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Independent Auditor’s Report

Board of Directors
Aga Khan Foundation U.S.A.
Washington, D.C.

We have audited the accompanying financial statements of Aga Khan Foundation U.S.A. (the
“Foundation™), which comprise the statements of financial position as of December 31, 2014 and
2013, and the related statements of activities and cash flows for the years then ended, and the
related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part of the
international BDO network of independent member firms.

BDO is the brand name for the BDO network and for each of the BDO Member Firms.
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Aga Khan Foundation U.S.A. as of December 31, 2014 and 2013, and the
changes in its net assets and its cash flows for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

(B00 LLA LLY

May 13, 2015
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Aga Khan Foundation U.S.A.

Statements of Financial Position

December 31, 2014 2013
Assets
Cash and cash equivalents $ 34,829,399 34,838,777
Notes receivable 3,750,000 -
Investments 32,286,031 30,301,707
Accounts receivable and other current assets 83,995 91,769
Grants receivable 715,250 1,495,000
Donor agency receivables 3,277,759 2,431,560
Receivables from affiliates 2,518,207 1,868,516
Contributions receivable, net 13,629,760 13,575,380
Fixed assets, net 76,582,802 75,073,668
Total assets $ 167,673,203 159,676,377
Liabilities and net assets
Liabilities
Accounts payable and accrued liabilities $ 2,735,621 419,576
Payables to affiliates 4,118,308 2,498,634
Deferred rent - 50,213
Deferred revenue 2,571,322 841,332
Total liabilities 9,425,251 3,809,755
Net assets:
Unrestricted 141,635,306 139,296,388
Temporarily restricted 16,612,646 16,570,234
Total net assets 158,247,952 155,866,622
Total liabilities and net assets $ 167,673,203 $ 159,676,377

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



Aga Khan Foundation U.S.A

Statement of Activities

Temporarily

Year ended December 31, 2014 Unrestricted Restricted Total
Revenues:
Contributions $ 22,386,788 $ 3,189,553 25,576,341
Federal grants 16,547,228 - 16,547,228
Other grants 166,987 1,459,578 1,626,565
Investment return (444,589) - (444,589)
Net assets released from restrictions 4,606,719 (4,606,719) -
Total revenues 43,263,133 42,412 43,305,545
Expenses:
Program grants 32,276,163 - 32,276,163
Supporting Services
General and administrative expenses
Salaries 2,780,335 - 2,780,335
Legal, accounting and consulting 93,980 - 93,980
Travel 167,285 - 167,285
Doubtful pledges provision 160,277 - 160,277
General office 252,270 - 252,270
Premises 334,883 - 334,883
Taxes and licenses (on property) 2,521,994 - 2,521,994
Resource development and communications 119,749 - 119,749
Total general and administrative expenses 6,430,773 - 6,430,773
Fundraising and public education events 830,844 - 830,844
Depreciation and amortization 1,386,435 - 1,386,435
Total supporting services 8,648,052 - 8,648,052
Total expenses 40,924,215 - 40,924,215
Change in net assets 2,338,918 42,412 2,381,330
Net assets at beginning of year 139,296,388 16,570,234 155,866,622

Net assets at end of year $ 141,635,306 $ 16,612,646 $ 158,247,952

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



Aga Khan Foundation U.S.A

Statement of Activities

Temporarily

Year ended December 31, 2013 Unrestricted Restricted Total
Revenues:
Contributions $ 16,535,197 $ 3,617,851 $ 20,153,048
Federal grants 14,538,129 - 14,538,129
Other grants 453,113 3,400,000 3,853,113
Investment return (298,323) - (298,323)
Net assets released from restrictions 5,689,990 (5,689,990) -
Total revenues 36,918,106 1,327,861 38,245,967
Expenses:
Program grants 27,916,494 - 27,916,494

Supporting Services
General and administrative expenses

Salaries 2,655,651 - 2,655,651
Legal, accounting and consulting 64,079 - 64,079
Travel 216,456 - 216,456
Doubtful pledges provision 534,808 - 534,808
General office 273,683 - 273,683
Premises 310,250 - 310,250
Taxes and licenses (on property) 122,101 - 122,101
Resource development and communications 77,938 - 77,938
Total general and administrative expenses 4,254,966 - 4,254,966
Fundraising and public education events 965,900 - 965,900
Depreciation and amortization 1,322,195 - 1,322,195
Total supporting services 6,543,061 - 6,543,061
Total expenses 34,459,555 - 34,459,555
Change in net assets 2,458,551 1,327,861 3,786,412
Net assets at beginning of year 136,837,837 15,242,373 152,080,210
Net assets at end of year $ 139,296,388 $ 16,570,234 $ 155,866,622

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



Aga Khan Foundation U.S.A.

