costs were funded by LED with Louisiana public
funds and STC's federal government clients with federal funds. According to these
emails, STC - an LSU affiliate that exists for the principal purpose of benefitting
LSU - funded the construction of office space for use by Stellar, which is unaffiliated
with LSU and does not benefit LSU. Although it appears that Mr. Moulton and
Mr. Pursley approved funding for Stellar’s office space, we found no documentation
to show that the STC Board was aware of, or approved funding of, office space for
Stellar.

Email records show STC requested the property developer remove references
to Stellar from contract documents and then contracted with the property developer
for construction of the expansion space, which was completed in November 2021.
STC accounting records show it paid the property developer $626,554 for the
construction project: $587,326 paid in December 2021 and $39,228 paid in May
2023 for retainage. STC accounting records show the construction costs were
capitalized and amortized through STC’s Overhead A cost pool in exactly the
fashion approved by Mr. Moulton. STC began leasing the expansion space in
December 2021 and made its first lease payment on January 14, 2022. STC
accounting records show it paid $412,426 to lease the entire expansion space
between December 2021 and October 2024. The STC lease payments were also
expensed to STC’s Overhead A cost pool.

Mr. Pursley was notified by email on January 18, 2022, that “Stellar is
occupying the Expansion Space, but STC is paying the rent.” The email chain shows
Mr. Pursley, Mr. Draughon, Dr. Homan, and others associated with Stellar were
involved in a discussion about transferring the lease to Stellar. Mr. Pursley and
Mr. Draughon were STC fiduciaries at that time. Mr. Pursley later confirmed to the
group, on January 28, 2022, that the following statement was correct: “The STC
Expansion Lease is going to remain at STC including all subject related costs of the
Expansion that STC has absorbed in Overhead. The Expansion Lease is not going to
be transitioned to Stellar.” The determination not to transfer the lease occurred
during the same timeframe Mr. Moulton, Mr. Pursley, and Mr. Draughon voluntarily
resigned STC employment positions and received severance payments approved by
Dr. Homan (see discussion on p. 16).

We were told by new STC management that Stellar later moved out of the
Baton Rouge office space and moved to Shreveport, Louisiana. STC’s new
management also told us they were unable to find a use for the expansion space
and that they terminated the lease, junked or donated equipment in the space, and
wrote off remaining construction costs as an unallowable cost. Stellar is currently
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operating in Shreveport, where LED is funding the construction of a secure facility
for Stellar under a $2.5 million CEA executed in October 2023. Records show that
Mr. Moulton began pursing funding for a Stellar secure facility in Shreveport
through a collaboration with LED and other entities in June 2021, when he was still
an LSU employee and an STC fiduciary. Mr. Moulton provided documentation to LED
during the collaboration that showed Steller intended the collaboration to support
its SSCR and 5GITL projects - projects obtained for Stellar instead of LSU/STC (see
discussion on p. 22-23).

Mr. Sweltz told us Stellar used STC office space at the Water Campus and
may have used the joint cyber lab (also located at the Water Campus). Mr. Sweltz
also told us Stellar personnel may have talked about using the joint cyber lab and
the LMD secure facility for the SSCR project, but that never happened. Mr. Sweltz
stated that he did not know how the expansion space was paid for. We attempted
to interview Mr. Moulton, Mr. Pursley, Mr. Draughon, and Dr. Homan, but they did
not respond when we asked to interview them.

STC Paid a Contractor for Legal Services Who May Not Have Been Licensed
to Practice Law

Records show STC paid $616,929 in compensation and benefits to a
contractor, Scott Draughon, through his Florida company, The
MyTechnologyLawyer Corporation (MTL) between January 2019 and
January 2022. According to emails and the invoices MTL submitted to STC,
Mr. Draughon was referred to as STC’s attorney who reviewed, edited, and
negotiated changes to public and private contracts on STC’s behalf.
However, we found no record that Mr. Draughon is licensed to practice law
in Louisiana, and Mr. Draughon is ineligible to practice law in Florida. If Mr.
Draughon received compensation from STC (and Stellar) related to the
practice law without being licensed to do so, Mr. Draughon may have
violated state law.181°

