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INDEPENDENT AUDITOR’S REPORT

To the Board of Trustees of
the American University in Bulgaria

(W

We have audited the accompanying consolidated statements of financial position of the American
University in Bulgaria (the "University") as of June 30, 2010 and 2009 and the related consolidated
statements of activities and of cash flows for the years then ended, prepared in accordance with
generally accepted accounting principles in the United States of America. These financial statements
are the responsibility of the University's management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audit.

Except as discussed in paragraph 3 below we conducted our audit in accordance with generally
accepted auditing standards and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the consolidated
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

We did not have an external quality control review by an unaffiliated audit organization as required in
Chapter 3, paragraph 3.33 of U.S. Government Auditing Standards since no such program is offered by
professional organizations in the Republic of Bulgaria. We believe that the effect of this departure from
U.S. Government Auditing Standards is not material because we participate in the Deloitte worldwide
internal quality control review program which requires our office to be subject every three years to an
extensive quality control review by partners and managers from other affiliate offices.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of the University as of June 30, 2010 and 2009, and the changes in its
net assets and its cash flows for the years then ended in conformity with generally accepted accounting
principles in the United States of America.
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Our audit was performed for the purpose of forming an opinion on the basic consolidated financial
statements of the University taken as a whole. The accompanying Schedule of Expenditures of
Federal Awards is presented for the purposes of additional analysis as required by U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is not a required part of the basic consolidated financial statements. Such
information has been subject to the auditing procedures applied in the audit of the basic
consolidated financial statements and, in our opinion, has been stated fairly, in all material respects,
in relation to the basic, consolidated financial statements taken as a whole,

In accordance with Government Auditing Standards, we have also issued our reports dated
September 20, 2010 on our consideration of the University's internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts and
grants. These reports are an integral part of an audit performed in accordance with Government
Auditing Standards and should be read in conjunction with this report in considering the results of
our audit.

??M%%F (OO

Deloitte Audit OOD

September 20, 2010
Sofia, Bulgaria




.. American University in Bulgaria

Consolidated Statement of Financial Position as of June 30, 2010 and June 30, 2009

Note June 30, 2010 June 30, 2009
ASSETS UsD’000 USD*000
Current assets
Cash and casti equivalents "3 1,772 © 2,534
Temporarily restricted cash 4 - 332
Accounts receivable and prepayments 3 585 303
Contributions receivable 6 5,600 1,467
Inventories 274 235
Investment property 7 81 1,342
Subtotal current assets 8,312 6,713
Long-term assets
Long-term contributions receivable 6 884 2.606
Cash deposits for student loans guarantees, net 8 55 34
Student loans receivable, net 9 193 226
Investments 10 12,689 12,150
Property, plant and equipment 11 24,878 19,300
Subtotal long term assets 38,699 34,316
TOTAL ASSETS 47,011 41,029
LIABILITIES AND FUND BALANCE
Liabilities
Accounts payable 12 2,151 2,114
Accrued liabilities 13 290 349
Deferred revenue and other liabilities 14 517 521
Subtotal current liabilities 2,958 2,984
Fund balance )
Unrestricted 15 11,037 8,553
Temporarily restricted 16 27,083 24,425
Permanently restricted 5,933 5,067
Total fund balance 44,053 38,045
TOTAL LIABILITIES AND FUND BALANCE 47,011 41,029

Signed on behalf of the American University in Bulgaria:

e e i

Date: September 20, 2010

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

Consolidated Financial Statements, Jane 30, 2019 and June 30, 2009 1
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__American University in Bulgaria

Consolidated Statement of Cash Flows for the years ended June 30, 2010 and June 30, 2009

June 30,2010  June 30, 2009

Cash flows from operating activities USD’000 USD*060
Change in fund balance 7 , 6,008 . . (1,105)
Adjustments to change in fund balance:

Revenue from fund-raising activities (8,092) (3,850)
Decrease (Increase) in accounts receivable, prepayments, and inventories 179 (238)
(Decrease) in current liabilities (81) (225)
Decrease in student loans receivable 33 100
(Increase) Decrease in cash deposits for student loans guarantees 2n 222
Depreciation and amortization 1,259 1,079
In-kind donation of fixed assets (10) (2,460)
In-kind donation of investment securities (5) (2)
Net cash used in operating activities other than fund-raising (730) 6,479
Revenue from fund-raising activities 3,092 3,850
(Increase) Decrease in contributions receivable 241D 1,732
Net cash provided by fund-raising activities 5,681 5,582
Net cash provided by (used in) operating activities 4,951 (897)
Cash flows from investing activities