Statements of Cash Flows

Years ended December 31, 2014 2013
Cash flows from operating activities
Change in net assets 2,381,330 $ 3,786,412
Adjustments to reconcile change in net assets to net cash
provided by in operating activities:
Depreciation and amortization 1,386,435 1,322,195
Stock contribution received (1,396,377) (83,757)
Realized losses on contributed stocks 9,025 3,584
Proceeds from sale of stock contributions received 1,387,352 80,174
Realized gain on equity investment in FMFB (135,109) (351,714)
Change in cash surrender value of life insurance policies (1,802,974) (1,280,470)
Allowance for doubtful contributions (551,687) 20,737
Present value component of discounts on contributions receivable (7,877) 20,009
(Increase) decrease in assets:
Accounts receivable and other current assets 7,772 23,875
Notes receivable (3,750,000) -
Grants receivable 779,750 (1,103,878)
Donor agency receivables (846,199) (1,680,765)
Receivables from affiliates (649,690) (304,928)
Contributions receivable 505,185 891,738
Increase (decrease) in liabilities:
Accounts payable and accrued liabilities 2,316,045 (4,637)
Payables to affiliates 1,619,674 1,360,685
Deferred rent (50,213) (59,202)
Deferred revenue 1,729,990 650,062
Net cash provided by operating activities 2,932,432 3,290,120
Cash flows from investing activities
Purchase of Investments - short term (46,241) (10,099,277)
Fixed asset purchases (2,895,569) (1,602,928)
Net cash used in investing activities (2,941,810) (11,702,205)
Net decrease in cash and cash equivalents (9,378) (8,412,085)
Cash and cash equivalents, beginning of year 34,838,777 43,250,862
Cash and cash equivalents, end of year $ 34,829,399 $ 34,838,777

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



Aga Khan Foundation U.S.A.

Notes to Financial Statements

1. Organization

Aga Khan Foundation U.S.A. (the Foundation) was incorporated on October 9, 1981 to promote
development and social welfare through philanthropic activities. The Foundation's principal
sources of financial support are grants and contributions from individuals, government agencies,
and domestic and foreign corporations and foundations, including the Aga Khan Foundation
established in Geneva, Switzerland. The Foundation's headquarters is located in Washington, D.C.

The Foundation is a not-for-profit organization and is generally exempt from income taxes under
Section 501(c)(3) of the Internal Revenue Code of 1986, except for income derived from unrelated
business sources.

2. Summary of Significant Accounting Policies

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

Basis of Accounting

The financial statements of the Foundation have been prepared on the accrual basis of accounting
in accordance with accounting principles generally accepted in the United States of America (U.S.
GAAP).

Cash and Cash Equivalents

Cash and cash equivalents consist primarily of money market funds and certificates of deposit with
original maturities of three months or less. The carrying value of these cash and cash equivalents
approximated their fair values at year end.

Concentration of Credit Risk

Cash and cash equivalents are maintained at financial institutions and, at times, balances may
exceed federally insured limits. Accounts at federally insured institutions are insured by the
Federal Deposit Insurance Corporation (FDIC) up to $250,000 per bank at December 31, 2014 and
2013. At December 31, 2014 and 2013, the Foundation held $31,916,961 and $32,576,342,
respectively, in uninsured funds. The Foundation has never experienced any losses related to these
balances and believes it is not exposed to any significant credit risk on its cash and cash
equivalents and certificates of deposits.

The Foundation maintains cash and cash equivalents and investments with high quality institutions
and has established diversification and maturity guidelines to reduce risk and maintain liquidity.
The Foundation maintains separate cash accounts in banks that combine the balances of all
Foundation accounts to determine amounts insured by the FDIC. The Foundation mitigates
exposure to the FDIC limits by sweeping balances to money market funds owned in the
Foundation’s name.



Aga Khan Foundation U.S.A.

Notes to Financial Statements

Credit risk with respect to accounts and contributions receivable was limited because these
amounts are due from a large number of individual donors.