Mr. Draughon incorporated MTL in August 2014 as a Florida Corporation
domiciled in Ponte Vedra Beach, Florida. State of Florida, Department of State,
Division of Corporations records show MTL is still active and lists Mr. Draughon as
its only officer or director. Mr.
Draughon’s LinkedIn page as of
September 2025 identifies him
as “"Chief Executive Counsel”
(see image right) and President
of MTL since 1989. His LinkedIn
page also details his experience
as “one of Florida's foremost
authorities on information Scott Draughon
technology law and policy. Scott
is the President and Founder of
MyTechnologyLawyer.com, an

Chief Executive Counsel - MyTechnologyLawyer
Ponte Vedra Beach, Florida, United States - Contact Info
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online interactive resource for managing the legal affairs of the technology
enterprise.” The MTL website similarly identifies Mr. Draughon as “an executive
management advisor for the technology industry with 30 years of experience as
technology lawyer and policy advocate, as well as author, speaker and radio host
with an extensive personal network.” The MTL website also shows MTL offers a paid
subscription or sponsor service.

Board minutes show that STC hired Mr. Draughon as a General Manager in
April 2018 and later elected him as the Board’s Assistant Secretary in June 2020,
which made him a fiduciary of STC.!” The STC Board then elected Mr. Draughon as
its Secretary in June 2021 and resolved that he was a member of the Company
Executive Management Team (CEMT) with the job title of General Manager & Chief
Cyber Strategist. According to STC records, Mr. Draughon billed STC monthly for
legal services (MTL invoices) from October 2017 to January 2022. As such, he was
treated as an independent contractor, not an employee of STC. Mr. Draughon
voluntarily resigned as STC’s General Manager & Chief Cyber Strategist in January
2022.

Accounting records show STC paid MTL $616,929 between January 2019 and
January 2022, which included $367,000 for MTL’s monthly invoices described in
accounting records as monthly legal services/reviews and accounted for as
professional legal services.! STC also paid MTL $249,929 for CEMT benefits in
January 2022, the month Mr. Draughon resigned as STC’s General Manager & Chief
Cyber Strategist. These benefits included $144,000 paid to Mr. Draughon for a year
of severance, even though Mr. Draughon was an independent contractor; $40,877
to reimburse Mr. Draughon for his golf club membership fees; and $65,052 to
reimburse Mr. Draughon’s medical/dental insurance premiums. Records supporting
Mr. Draughon’s reimbursements show that STC reimbursed Mr. Draughon for golf
club membership fees and medical/dental premiums dating back to 2017, years
before the STC Board made him a CEMT member in June 2021. We also found that
a majority of the funds that STC paid to MTL ($576,052) were accounted for as
G&A expenses, meaning they were billed to the federal government and/or LED.

According to STC records, MTL invoiced STC for a Sponsor membership in
amounts that ranged between $4,000 and $36,000 and averaged $9,918 per month
between January 2019 and January 2022. MTL invoices included a description of
services provided, which often referenced work preparing legal documents or
working on STC contracts. For example, MTL invoiced STC $10,000 on October 15,
2018, which included the following line items:

(1) LADB Work Order Services Agreement/LADB Invoices

(2) Stephenson Stellar Corporation
Formation; Mission Statement; Strategic Imperatives; Funding Profile

G STC records show that Mr. Draughon provided services to STC, through MTL, prior to April 2018.
H MTL also invoiced STC for $49,000 between October 2017 and December 2018.
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(3) LSU MEMORANDUM "“STC Cash Flow Back to LSU” (September 10,
2018)
Analysis; Regulatory Overview; Funding Alternatives; Response
Memorandum

Email records show Mr. Draughon was involved in developing a contract for
STC to provide services to the Louisiana Attorney Disciplinary Board (LADB) during
that timeframe. The MTL invoice referenced the formation of Stellar, which is
consistent with Florida Divisions of Corporations records showing Mr. Draughon
incorporated Stellar as a Florida nonprofit corporation in September 2018 using the
same address as MTL. Finally, the LSU memorandum referenced above appears to
refer to Mr. Moulton’s response to Dr. Layzell about STC distributing funds to LSU,
which included contractual and regulatory arguments as to why STC could not
distribute funds to LSU in the ways suggested by LSU (see further discussion on
p. 7 and Attachment 2).