Construction and purchase of equipment (6,827) 4,171
(Purchase) of investment securities (4.857) (2,294)
Sale of investment securities 5,292 -
(Gain) Loss from investing activities 970) 2,599
Proceeds from sale of fixed assets 1,262 -
Cash flow from investing activities (6,100) (3,872)
Cash flow from financing activities

Short-term borrowings 55 2,050
Cash flow from financing activities 55 2,050
Decrease in cash for the period {1,094) 2,719)
Cash at the beginning of the period 2,866 5,585
Cash and cash equivalents 1,772 2,534
Temporarily restricted cash - 332
Cash at the end of the period 1,772 2,866

Consolidated Financial Statements, June 30, 2010 and June 30, 2009 4




2.1.

2.2.

2.3,

_American University in Bulgaria

- NOTES TO THE FINANCIAL STATEMENTS

HISTORY AND NATURE OF THE AMERICAN UNIVERSITY IN BULGARIA

The American University in Bulgaria (AUBG) is 2 not-for-profit organization registered in the State of Maine.
The University is exempt from US Federal income tax under Section 501C(3) of the US Internal Revenue Code.

for the establishment of private educational institutions, the University was incorporated in the Blagoevgrad
Regional Courts as a Bulgarian not-for-profit organization. Legislation was subsequently enacted by the
Bulgarian Natjonal Assembly recognizing the University as an institution of higher learning. Furthermore, the
Bulgarian Ministry of Finance has acknowledged the status of the University as a “budget institution™ enjoying
exemption from some taxes and duties such as taxes on profits and certain exemptions for Value Added Tax.

The American University in Bulgaria maintains a campus located in Blagoevgrad. At the end of 2001 the
American University Service Company (AUSC), a fully owned subsidiary headquartered in Sofia, Bulgaria, was
established.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of preparation

The consolidated financial statements of the University for the year ended June 30, 2010 are prepared on the
accrual basis of accounting in accordance with accounting principles generally accepted in the United States for
non-profit organizations as well as applicable United States Government guidelines. The statement of activities
presents the financial activities by type of net assets related to the reporting periods.

Types of net assets

Unrestricted net assets derived from educational and general operations of the University and from
appropriations, gifts and grants may be used at the discretion of the Board of Trustees or their designees to meet
current expenditures for any purpose in achieving the primary objectives of the University.

Temporary restricted net assets derived from educational and general operations of the University and from
appropriations, gifts and grants may be used only to meet current expenditures for the purposes specifically
identified by the donors or by sponsoring agencies.

Permanently restricted net assets derived from educational and general operations of the University and from
appropriations, gifts and grants are to be invested and only the income earned from the investment may be used
to meet current expenditures for the purposes specifically identified by the donors or by the Board of Trustees if
there are no specifically identified purposes.

Cash and cash equivalents

Cash includes currency on hand and deposits held by financial institutions that can be added to or withdrawn
without limitation,

Cash equivalents are short-term, highly-liquid investments that are both readily convertible to known amounts of
cash and so near their maturity they present insignificant risk of changes in value because of changes in interest
rates.,

Consolidated Financial Statements, June 30, 2010 and June 30, 2009 5




24.

2.5

2.6,

2.7.

2.8.

American University in Bulgaria

'NOTES TO THE FINANCIAL STATEMENTS (continicd)

Prepayments and advances

Prepayments and advances represent payments to suppliers for goods and services, which have not been received
by the end of the period.

Inventories

Inventories are recorded at the lower of cost or net realizable value. They predominantly represent supplies at the
Bookstore, fuel, and goods and beverages at the canteen and cafeterias.

Student Loans Receivable

Student Loans Portfolio is valued at market value representing the principal value of student loans less the
provision for uncollectible loans. The provision percentage is based on the best management estimate.