Investments

The cash surrender value of the life insurance policies is based on information provided by the
respective insurance companies to the Foundation. Changes in cash surrender value, net of
premiums paid, were recognized in the statements of activities as investment income in
accordance with authoritative guidance. Investments also include certificates of deposit with
original maturities of greater than six months. Unrealized and realized gains and losses are
included in the statements of activities during the period in which they occur.

Grants Receivable

The Foundation receives funding from grants received from several grantors for direct and indirect
program costs. This funding is generally subject to restrictions, which must be met through
incurring qualifying expenses for particular programs. These balances are receivable in less than
one year and are carried at undiscounted cost.

Donor Agency Receivables and Deferred Revenue

Donor agency grant revenue is recognized and donor agency receivables accrued when matching
program expenses are incurred. Donor agency grant receipts, based on approved grant agreements
that are in excess of matching grant expenses for the year, are recognized as deferred revenue in
the statements of financial position.

Fixed Assets

Fixed assets are carried at cost. The Foundation capitalizes assets with an original cost of $5,000 or
greater. Depreciation of furniture, fixtures and equipment is computed on the straight-line method
over the estimated useful lives of five years. Buildings are depreciated over 20 years. Leasehold
improvements are amortized over the shorter of the remaining term of the lease or their estimated
useful life of five years. The Foundation received a donation of several historic books and
photographs to use for display at the Museum in Toronto during fiscal year 2014.The Foundation
capitalized these donated assets at fair value. These assets are not depreciated since the
organization deems that these items have historical value that is worth preserving perpetually and
intends to protect and preserve these assets.

Impairment of Long-Lived Assets
The Foundation reviews the carrying amounts of assets whenever events or circumstances indicate
that such carrying amounts may not be recoverable. When considered impaired, the carrying

amount of the asset is reduced, by a charge to the accompanying statements of activities, to its
current fair value.

10



Aga Khan Foundation U.S.A.

Notes to Financial Statements

Deferred Rent

Rent expense is recognized on a straight-line basis over the life of the lease. The difference
between rent expense recognized and rental payments, as stipulated in the lease, is reflected as
deferred rent in the statements of financial position.

Classification of Net Assets
The Foundation's net assets have been grouped into the following classes:
Unrestricted Net Assets

Unrestricted net assets generally result from unrestricted contributions, unconditional promises to
give, unconditional pledges, donations, and Federal grants. They also result from realized and
unrealized gains and losses on contributed stocks and interest from investing in income producing
assets. Netted against the revenues are expenses related to funding program activities, the making
of grants, raising contributions, and performing administrative functions.

Temporarily Restricted Net Assets

Temporarily restricted net assets generally result from contributions pledged by donors for use in
future time periods or for any restricted purposes. When these restrictions are met, temporarily
restricted net assets are released from restrictions and reclassified to unrestricted net assets and
reported in the statements of activities as net assets released from restrictions.

Contributions

The Foundation recognizes contributions and unconditional promises to give as revenue in the
period received or promised, whichever is earlier. All contributions are considered to be
unrestricted unless specifically restricted by the donor. Contributions reported as temporarily
restricted are those received with donor stipulations that limit their use for specific purposes or
are subject to time restrictions. A donor restriction expires when the purpose of the contribution
is accomplished or a stipulated time restriction ends. If the restrictions are met within the same
year that the contribution was received, the revenue is classified as unrestricted. Unconditional
promises to give, recorded in 2008 and prior years, which are expected to be received in future
years, are recorded at the present value of their estimated future cash flows using discount rates
approximating the risk free rate of return on U.S. government securities with similar maturities.
Unconditional promises to give, received in years after 2008, are recorded at the present value of
their estimated future cash flows using discount rates equal to one year LIBOR plus 50 basis points.

Contributions receivable are recorded at the net realizable value. An allowance for doubtful
receivables is recorded based on aging of contributions receivable, except for receivables from
special campaigns, for which an allowance is recorded based on past collection history of similar
campaigns.

11



Aga Khan Foundation U.S.A.

Notes to Financial Statements

Contributed Services

The Foundation receives certain donated or contributed services by unpaid volunteers. The
contributed services primarily relate to fundraising and public education activities. Only the value
of these services that are considered specialized and that can be estimated are reflected in these
statements in accordance with Financial Accounting Standards Board Accounting Standards
Codification (FASB ASC) Topic 958-605-25, Not-For-Profit Entities-Revenue Recognition. There
were no such specialized contributed services received during the years ended December 31, 2014
and 2013.