STC email records included organizational charts for STC and Stellar® which
both identify Mr. Draughon as “legal” or “legal counsel.” Minutes from the STC
Board’s June 2020 meeting also identified Mr. Draughon as Esquire and “STC
Counsel,” and state he gave an update to the STC Board about the status of a
standard affiliation agreement he helped negotiate with LSU. We reviewed MTL
invoices and found MTL invoiced STC every month between February 2019 (when
the LSU internal audit was completed) and January 2022 for work on proposed
affiliation agreements between STC and LSU, another source of conflict with LSU
(see discussion on p. 7-11 and Attachment 2). However, STC did not sign an
affiliation agreement with LSU until May 2023.

We searched the LADB and Louisiana State Bar Association websites for
documentation of Mr. Draughon’s Louisiana license to practice law, but neither
website lists Mr. Draughon in any fashion. Mr. Draughon was admitted to the
Florida Bar in 1987. However, the Florida Bar’'s website shows Mr. Draughon’s
membership has lapsed, and he is not eligible to practice law in Florida. Public
records show the Florida State Supreme Court suspended Mr. Draughon from the
practice of law for one year in June 2012 - before Mr. Draughon incorporated MTL
or worked for STC - in relation to a fraudulent property transfer. We also contacted
the Florida Bar and were told Mr. Draughon’s 2016 and 2017 petitions for
reinstatement were dismissed. If Mr. Draughon practiced law without a license and
practiced law with a suspended license, he may have violated Louisiana and Florida
laws, respectively.t81°

I Stellar’s IRS Forms 990 show Stellar paid Mr. Draughon/MTL $166,000 for legal services in 2021 and
$144,000 per year in 2022 and 2023, the years after he left STC.
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Recommendations

We recommend that LSU management consult with legal counsel to
determine the appropriate actions to be taken regarding affiliated organizations. In
Addition, LSU management should:

(1)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

(9)

(10)

Implement policies and procedures to ensure that formal affiliation
agreements are executed with all affiliated agencies to clearly
document management’s relationship, including respective
responsibilities and authority, to ensure that all expenditures are made
in accordance with the established mission of each affiliate and that
proper standards and procedures are in place for accounting and
auditing each affiliate’s funds;

Review LSU policies regarding compensation and outside employment
for consistency and compliance with the Louisiana Code of
Governmental Ethics and La. R.S. 17:3390;

Promptly elect LSU employees and others as board members of
affiliates as required by La. R.S. 17:3990;

Require LSU employees elected to the boards of affiliates to attend all
affiliate board meetings to ensure affiliates are operating for the
intended benefit of LSU;

Require LSU affiliates to maintain written contracts with all board
members, officers, and management personnel who are also
employees or contractors of LSU, which disclose the terms of all
compensation and fringe benefits;

Require these contracts to be disclosed to and approved by LSU prior
to execution of the initial contract and any amendments thereto;

Develop and implement policies and procedures to verify affiliates are
operating for the principal purpose of benefitting LSU as required by
La. R.S. 17:3390;

Develop and implement policies and procedures to verify affiliates are
fully reimbursing LSU for the cost of support provided by LSU as
required by La. R.S. 17:3390;

Develop policies and procedures to verify lobbying activities paid for by
affiliates and intended to benefit LSU are actually benefitting LSU and
not unrelated entities;

Develop policies and procedures to ensure LSU is aware of, and given
the opportunity to participate in, cooperative endeavor agreements
with other Louisiana agencies that are signed by LSU employees on
behalf of LSU or affiliates;
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(11)

(12)

(13)

(14)

(15)

(16)

Develop policies and procedures to ensure LSU affiliates are not
donating public funds in violation of the Louisiana Constitution;

Periodically perform internal audits of affiliates to ensure:

(a) compensation paid to board members, officers, and
management personnel agree with state law, LSU policy, and
contractual terms; were properly approved; are properly
accounted for and are properly reported to the appropriate
taxing authorities;

(b) affiliates are acting for the intended benefit of LSU and not
engaging in conflicts of interest; and

(c) affiliates are properly classifying employees and contractors for
tax purposes.