Investments

Investments are carried at market value and realized and unrealized gains and losses are reflected in the
Statement of Activities. In accounting for investments the guidelines contained in ASC #958-320 “Not-for-profit
entities — Investments in Debt and Equity Securities” and ASC #820 “Fair Value Measurements”, effective for
financial statements issued for fiscal years beginning after November 15, 2007, have been followed. Investments
in equities and securities with readily determinable fair values as well as all investments in debt securities are
reported at fair value as of the date of the consolidated financial statements in the statement of financial position.
Fair value of investments is classified according to the Fair Value Hierarchy at Level 2 - observable inputs other
than Level 1 prices, such as quoted prices for similar assets and liabilities; quoted prices in active markets that
are not active; or other inputs that are observable or can be corroborated by observable market data for
substantiaily the full term of the assets or liabilities. (See note 10) Gains and losses on investments are reported
in the statement of activities as increases or decreases in the respective net assets as per explicit donor
stipulations or law.,

Property, plant and equipment
Property, plant and equipment are recorded at cost when purchased or constructed, or at fair market value when

acquired by gift. Depreciation is recorded on a straight-line basis over the estimated useful lives of the related
assets as follows:

Years
Buildings 40
Office equipment 2-6
Vehicles 7-12
Furniture and fixtures 3-7
Library books 5-7
Software 2-5

Payments for the maintenance, repairs and minor renewals and replacements are expended as incurred; major
renewals and replacements are capitalized.

Since its incorporation, AUBG uses an administrative building located in Blagoevgrad, free of charge. The
current contract has been extended on May 1, 2009 for four years ending July 16, 2013. Restricted revenue is
recognized in the period when the unconditional contribution of the use of the long-lived asset is made. The
release from restriction (revenue) is matched by amortization (expense) in each of the years of use.

Consolidated Financial Statements, June 30, 2010 and June 30, 2009 6




2.9,
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2.11.
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-American University in Bulgaria

'NOTES TO THE FINANCIAL STATEMENTS (continued)

Investment property

Investment property is recognized initially according to Level 2 observable input when acquired by gifi. A
review for impairment of an investment property is carried out if events or changes in circumstances indicate
that the carrying amount of the fixed asset may not be recoverable.

Valuation of long lived assets

Management periodically evaluates whether events or circumstances have occurred indicating that the carrying
amount of long-lived assets may not be recovered.

Gifts and grants

The University reports gifts of cash and other assets as restricted support if they are received with donor
stipulations that set purpose and time restrictions on the donated assets. When a donor restriction expires, that is,
when a stipulated time restriction ends or purpose restriction is accomplished, temporarily restricted net assets
are reclassified to unrestricted net assets and reported in the statement of activities as net assets released from
restrictions.

Gifts of long-lived assets with explicit restrictions that specify how the assets are to be used and gifts of cash or
other assets that must be used to acquire long-lived assets are reported as restricted support. If there are no
explicit donor stipulations about how long-lived assets must be maintained, the University reports expirations of
donor restrictions when the donated or acquired long-lived assets are placed in service.

Pension plans

The government of Bulgaria through its national pension plan is responsible for providing pensions for
Bulgarian citizens. A regular contribution is made to the State to fund the plan. In addition, since July 1, 2004,
AUBG is making a BGN 40 monthly contribution for each full-time Bulgarian employee.

Fareign currency translation

The University receives the majority of its funds and incurs a significant amount of costs in United States
Dollars (USD). As a result, the functional currency is considered to be the USD. The University’s accounting
records in Bulgaria are maintained in dual currency, both in BGN and in USD. The following exchange rates
were used to translate monetary assets and liabilities denominated in BGN:

BGN to one USD
June 30,2010  June 30, 2009

Exchange rates 1.59386 1.38378
Non-monetary assets and liabilities denominated in BGN are measured using historical rates in order to produce
the same results in terms of functional currency that would have occurred if those items had been initially
recorded in the functional currency.

Basis of consolidation
The consolidated financial statements incorporate the financial statements of AUBG and a subsidiary controlled

by AUBG. Control is achieved where AUBG owns the majority voting interest, which is defined as direct or
indirect ownership of fifty percent or more of the outstanding voting shares of another company.

Consolidated Financia) Statements, June 30, 2010 and June 30, 2009 7




_ American University in Bulgaria

- NOTES TO THE FINANCIAL STATEMENTS (continued)

2.13.

2.14.

2.15

2.16.

2.17.

2.18.

Where necessary, adjustments are made to the financial statements of the subsidiary to bring the accounting
policies used in line with those used by AUBG.

All significant inter-company transactions and balances between AUBG and the subsidiary are eliminated on
consolidation.

Return of taxes/cliarges recorded as expenses in the previous accounting periods

The return of taxes/charges, recorded as expenses in the previous year financials is presented as Other Revenue
in the current period financial statements.

Credit Risk

Credit risk is the risk that a party involved in a financial instrument may cause financial loss to the other party by
non-fulfillment of an obligation, The financial instruments that may expose the University to credit risk are the
loans provided to students, as well as the receivables from students, vendors, and donors. The University is
exposed to risk that the respective counterparties will not fulfill their obligations.

