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Independent Auditors’ Report

Board of Directors of
Africa University, Inc., Tennessee

The Committee on Audit and Review of the
General Council on Finance and Administration of
The United Methodist Church

We have audited the accompanying statements of financial position of Africa University, Inc.,
Tennessee, (the “Organization™) as of December 31, 2008 and 2007, and the related statements of
activities and cash flows for the years then ended. These financial statements are the responsibility of the

Organization’s management. 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 of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Africa University, Inc., Tennessee as of December 31, 2008 and 2007, and the
changes in its net assets and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

M f W , P L.
June 15, 2009
Nashville, Tennessee

2525 West End Avenue, Suite 1100 + Nashville, Tennessee 37203 « phone: 615-320-5500 » fax: 615-329-9465 « www.crosslinpc.com
An Independent Member of The BDO Seidman Alliance
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AFRICA UNIVERSITY, INC., TENNESSEE
A UNITED METHODIST RELATED INSTITUTION

Statements of Financial Position

December 31, 2008 and 2007

Assets

&3

Due from related organizations

Other assets

Equipment, net of $70,528 and $68,814, respectively,
of accumulated depreciation

Liabilities:

Total assets

Liabilities and Net Assets

Accounts payable and accrued liabilities $
Accounts payable due to AU-Mutare
Annuity obligations payable

Net assets:

Total liabilities

Unrestricted:
Undesignated
Designated for plant assets

Total unrestricted net assets

Temporarily restricted
Permanently restricted

Total net assets

Commitments and contingencies

Total liabilities and net assets $

See accompanying notes to financial statements.

2008 2007
36,909,327 45,093,912
2,881,606 3,332,140
432,507 747,953
18,858 —
40,242,298 49,174,005
26,532 323,242

— 862,073
153,795 162,075
180,327 1,347,390
78,479 517,969
18,858 —
797,337 517,969
5,136,529 14,315,800
34,128,105 32,992,846
40,061,971 47,826,615
40,242,298 49,174,005




Revenue:
Apportionment Fund allocation
Investment income
Gift and other income
Net assets released from restrictions

Total revenue

Expenses:

Program services — expenses and transfers
for Mutare United Methodist Educational
Organization and the Africa Zimbabwe
University

Supporting services

Total expenses
Change in net assets from operations

Nonoperating activities:
Realized (loss) gain on sale of investments, net
Unrealized loss on investients, net

Total change in net assets
Net assets at beginning of year

Net assets at end of year

See accompanying notes to financial statements.

AFRICA UNIVERSITY, INC., TENNESSEE
A UNITED METHODIST RELATED INSTITUTION

Statements of Activities

Years ended December 31, 2008 and 2007

2008 2007
Tempeorarily Permanently ‘Tempeorarily Permanently
Unrestricted restricted restricted Total Unrestricted restricted restricted Total
2,147,738 — — 2,147,738 2,192,043 — — 2,192,043
— 1,574,028 — 1,574,028 — 1,491,110 — 1,491,110
9,251 1,791,180 1,135,259 2,935,690 43,202 1,471,844 2,130,452 3,645,498
2,865,788 (2,865,788) — — 1,468,982 (1,468,982) — —
5,022,777 499,420 1,135,259 6,657,456 3,704,227 1,493,972 2,130,452 7,328,651
3,572,685 — — 3,572,685 3,431,852 — — 3,431,852
1,170,724 o — 1,170,724 1,098,051 — — 1,098,051
4,743,409 — — 4,743,409 4,529,903 — — 4,529,903
279,368 499,420 1,135,259 - 1,914,047 (825,676) 1,493,972 2,130,452 2,798,748
— (863,184) - (863,184) — 2,345,371 — 2,345,371
— (8,815,507) — (8,815,507) - (1,199,888) — (1,199,888)
279,368 (9,179,271) 1,135,259 (7,764,644) (825,676) 2,639,455 2,130,452 3,944,231
517,969 14,315,800 32,992,846 47,826,615 1,343,645 11,676,345 30,862,394 43,882,384
797,337 5,136,529 34,128,105 40,061,971 517,969 14,315,800 32,992,846 47,826,615




AFRICA UNIVERSITY, INC., TENNESSEE
A UNITED METHODIST RELATED INSTITUTION

Statements of Cash Flows

Years ended December 31, 2008 and 2007

Cash flows from operating activities:
Change in net assets
Adjustments to reconcile change in net assets to net cash
provided by operating activities:

Depreciation
Unrealized loss on investments
Realized loss (gain) on sale of investments
Gifts received for permanently restricted purposes
Decrease (increase) in other assets
Decrease in accounts payable due AU-Mutare
(Decrease) increase in accounts payable and accrued liabilities
Decrease in due from related organizations
Decrease in annuity obligations payable

Net cash provided by operating activities

Cash flows from investing activities:
Increase in investments held at the General Board of Higher
Education and Ministry
Purchases of equipment
Purchases of investments held directly
Sales and maturities of investments held directly

Net cash used in investing activities

Cash flows from financing activities:
Gifts received for permanently restricted purposes

Net change in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

See accompanying notes to financial statements.