In-Kind Donations

Included in contributions revenue and fundraising and public education events expenses in the
statements of activities are in-kind donations of $179,191 and $236,062 for goods provided at
fundraising activities for the years ended December 31, 2014 and 2013, respectively.

Federal Grants

Federal grants revenue is recognized when the Foundation has incurred eligible expenditures and
met all of the other grant eligibility requirements.

Fair Value Measurements

The Foundation follows the Accounting Standards Codification (ASC) 820 Fair Value Measurements.
ASC 820 establishes a common definition for fair value to be applied under generally accepted
accounting principles requiring use of fair value, establishes a framework for measuring fair value,
and expands disclosures about such fair value measurements.

ASC 820 defines fair value as the price that would be received to sell an asset or paid to transfer a
liability (i.e., the “exit price”) in an orderly transaction between market participants at the
measurement date. Measurement date is the date of the financial statements. ASC 820 establishes
a hierarchy for inputs used in measuring fair value that maximizes the use of observable inputs and
minimizes the use of unobservable inputs by requiring that observable inputs be used when
available.

Observable inputs are inputs that market participants would use in pricing the asset or liability
developed based on market data obtained from sources independent of the Foundation.
Unobservable inputs are inputs that reflect the Foundation’s estimates about the assumptions
market participants would use in pricing the asset or liability developed based on the best
information available under the circumstances.

12



Aga Khan Foundation U.S.A.

Notes to Financial Statements

The hierarchy is broken down into three levels based on the reliability of inputs as follows:

e Level 1 - Valuations based on quoted prices in active markets for identical assets or
liabilities that the Foundation has the ability to access. Since valuations are based on
guoted prices that are readily and regularly available in an active market, valuation of
these products does not entail a significant degree of judgment.

e Level 2 - Valuations based on quoted prices in markets that are not active or for which all
significant inputs are directly or indirectly observable.

e Level 3 - Valuations based on inputs that are unobservable and significant to the overall
fair value measurement.

Income Taxes

Under provisions of the Internal Revenue Code and the applicable state regulations, the Foundation
is exempt from taxes on income other than unrelated business income. No provision for income
taxes has been recorded as of December 31, 2014 and 2013, since the Foundation had no material
unrelated business income.

The Foundation has adopted ASC 740-10, Accounting for Uncertainty in Income Taxes. Under ASC
740-10, the Foundation must recognize the tax benefit associated with tax positions taken for tax
return purposes when it is more-likely than not that the position will be sustained. The Foundation
does not believe there are any unrecognized tax benefits that need to be recorded.

Use of Estimates

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

Functional Allocation of Expenses

The costs of providing various programs and supporting services have been summarized in the
statements of activities based on their respective functions. Certain costs, other than depreciation
and amortization, have been allocated to the programs and supporting services benefited.
Functional costs are defined by their purpose:

Program grants relate to expenses incurred to provide grant funds to various programs in order
to achieve the Foundation’s programmatic goals.

General and administrative expenses relate to expenses incurred by the Foundation’s offices
for administration of the various programs and to manage operations of the Foundation.

Fundraising and public education events activities relate to direct costs to solicit gifts for the
Foundation and to carry out events related to public education.

13



Aga Khan Foundation U.S.A.

Notes to Financial Statements

Recent Accounting Pronouncements

In May 2014, FASB issued Accounting Standards Update (ASU) No. 2014-09, Revenue from Contracts
with Customers (ASU 2014-09), which supersedes nearly all existing revenue recognition guidance
under U.S. GAAP. The core principle of ASU 2014-09 is to recognize revenues when promised goods
or services are transferred to customers in an amount that reflects the consideration to which an
entity expects to be entitled for those goods or services. ASU 2014-09 defines a five step process to
achieve this core principle and, in doing so, more judgment and estimates may be required within
the revenue recognition process than are required under existing U.S. GAAP. The standard is
currently effective for annual fiscal years, and interim periods within those years, beginning after
December 15, 2016, and early adoption is not permitted. The Foundation is currently evaluating
the impact the standard will have on the combined financial statements.