Concentration of credit risk

The University occasionally maintains deposits in excess of the insured limits. ASC #825 “Financial
Instruments” identifics these items as a concentration of credit risk requiring disclosure, regardless of the degree
of risk. The risk is managed by maintaining all deposits in high quality financial institutions.

Exchange Rate Risk

The exchange rate risk is the risk that the valuation of the University assets and liabilities denominated in foreign
currency may change due to a change in the exchange rates of the respective currency against the Bulgarian lev.
The University receives most of its donations in US Dollars. Also, major portion of the cash, receivables,
liabilities, revenues, and expenses (tuition revenue, expenses for salaries of foreign staff and faculty) are
denominated in US Dollars, which exposes the University to a risk related to possible fluctuations in the
exchange rate of the US dollar against the Bulgarian lev. The University does not apply any specific financial
instruments for exchange rate risk hedging.

Interest Rate Risk

Interest rate risk is the risk that the value of the received loans may vary due to a change in the market interest
rates. The financial instrument that exposes the University to interest rate risk is the Overdraft with Raiffeisen
Bank Bulgaria.

Risk Management

The University is exposed to various risks of loss: torts, thefi, damage or destruction of assets, errors or

omissions, job-related illnesses or injuries to employees, and health care claims on behalf of employees and their
dependents. The University manages these risks through commercial insurance.

Consolidated Financial Statements, June 30, 2010 and June 30, 2009 8




3. CASH AND CASH EQUIVALENTS
June 30, 2010 June 30, 2009
USD*000 USD’000
Cash on hand/bank deposits for operating needs 1,723 2,284
Deposits with donor-imposed restrictions 46 210
Deposits with the Community Foundation 3 40
Total 1,772 2,534
Deposits with the Community Foundation include amounts, provided by donors in the Community Foundation
in favor of AUBG. The Management of the University believes that these amounts are highly liquid and are
readily convertible to known amounts of cash, and are subject to an insignificant risk of change in value.
4. TEMPORARILY RESTRICTED CASH
As of June 30, 2010, all funds are available for immediate withdrawal.
5. ACCOUNTS RECEIVABLE AND PREPAYMENTS
June 30, 2010 June 30, 2009
USD*000 USD’000
Accounts receivable 311 37
Deferred expenses 146 170
Prepayments and advances 71 543
Tax receivables 34 33
Receivables from students, net of USD 4 /9 thousand allowance v 23 20
Total 585 803

American University_in Bulgaria

'NOTES TO THE FINANCIAL STATEMENTS (continued)

Allowances for uncollectible student fees have been calculated as 100% of amounts past due over one year.
6. CONTRIBUTIONS RECEIVABLE

Contributions receivable falling due within one year are comprised of:

June 30, 2010 June 30, 2009

UsD’000 UsD’000

America for Bulgaria Foundation 4,000 -
OSI Scholarships 1,000 749
ASHA , 230 -
Nando Peretti Foundation 33 -
EU Administrative capacity program 59 79
Elvin Guri 50 50
OSI Turkmen Students Scholarships 40 40
Raiffeisen Bank 16 31
Salgo Scholarships 11 -
Athanas Zamphiroff - 450
Other 111 63
Total 5,600 1,467

Consolidated Financial Statements, June 30, 2010 and June 30, 2009 9




American University in Bulgaria_

NOTES TO THE FINANCIAL STATEMENTS (continued)

Long-term contributions receivable are comprised of*

June 30,2010 June 30, 2009

UsD*000 USD’000

OSI Scholarships 724 2,360
Elvin Guri o o 121 168
OSI Turkmen Students Scholarships ' 39 78
Total 884 2,606

INVESTMENT PROPERTY

Investment property in the amount of USD 81 thousand as of June 30, 2010 represents land in Bankia
bequeathed by Anna Tchaprachikoff,

CASH DEPOSITS FOR STUDENT LOANS GUARANTEES

Loan Balance Guarantee Fund Loan Balance Guarantee Fund
June 30, 2010 June 30, 2016 June 30,2009  June 30, 2009

BG students/ principal EUR’000 595 - 541 -
International students/ principal EUR’000 227 45 238 48
Total Principal and Guarantee Fund )

EUR’000 822 45 779 48
Total Guarantee Fund/ USD’000 56 67
Less allowance for bad debts/ USD'000 (1) {33)
Net Guarantee Fund/ USD’600 55 34