Amend contracts between LSU and affiliates, such as the IMSA, to
prohibit payment of any compensation and benefits from the affiliate
to LSU employees without express written approval from LSU;

Work with affiliates to amend their bylaws, policies, and other
pertinent records to reflect requirements of Louisiana Law and LSU
policy regarding the compensation of LSU employees;

Require all affiliates to properly report the payment of compensation
and taxable fringe benefits to appropriate taxing authorities; and

Require LSU affiliates to periodically perform compensation studies and
document the reasonableness and independent approval of
compensation paid to key employees to comply with the Internal
Revenue Code.
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Attachment 1 - Internal Audit Report

LSU 1806 — STC
February 19, 2019

EXECUTIVE SUMMARY

Internal Audit completed an audit of the University’s affiliation with Stephenson Technologies
Corporation (STC) from the Board-approved Fiscal Year 2018 Audit Plan. This audit report
provides an evaluation of the controls for the processes used by LSU to ensure compliance with
the terms of their agreement and applicable State laws governing affiliated organizations.

Louisiana Revised Statute 17:3390 defines affiliated organizations as those legally separate non-
profit entities whose primary purpose is to support public institutions of higher education. STC's
Articles of Incorporation list LSU as the sole member. Originally established as “Nascent
Technologies Corporation” in 2015, STC's primary purpose has been to identify and procure
research, development, test, and evaluation (RDT&E) opportunities with the Federal
government.

LSU entered into a Cooperative Endeavor Agreement (CEA) with Louisiana Department of
Economic Development (LED) on July 1, 2014, to attract grants and contracts in the fields of
intelligence, defense, and cyber research. The three-year CEA provided $1 from LED for every
$10 of contracts executed by LSU, subject to a limit of $1 million in each project year. The CEA
was subsequently amended to include STC contracts as eligible for matching funds under the
agreement and extended to June 30, 2020; however, the award maximum remained $3 million.

Related to these processes, we offer management the following recommendations where we
noted opportunities for improvement:

1. Execute the Uniform Affiliation Agreement with STC and assign responsibility to an
independent LSU employee for monitoring compliance with the agreement

2. Consult General Counsel to determine actions necessary to remedy actual or apparent
conflicts of interest and whether external reporting is required

3. Make a full accounting of support provided to STC by the University and pursue
reimbursement as necessary; evaluate the current structure for reimbursing travel costs
related to STC contracts that are incurred by LSU employees

Management agreed with these recommendations and is in the process of implementing the
corrective action plans included in Appendix A. We appreciate the assistance provided by STC
and LSU personnel during the engagement.
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LSU 1806 — STC
February 19, 2019

BACKGROUND

LSU created the Transformational Technology and Cyber Research Center (TTCRC) in 2014 for the
purpose of pursuing major research projects in the applied technology fields of intelligence,
defense, and cyber research. Funding came from a three-year Cooperative Endeavor Agreement
(CEA) with the Louisiana Department of Economic Development (LED) effective July 1, 2014.
Pursuant to the CEA, LED would pay $1 for every $10 in contracts executed by TTCRC, subject to
a maximum annual award of $1 million. TTCRC encountered obstacles that limited their
opportunities for securing targeted Federal contracts, including LSU’s lack of a facility security
clearance and different cost accounting standards than those required for contractors providing
services on Federal defense contracts. The proposed solution was to route the contracts to LSU
through a separate legal entity that could meet these requirements.

Originally named “Nascent Technologies Corporation,” Stephenson Technologies Corporation
(STC) was incorporated in 2015 primarily to identify and procure research, development, test,
and evaluation (RDT&E) opportunities with the Federal government through other prime
contractors. The LSU Board of Supervisors approved the request to establish a non-profit affiliate
on September 18, 2015. The STC Bylaws and Articles of Incorporation name LSU as the sole
member of the Corporation. Since inception, the Executive Director of LSU’s Stephenson
National Center for Security Research and Training (SNCSRT), an LSU employee, has served as
Chairman of the Board and President for STC. LSU’s Executive Vice President for Finance &
Administration/CFO served as Vice Chairman of the Board until February 7, 2019. LSU’s Vice
Pr