In October 2012, FASB issued ASU No. 2012-05, Classification of the Sale Proceeds of Donated
Financial Assets in the Statement of Cash Flows. ASU No. 2012-05 requires organizations to classify
cash receipts from the sale of donated financial assets consistently with cash donations received in
the statement of cash flows if those cash receipts were from the sale of donated financial assets
that upon receipt were directed without any imposed limitations for sale and were converted
nearly immediately into cash. Accordingly, the cash receipts from the sale of those financial assets
should be classified as cash inflows from operating activities, unless the donor restricted the use of
the contributed resources to long-term purposes, in which case those cash receipts should be
classified as cash flows from financing activities. The Foundation adopted the provisions of ASU
2012-05 in 2014 and the only effect was the classification of these items in the statement of cash
flows.

Reclassifications

Certain amounts in the 2013 financial statements have been reclassified to conform to current year
financial statement presentation.

3. Notes Receivable

In August 2014 the Foundation gave a note (loan) of approximately $3,750,000 to Aga Khan Hospital
and Medical College Foundation to advance its charitable mission by increasing the quality of and
access to medical care and education in Pakistan, which will be accomplished through the
expansion and improvement of facilities and construction of a private wing to generate revenue
and enable the borrower to subsidize medical education and services for Pakistanis who otherwise
will not be able to afford them. The closing date of the note receivable was August 29, 2014. The
maturity date of the loan is October 1, 2033 and principal payments are not due until October 1,
2019. Interest only payments of $3,333 are to be paid beginning October 1, 2014 to October 1,
2018.

14



Aga Khan Foundation U.S.A.

Notes to Financial Statements

4. Investments

The following table sets forth the fair values of those financial assets and liabilities that are
recorded at fair value on a recurring basis according to the hierarchy described in ASC 820, as of
December 31, 2014:

Level 1 Level 2 Level 3 Total
Certificates of deposit $15,170,425 $ - 8 - $15,170,425
Life insurance policies - 14,128,831 - 14,128,831
Equity investment in FMFB - - 2,986,775 2,986,775
Total $ 15,170,425 $ 14,128,831 $ 2,986,775 $ 32,286,031

The following table sets forth the fair values of those financial assets and liabilities that are
recorded at fair value on a recurring basis according to the hierarchy described in ASC 820, as of
December 31, 2013:

Level 1 Level 2 Level 3 Total
Certificates of deposit $ 15,124,184 $ - $ - $ 15,124,184
Life insurance policies - 12,325,857 - 12,325,857
Equity investment in FMFB - - 2,851,666 2,851,666
Total $ 15,124,184 $12,325,857 $ 2,851,666 $ 30,301,707

In September 2012, the Foundation entered into a shareholder agreement with First Microfinance
Bank of Afghanistan. The Foundation made an initial investment of $2,499,952 to acquire an
equity ownership of 11.8% representing 10,504 shares. The investment is reported under the
equity method of accounting and is adjusted annually for the Foundation’s proportionate share of
the bank’s earnings or losses. The Foundation recorded an unrealized gain of $135,109 and
$351,714 under the equity method for the years ended December 31, 2014 and 2013, respectively.

The following sets forth the reconciliation of beginning and ending balances related to fair value
measurements using significant unobservable inputs (Level 3), as of December 31, 2014 and 2013,
respectively:

2014 2013
Beginning balance $ 2,851,666 $ 2,499,952
Purchases and additions - -
Sales, issuances, distributions, and settlements - -
Realized and unrealized gains relating to instruments
still held at the statements of financial position date 135,109 351,714
Net transfers in and out of Level 3 - -
Ending balance $ 2,986,775 $ 2,851,666

15



Aga Khan Foundation U.S.A.

Notes to Financial Statements

The following table summarizes the significant unobservable inputs the Foundation used to value
its investments categorized within Level 2 and Level 3 as of December 31, 2014. This table is not

intended to be all-inclusive, but instead captures the significant unobservable inputs relevant to its
determination of fair values.

Fair Value at
December 31, Significant Range
2014 (in Valuation Unobservable (Weighted
Description thousands) Technique Inputs Average)
Life insurance Cash Surrender
policies $ 14,128,831 value N/A N/A
Equity 11.8% of the
investment in Discounted Cash  Percentage ownership of  total stocks
FMFB $ 2,986,775 Flow net assets of the bank

The following table summarizes the significant unobservable inputs the Foundation used to value
its investments categorized within Level 2 and Level 3 as of December 31, 2013. This table is not

intended to be all-inclusive, but instead captures the significant unobservable inputs relevant to its
determination of fair values.