Since the fall semester 2002, AUBG has implemented an agreement with UniCredit Bulbank (formerly Hebros
Bank) to offer loans through that bank to full-time, degree-seeking AUBG students over the age of 18, both
international and Bulgarian. The full principal amount of the loan plus interest must be fully repaid within fifteen
years after AUBG graduation beginning within no more than five years of the students® first AUBG enrollment.
Since the fall semester 2008, AUBG has also implemented an agreement with MKB Union bank to offer loans
through that bank of up to EUR 10,000 to AUBG students over the age of 18, both international and Bulgarian.
The full principal amount of the loan plus interest must be fully repaid within twelve years after AUBG
graduation,

Agreements with UniCredit Bulbank and MKB Union bank require that AUBG maintain guarantee funds at both
banks in the amount of 20% of the principal for loans of international undergraduate students. The balance of the
guarantee funds at UniCredit Bulbank and MKB Union bank as of June 30, 2010 is USD 43 thousand and USD
13 thousand, respectively, pledged in favor of the Banks.

Consolidated Financial Statements, June 30, 2010 and June 30, 2009 ‘ 10




American University in Bulgaria

 NOTES TO THE FINANCIAL STATEMENTS (continued)

STUDENT LOANS RECEIVABLE

Principal value of student loans at the begmnmg of the reportmg perlod

-Add new loans issued

Deduct student loan repayments made during the perlod - direct cash

Add student loan interest payments

Deduct loan principal write offs (contractual forgiveness)

Principal value of student loans at the end of the reporting period
Less provision for uncollectible loans

Student loans receivable

July 1,2009-  July 1, 2008 -
June 30,2010 June 30, 2009
USD’000 USD’000
2222 2,391

78 45
(208) 274)
49 69
(12) &)
2,129 2,222
(1,936) (1,996)
193 226

The provisions for uncollectible loans as of June 30, 2010 and June 30, 2009 have been calculated as follows:

Loan status
June 30,2010

Fully repaid

Not due

Repayment - not past due
Past due 1 - 90 days

Past due 91 - 119 days
Past due 120 days - 1 year
Past due 1 year - 3 years
Past due 3 years or more

Loan status
June 30, 2009

Fully repaid

Not due

Repayment - not past due
Pastdue 1 - 90 days

Past due 91 - 119 days
Past due 120 days - 1 year
Pastdue | year - 3 years
Past due 3 years or more

Count  Loan Balance % Allowance Provision Total Amount
Amount Receivable
UsD’000 UsD’000 USD’000
982 - - - -
19 67 50% 33 34
133 275 50% 137 138
35 76 80% 61 15
4 16 90% 14 2
36 86 95% 82 4
72 179 100% 179 -

336 1,430 100% 1,430 -
1,617 2,129 1,936 193
Count  Loan Balance % Allowance  Provision Total Amount

Amount Receivable
USD’000 USD’000 UsD’000

928 - - - -

28 82 50% 46 46
137 309 50% 154 155

30 86 80% 69 17

8 24 90% 22 2

45 112 95% 106 6

92 270 100% 270 -

301 1,329 100% 1,329 -
1,569 2,222 1,996 226

Between 1994 and 2001, the University was providing loans to students for tuition and other fees, related to the
cost of education in the University. Repayment of principal and interest on these loans generally begins six
months after the date the student finishes education or military service.

Consolidated Financial Statements, June 30, 2010 and June 30, 2009
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American University in Bulgaria

NOTES TO THE FINANCIAL STATEMENTS (continued)

INVESTMENTS

June 30, 2010 June 30,2009
Fair Value Fair Value
USD*000 UsD’000
USAID Quasi —Endowment Fund- ' D o T
International Equity Fund 3,773 3,881
Core Equity Fund 2,579 2,718
High Quality Bond Fund 1,782 1,553
Global Bond Fund 1,630 1,517
Equity Index Fund 1,220 1,259
Government Securities Fund - 613
Real Estate Securities Fund 28 18
Subtotal USAID Quasi — Endowment Fund: 11,612 11,559

Pooled Endowment Fund
International Equity Fund 634 181
Core Equity Fund 334 99
Equity Index Fund 322 89
High Quality Bond Fund 188 75
Global Bond Fund 181 74
Government Securities Fund - 32
Real Estate Securities Fund . 18 12
Subtotal Pooled Endowment Fund: 1,677 562
Other Investments - 29
Total 12,689 12,150

The University has invested USD 14,498 thousand in the USAID Quasi-Endowment Fund and USD 1,862
thousand in the Pooled Endowment Fund, allocated in six Commonfund’s funds, The management intends to
hold the investments for a period longer than one year.

Fair value level of investments is determined according to Fair Value Hierarchy as follows:

Fair Value Measurement at Reporting Date

Using

Quoted prices in Significant Significant
Active Markets Other Unobservable
for Identical Observable Inputs

Assets Inputs
June 30, 2010 (Level 1) (Level 2) (Level 3)
_ USD’000 USD’000 USD*000 USD000
International Equity Fund 4,407 : - 4,407 -
Core Equity Fund 2,913 - 2,913 -
High Quality Bond Fund 1,970 - 1,970 -
Global Bond Fund 1,811 - 1,811 -
Equity Index Fund 1,542 - 1,542 -
Real Estate Securities Fund 46 - 46 -
Total: 12,689 - 12,689 -

Consotidated Financial Statements, June 30, 2010 and June 30, 2009 12




American University in Bulgaria

- NOTES TO THE FINANCIAL STATEMENTS (continued)

Fair Value Measurement at Reporting Date Using
Quoted prices in  Significant Other Significant

Active Markets for Observable Unobservable

Identical Assets Inputs Inputs

June 30, 2009 (Level 1) (Level 2) (Level 3)

o B N USD’000 USD*000 .. USD0). . . USD’000
International Equity Fund 4,062 - 4,062 ‘ -
Core Equity Fund 2,817 - 2,817 -
High Quality Bond Fund 1,628 - 1,628 -
Global Bond Fund 1,591 - 1,591 -
Equity Index Fund 1,348 - 1,348 -
Government Securities Fund 645 - 645 -
Real Estate Securities Fund 30 - 30 -
Other Investments 29 29 - -
Total: 12,150 29 12,121 -

ENDOWMENT AND QUASI-ENDOWMENT FUNDS

Investment Fund July 1, 2009 Net Participant  Unrealized June 30,
UsD*000 Market Value Transactions* Fees Appreciation 2010
Withdrawn  ** Market
Value
ENDOWMENT FUND
International Equity Fund 4,062 - 196 a7n 166 4,407
Core Equity Fund 2,817 (299) (12) 407 2,913
Equity Index Fund 1,348 34 (D 161 1,542
Real Estate Securities Fund 30 1 - 15 46
Total Equity 8,257 (68) (30) 749 8,908
High Quality Bond Fund 1,628 193 (5) 154 1,970
Global Bond Fund 1,591 187 3) 38 1,811
Government Securities Fund 645 (645) - - -
STF Tranche 2 332 (355) - 23 -
Total Fixed Income 4,196 (620) 10 215 3,781
TOTAL ENDOWMENT FUND 12,453 (688) 40 964 12,689

* Net Transactions includes all contributions, withdrawals, reinvestments, and reclassifications.
** Unrealized Appreciation does not include income distributed.

AUBG manages its endowment and quasi-endowment funds in a way which protects the real purchasing power
of the endowment over time, avoids large or no increases in some years, and preserves and enhances the growth
of principal. To this end, the University has adopted the “Yale Formula”, which provides annual cash
distribution to the University. The endowment earnings distributed are calculated as 70% of the allowable
spending in the prior fiscal year, increased by the rate of inflation, as measured by the Consumer Price Index, for
the 12 months prior to the start of the fiscal year; plus 30% of the long-term spending rate of 4.5 percent (a total
of 1.35 percent) applied to the four-quarter market average of the endowment, for the period ending
December 31 prior to the start of the fiscal year.

Consolidated Financial Statements, June 30, 2010 and June 30, 2009 13
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American University in Bulgaria

NOTES TO THE FINANCIAL STATEMENTS (continued)

AUBG invests in high quality, investment grade securities and maintains a prudent diversification in its
portfolios. AUBG’s endowment fund is invested according to the following Strategic Asset Allocation (SAA),
approved by the Board of Trustees in October 2009:

Strategic Asset of which
Allocation UsD Int'l
Cash & Money Market 30% 10% 20%
“Fixed Ticome T 20% ' - 10% o 10%
Equities 50% 25% 25%
45% 55%

Any change to the SAA must be approved by the full Board. The Investment Committee is allowed to make
tactical changes to the SAA and currency allocation without seeking full board approval as long as these changes
remain within the range of +/— 10% of the SAA for each asset class.