Fair Value at
December 31, Significant Range
2013 (in Valuation Unobservable (Weighted
Description thousands) Technique Inputs Average)
Life insurance Cash Surrender
policies $ 12,325,857 value N/A N/A
Equity 11.8% of the
investment in Discounted Cash  Percentage ownership of  total stocks
FMFB $ 2,851,666 Flow net assets of the bank

There were no changes in valuation techniques noted for level 2 and level 3 investments for 2014
and 2013.

Level 3 Sensitivity of Fair Value Measurements and Changes in Significant Unobservable Inputs

The significant unobservable inputs used in the fair value measurement of the Foundation’s

investments are subject to market risks resulting from changes in the market value of its
investments.

16



Aga Khan Foundation U.S.A.

Notes to Financial Statements

5. Contributions Receivable

Contributions receivable consists of the following unconditional promises to give at:

December 31, 2014 2013
Amounts due in:
Less than one year $ 13,040,883 $ 14,169,750
One to five years 7,744,675 7,120,992
Total contributions receivable 20,785,558 21,290,742
Less: Present value component of discounts (250,685) (258,562)
Allowance for doubtful contributions (6,905,113) (7,456,800)
Total contributions receivable, net $ 13,629,760 $ 13,575,380

6. Fixed Assets

Fixed assets consist of the following at:

December 31, 2014 2013
Property held for charitable purposes:
Land $ 60,673,676 $ 60,673,676
Buildings 32,597,580 28,406,294
Construction work in progress - 1,735,784
Donated assets (historic books and photographs) 440,067 -
Subtotal 93,711,323 90,815,754

Assets held for administrative purposes:

Leasehold improvements 255,582 255,582
Furniture and fixtures 37,828 37,828
Equipment 41,024 41,024
Subtotal 334,434 334,434
Less accumulated depreciation and amortization (17,462,955) (16,076,520)
Total net fixed assets $ 76,582,802 $ 75,073,668

Construction work in progress relates to construction of buildings for charitable purposes in
Houston and San Antonio. The construction was completed in 2014.

Depreciation and amortization expense totaled $1,386,435 and $1,322,195 for the years ended
December 31, 2014 and 2013, respectively.

17



Aga Khan Foundation U.S.A.

Notes to Financial Statements

7. Fair Value Disclosure of Financial Instruments

The estimated fair values of the financial instruments of the Foundation are as following at
December 31:

2014 2013
Carrying Carrying
Amount Fair Value Amount Fair Value
Assets
Cash and cash equivalents $ 34,829,399 $ 34,829,399 $ 34,838,777 $ 34,838,777
Contributions receivable, net 13,629,760 13,831,358 13,575,380 13,279,670
Investments 32,286,031 32,286,031 30,301,707 30,301,707

The following methods and assumptions were used to estimate the fair value of each class of
financial instruments for which it is practicable to estimate that value:

Cash and cash equivalents: The carrying value is a reasonable estimate of fair value.

Contributions receivable: Contributions receivable are recorded at fair value when notice of the
intent is received. The fair value of contributions receivable at the statements of financial position
date is estimated by discounting the estimated future cash flows to their present values, using the
appropriate risk free rates of return on U.S. government securities with similar maturities.

Investments: Valuation for the certificates of deposits are based on quoted prices in active markets
for identical assets or liabilities that a reporting entity has the ability to access at the
measurement date, and where transactions occur with sufficient frequency and volume to provide
pricing information on an ongoing basis and are deemed level 1 investments. Valuations based on
guoted prices in markets that are not active or for which all significant inputs are directly or
indirectly observable are level 2 and level 3 investments. Some of the Foundation’s investments
are considered Level 3 investments, for which a readily determinable fair value does not exist. The
Impact Investment with the First Microfinance Bank of Afghanistan has been categorized as Level 3
in the fair value hierarchy.

The following section describes the valuation methodologies used by the Foundation to measure its
financial assets and liabilities at fair value.

¢ Certificates of Deposit—The Foundation’s certificates of deposit earn a fixed rate of interest
for a specified period of time. The Foundation’s estimated fair value for these investments is
based on Level 1 inputs.

e Life Insurance Policies—The cash surrender value of the life insurance policies is based on
information provided by the respective insurance companies to the Foundation. The
Foundation’s estimated fair value for these investments is based on Level 2 inputs.

18



Aga Khan Foundation U.S.A.

Notes to Financial Statements

e Equity Investment—The Foundation’s equity investment consists of an equity ownership
percentage in First Microfinance Bank of Afghanistan. The investment is valued using the equity
method. The Foundation’s estimated fair value for these investments is based on Level 3
inputs.