PROPERTY, PLANT & EQUIPMENT

June 30, 2010 June 30, 2009

USD*000 USD’000

Land 2,706 132
Buildings 22,162 16,208
Less: accumulated depreciation {2,508) (2,650)
Buildings Net Book Value 19,654 14,158
Main building use allowance * 2,189 2,189
Less: accumulated amortization (1,384) (1,116)
Main Building Use Allowance Net Book Value 805 1,073
Office machines and equipment 2,313 2,045
Less: accumulated depreciation (1,881) (1,739
Office Machines and Equipment Net Book Value 432 306
Motor vehicles 87 134
Less: accumulated depreciation 47) (104)
Motor Vehicles Net Book Value 40 30
Furniture and fixtures 1,860 1,724
Less: accumulated depreciation (1,282) (1,126)
Furniture and Fixtures Net Book Value 578 598
Library books 638 612
Less: accumulated depreciation (488) (443)
Library Books Net Book Value 150 169
Other intangible assets 656 261
Less: accumulated amortization (251) 21y
Other Intangible Assets Net Book Value 405 50
Assets under construction 108 2,784
Total Book Value 32,719 26,089
Less: Amortization and Depreciation (7,841) {(6,789)
Total Net Book Value 24.878 19,300

* Main Building Use Allowance is recognized as temporarily restricted revenue and corresponding asset. The
release from restriction (revenue) is matched by amortization (expense) in each of the fiscal years. In FY09, Use
Allowance is extended in the amount of USD 1,073 thousand with release of USD 268.2 thousand in each of
fiscal years FY 10 through FY13.

Consolidated Financial Statements, June 30, 2010 and June 30, 2009 14
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American University in Bulgaria

NOTES TO THE FINANCIAL STATEMENTS (continued)

ACCOUNTS PAYABLE

Overdraft *
Payables to vendors and others

-Payables to undergraduate students -

Tax liabilities
Total

* Overdraft with Raiffeisen Bank Bulgaria at the maximum amount of USD 2.2 million.

ACCRUED LIABILITIES

Accrued vacation
Accrued expenses
Total

DEFERRED REVENUE AND OTHER LIABILITIES

Deferred revenue from undergraduate students
Advance ELI payments

Advance payments for seminars

Deferred revenue from graduate students
Total

UNRESTRICTED NET ASSETS

Unrestricted net assets as of June 30, 2009
Reclassifications

Change in unrestricted assets

Unrestricted net assets as of June 30, 2010

June 30, 2010 June 30, 2009
UsD000 UsD*000
2,105 2,050

40 28

5 RN

1 25

2,151 2,114

June 30, 2010 June 30, 2009
USD’000 Usp’o00

176 201

114 148

290 349

June 30, 2010 June 30, 2009
usD’000 UsD’000

333 361

93 66

62 57

29 37

517 521
USD’*000
8.553
129
2,355
11,037

Consolidated Financial Statements, June 30, 2010 and June 30, 2009
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING, BASED ON AN AUDIT OF FINANCIAL STATEMENTS, PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To The Board Of Trustees
of the American University In Bulgaria

We have audited the financial statements of the American University in Bulgaria (the University) as
of and for the years ended June 30, 2010 and 2009, and have issued our report thereon dated
September 20, 2010. We conducted our audit in accordance with generally accepted auditing
standards and the standards applicable to financial audits, contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the University’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grants, non-compliance with which could have a direct and material effect
on the determination of financial statements’ amounts. For the purposes of this report, we have
categorized the provisions of laws, regulations, contracts and grants we tested as part of obtaining
such reasonable assurance into the following categories:

Budget preparation and execution;
Investment restrictions;

Taxation;

Procurement policies and procedures;
Grant contract terms and conditions,

However, providing an opinion on compliance with those provisions was not an objective of our audit
and, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
non-compliance that are required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the University’s internal control over financial
reporting to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters
in the internal control over financial reporting that might be material weakness. A material weakness
is a condition in which the design or operation of one or more of the internal control components does
not reduce to a relatively low level the risk that misstatements in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely period
by employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control function over financial reporting and its operation that we consider to be
a material weakness.

Penolim ce omHacs kem egHo ual neBeve gpykeemBa - uaeroBs Ha Jeaodm Tyw Tomauy Aumumug, yacmHo gpykecmBo ¢ sepaHuvena omzoBoprocm {privata company limited by
guarantee), pezucmpupato 8 OBegukedomo kpaacmBo, kakmo o kb mpekama om gpykecmBa - uaenoBe, Beako om kaumo e lopugusecku camacmoameano u HeaaBucumo Auue.
3a gemaiiada undoepmauun omuocHo npaBiama empykmypa Ha Denotm Ty Tomauy Ausumuy v gpyskecmBama - uaenoBe, moan nocememe wwwdeloftte.comy/bg/za_nas,

Deloftie refers to one or mere of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantes and its network of member firms, sach of which is a legally separate
and indepencient entity, Please see wwwdeleitte.com/hg/ahout for a detailed description of the legal struciure of Deloitte Touche Tehmatsu Limited and its member firms.