8. Commitments and Contingencies
Leases

During 2009, the Foundation renewed its lease for office space under a non-cancelable operating
lease that expired on September 30, 2014. The lease contained escalation provisions for increases
in operating expenses and real estate taxes. Effective October 1, 2014, the Foundation obtained a
six month extension while the original lease was being re-negotiated. During 2014 and 2013, rent
expense related to this lease was $335,793 and $317,230, respectively.

As of December 31, 2014, total minimum rental payments to be made under the agreement is
$89,156.

Grant Commitments

The Foundation's Board of Directors approves annual and multi-year grants, subject to approval, for
programs in support of its tax-exempt purposes. These programs are supported by grants, including
donated commodities, received from donor agencies. Grant commitments were approximately
$40.8 million and $34.9 million at December 31, 2014 and 2013, respectively.

Property Taxes

The Foundation has a potential contingent liability relating to ad valorem property tax appeals
before the Harris County Appraisal Review Board in relation to its property located at 2323 Allen
Parkway, Houston, Texas (“Property”). These appeals concern the 2012, 2013, and 2014 tax years.
In the event of an adverse result, and the Foundation decides not to appeal further, it would owe
ad valorem property tax associated with the Property for each of the tax years at issue. The
potential ad valorem property tax owed in such instance would total approximately $1.8 million (or
$600,000 for each tax year), plus interest and penalties. The amount of such liability is not final
and the Foundation anticipates a reduction of tax, interest, and/or penalties as the appeals
process moves forward. However, any potential reduction of tax is uncertain at this time. To date,
the Foundation has not paid ad valorem property taxes associated with the Property for the 2012,
2013, or 2014 tax years to the Harris County Appraisal District. The Foundation has accrued
$2,402,389 as of December 31, 2014.

Regulatory
Federal grants are subject to audit by relevant Federal agencies. Management believes that
adjustments, if any, from these audits would not have a material effect on the Foundation's

financial position or changes in net assets.
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9. Related-Party Transactions

The Foundation is related to the Aga Khan Foundation established in Geneva, Switzerland, and has
received contributions from this organization in the amounts of $3,216,393 and $3,225,348 in 2014
and 2013, respectively, to help offset capital expenses, operating costs and award program grant
expenses.

As of December 31, 2014 and 2013, the amounts payable to affiliates for programs approved by the
Board of Directors, were $4,118,308 and $2,498,634, respectively. As of December 31, 2014 and
2013, amounts receivable for program advances from affiliates were $2,518,207 and $1,868,516,
respectively.

In 2012, the Foundation entered into an amended shareholder agreement with the First
Microfinance Bank of Afghanistan in which the Foundation made an initial investment of $2,499,952
to acquire an equity ownership of 11.8% representing 10,504 shares. The First Microfinance Bank of
Afghanistan is an agency of Aga Khan Development Network.

In August 2014 the Foundation gave a note (loan) of approximately $3,750,000 to Aga Khan Hospital
and Medical College Foundation to advance its charitable mission by increasing the quality of and
access to medical care and education in Pakistan. The Aga Khan Hospital and Medical College
Foundation is an agency of Aga Khan Development Network (refer to Note 3).

10. Retirement Plan

The Foundation has a defined-contribution retirement plan. All employees who meet the eligibility
requirements can participate in the plan. Under the plan, the Foundation makes contributions
based on a percentage of the payroll of those employees who participate in the plan. Costs
incurred for the plan were $64,051 and $119,345 for the years ended December 31, 2014 and 2013,
respectively.

11. Expenses

The following presents the expenses classified by functional categories. Depreciation expense on
buildings in the amount of $1,349,928 and $1,273,715 was allocated from general and
administrative expenses to program grant expenses in 2014 and 2013, respectively. Depreciation
expense on furniture, fixtures and equipment in the amount of $36,507 and $48,480 for the years
ended December 31, 2014 and 2013, respectively, was allocated to general and administrative
expenses. Staffing costs in the amount of $245,125 and $255,931 for 2014 and 2013, respectively,
were allocated to various programs from general and administrative expenses.
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December 31, 2014 2013
Program grants $ 33,871,216 $ 29,446,140
General and administrative 6,222,155 4,047,515
Fundraising and public donation events 830,844 965,900
Total expenses $ 40,924,215 $ 34,459,555

12. Temporarily Restricted Net Assets

As of December 31, 2014 and 2013, temporarily restricted net assets of $16,612,646 and
$16,570,234, respectively, were restricted as to time.

13. Subsequent Events
The Foundation evaluated subsequent events through May 13, 2015 which is the date the financial

statements were issued. No subsequent events were noted that required adjustments to or
disclosure in the financial statements.
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B D O Tel: 301-654-4900 7101 Wisconsin Ave, Suite 800
4 Fax: 301-654-3567 Bethesda, MD 20814

www.bdo.com

Independent Auditor’s Report
On Supplementary Information

Board of Directors
Aga Khan Foundation U.S.A.
Washington, D.C.

Our audits of the financial statements included in the preceding section of this report were
conducted for the purpose of forming an opinion on those statements taken as a whole. The
supplementary information presented in the following section of this report is presented for
purposes of additional analysis and is not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audits of the financial
statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the
information is fairly stated in all material respects in relation to the financial statements as a
whole.

(200 LA, LLP

May 13, 2015

BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part of the
international BDO network of independent member firms.

BDO is the brand name for the BDO network and for each of the BDO Member Firms.
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December 31, 2014 2013

Assets
Cash and cash equivalents $ 34,829,399 $ 34,838,777
Notes receivable 3,750,000 -
Investments 32,286,031 30,301,707
Accounts receivable and other current assets 83,995 91,769
Grants receivable - -
Donor agency receivables 3,277,759 2,431,560
Receivables from affiliates 2,518,207 1,868,516
Contributions receivable, net (Note 1) 327,704 275,624

Total assets, net of fixed assets 77,073,095 69,807,953

Fixed assets
Property held for charitable purposes and other fixed
assets, net accumulated depreciation and amortization 76,582,802 75,073,668

Total assets $ 153,655,897 $ 144,881,621

Liabilities and Net Assets

Liabilities
Accounts payable and accrued liabilities $ 2,735,621 $ 419,576
Payables to affiliates 4,118,308 2,498,634
Deferred rent - 50,213
Deferred revenue 2,571,322 841,332
Total liabilities 9,425,251 3,809,755
Net assets 144,230,646 141,071,866
Total liabilities and net assets $ 153,655,897 $ 144,881,621
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For the year ended December 31, 2014 2013
Revenues
Contributions (Note 1) 24,794,506 20,424,624
Federal and other grants 18,953,543 16,921,242
In-kind contributions and grants (Note 2) 619,258 236,062
Investment return (444,589) (298,323)
Total revenues 43,922,718 37,283,605
Expenses
Program grants (Note 2) 32,276,163 27,916,494
General and administrative expenses
Salaries 2,780,335 2,655,651
Legal, accounting and consulting 93,980 64,079
Travel 167,285 216,456
General office 252,270 273,683
Premises 334,883 310,250
Taxes and licenses (on property) 2,521,994 122,101
Resource development and communications 119,749 77,938
Total administrative expenses 6,270,496 3,720,158
Fundraising and public education events (Note 2) 830,844 965,900
Depreciation and amortization 1,386,435 1,322,195
Total expenses 40,763,938 33,924,747
Excess of revenues over expenses 3,158,780 3,358,858
Net assets, beginning of year 141,071,866 137,713,008
Net assets, end of year 144,230,646 $ 141,071,866
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Notes to Financial Statements (Modified Cash Basis)

1. Basis of Presentation

These financial statements are prepared on a modified cash basis. Accordingly, all transactions
except as described in the following table are recorded on an accrual basis of accounting.

Below is the reconciliation for contribution income between the accrual and modified cash basis
for the years ended December 31, 2014 and 2013:

December 31, 2014 2013
Contribution Income - Per Accrual Basis $ 25,576,341 $ 20,153,048
Less: In-Kind Revenues (619,258) (236,062)
Adjustments:

Cash Donations Income 3,944,303 5,059,295
Present Value - Pledge Receivable (7,877) 20,009
Pledges Receivable - Income (4,099,003) (4,571,666)
Contribution Income - Modified Cash Basis $ 24,794,506 $ 20,424,624
Doubtful Provision Excluded from Modified Cash $ (4,106,881) $ (4,551,657)

For the years ended December 31, 2014 and 2013, Federal and other grants of $715,250 and
$1,470,000 were included on the statements of activities but were not included for purposes of
presentation on the statements of revenues, expenses, and changes in net assets (modified cash
basis).
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