Member of Deloitte Touche Tohmatsu Limited




REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING, BASED ON AN AUDIT OF FINANCIAL STATEMENTS, PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS (continued)

This report is intended solely for the information and use of the audit committee, management, and
the awarding agencies and pass-through entities, and is not intended to be and should not be used by
anyone other than these specified parties.
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Deloitte Audit OOD

September 20, 2010
Sofia, Bulgaria
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR
PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH
OMB CIRCULAR A-133

To The Board of Trustees
of the American University in Bulgaria

Compliance

We have audited the compliance of the American University in Bulgaria (the University) with the
types of compliance requirements, described in the U. S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to cach of its major federal programs for
the years ended June 30, 2010 and 2009. The University's major federal programs are identified in the
summary of auditor's results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants, applicable to each of its
major federal programs, is the responsibility of the University's management. Our responsibility is to
express an opinion on the University's compliance based on our audit.

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

In our opinion, the University complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal programs for the years ended June 30, 2010 and
2009.

Internal Control Over Compliance

The management of the University is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts and grants, applicable to
federal programs. In planning and performing our audit, we considered University's internal control
over compliance with requirements that could have a direct and material effect on a major federal
program to determine our auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with OMB
Circular A-133.

[saolm ce omHaca kem egro uau neBeve gpykeemBa - uasHoBe ka Oeaoim Tyw ToMauy Aumumug, dacmHe gpykecnBo ¢ ozpaHudeHa emeolioprocm (private company limited by
guarantea), pezucmpuparo 8 DGeguHeHemo kpascmBo, kakmo u fom mpeskama om gpykeemBa - uaeHoBe, 8caka om koumo e lopuguyecku camocmoameaHo U HeaaBucumMo Auus.
3a gemaiiaHa undopmauun omeocHa npaBrama cmpykmypa Ha Jeactim Tyw Tomauy Aumumug u gpykecmBama - uaeHoBe, monna nocermnama www.deloitte.com/bg/za_nas.

Deloitte refers to ona or more of Deloitte Teuche Tehmatsue Limited, a UK private campany limited by guarantes and its network of member firms. each of which is a legally separate
and independent entity. Please see waw.delcitte.com/bg/about for a detailed description of the legal structure of Deloitte Teuche Tohsatsu Limited and its mamber firms.
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR
PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH
OMB CIRCULAR A-133 (Continued)

Our consideration of the internal control over compliance would not necessarily disclose all matters in
the internal control that might be material weaknesses. A material weakness is a condition, in-which
the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that non-compliance with applicable requirements of laws, regulations,
contracts and grants that would be material in relation to a major federal program being audited may
occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions. We noted no matters involving the internal control over compliance and its
operation that we consider to be a material weakness.

This report is intended solely for the information and use of the audit committee, management, and

the awarding agencies and pass-through entities, and is not intended to be and should not be used by
anyone other than these specified parties.
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American University in Bulgaria

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

SUMMARY OF AUDITOR'S RESULTS

Auditor’s report

We have issued an unqualified auditor’s report on the consolidated financial statements of the
American University in Bulgaria for the years ended June 30, 2010 and 2009.

Compliance

The audit disclosed no instances of non-compliance, which are material to the University's
financial statements for the years ended June 30, 2010 and 2009.

Reportable conditions in internal control over major programs

No reportable conditions in internal control over major programs were disclosed by the audit.
Report on compliance with major programs

We issued an unqualified opinion under Report on Compliance with Requirements Applicable to
Each Major Program and Internal Control over Compliance in Accordance with OMB Circular A-
133.

Audit findings

Our audit disclosed no audit findings for 2010 and 2009 reportable under OMB A-133, 510 (a).
Major programs

The following programs were identified as major as of and for the years ended June 30, 2010 and

2009:

Grant number

U.S. Agency for International Development 183-A-00-02-00102-00
ASHA Grant HSH-G-00-06-00013-00/1422-
964

Dollar threshold to distinguish between Type A and Type B programs

The amount of USD 300,000 has been used as a threshold to distinguish between Type A and
Type B programs as prescribed by OMB A-133, 520 (b).

Low-risk auditee

The University did not qualify as a low-risk auditee under OMB A-133, 530.