2008 2007

(7,764,644) 3,944,231
1,714 187
8,815,507 1,199,888
863,184 (2,345,371)
(1,135,259) (2,130,452)
315,446 (563,725)
(862,073) (65,769)
(296,710) 300,775
450,534 532,779
(8,280) (5,685)
379,419 866,858
(1,493,949) (2,991,977)
(20,572) —
(280,528) (117,922)
280,371 112,589
(1,514,678) (2,997,310)
1,135,259 2,130,452
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AFRICA UNIVERSITY, INC., TENNESSEE
A UNITED METHODIST RELATED INSTITUTION

Notes to Financial Statements

December 31, 2008 and 2007

Nature of the Organization

Establishment of a United Methodist University in Zimbabwe was approved in 1988 by the General
Conference of The United Methodist Church. This university was established as Africa University
Zimbabwe (AUZ), a Zimbabwe Corporation. The General Board of Higher Education and Ministry of The
United Methodist Church (GBHEM) was assigned responsibility to organize necessary structures,
incorporated and unincorporated, for AUZ. Africa University, Inc., Tennessee (the Organization), a
Tennessee corporation, was formed by GBHEM in 1988 to oversee funding and other activities entered
into during establishment of AUZ. The Organization receives annual apportionments from the General
Conference of The United Methodist Church and distributes the funds to Mutare United Methodist
Educational Organization (Mutare) and AUZ as needed for construction and other activities of AUZ.
Mutare, a Zimbabwe corporation, is responsible for construction of the AUZ through funds advanced by
the Organization and has ownership of all AUZ property. AUZ is responsible for all of its academic and
administrative matters.

Funding for the Organization’s operations is principally provided by allocations received from the General
Funds of the United Methodist Church (the Church) through GBHEM, which are allocated to the
Organization’s programs based on a four-year budget developed from projections of expected program
costs. The allocation accounts for 32% and 30% of the Organization’s total operating revenue in 2008 and
2007, respectively. Other funding is provided by the World Service Special Gifts for endowment funding
as well as other gifts to support AUZ’s construction, faculty and operating needs. The Organization’s
continued existence is dependent upon the Church’s future support. The Church’s future support is
dependent upon contributions from its congregations.

Summary of Significant Accounting Policies

The financial statements have been prepared on the accrual basis of accounting. The Organization’s
significant accounting policies are described below.

(a) Basis of Presentation

The Organization maintains its accounts in accordance with the principles and practices of fund
accounting. Fund accounting is the procedure by which resources for various purposes are classified
into funds that are in accordance with activities or objectives of the Organization. Separate accounts
are maintained for each fund.

For reporting purposes, however, the Organization’s financial statements have been prepared to
focus on the organization as a whole and classify balances and transactions into three net asset
categories based on the existence or absence of donor-imposed restrictions. Accordingly, the net
assets of the Organization and changes therein are classified and reported as follows:

Unrestricted - Net assets that are not subject to donor-imposed restrictions. The Organization
has chosen to provide further classification information about unrestricted net assets on the
statements of financial position. The subclassifications are as follows:

Undesignated: Comprised of cumulative unrestricted results of unrestricted activities of
the Organization.

Designated for plant assets: Represents the net investment in equipment.
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AFRICA UNIVERSITY, INC., TENNESSEE
A UNITED METHODIST RELATED INSTITUTION

Notes to Financial Statements

December 31, 2008 and 2007

Temporarily restricted - Net assets subject to donor-imposed stipulations that will be met
either by actions of the Organization and/or the passage of time.

Permanently restricted - Net assets subject to donor-imposed stipulations that they be
maintained permanently by the Organization. Generally, the donors of these assets permit the
Organization to use all or part of the income eamed on related investments for general or
specific purposes.

Revenue is reported as increases in unrestricted net assets unless use of the related assets is limited
by donor-imposed restrictions. Expenses are reported as decreases in unrestricted net assets. Gains
and losses on investments and other assets or liabilities are reported as increases or decreases in
unrestricted net assets unless their use is restricted by explicit donor stipulation or by law.
Expirations of temporary restrictions on net assets are reported as reclassifications from temporarily
restricted net assets to unrestricted net assets.

Use of Estimates

To prepare these financial statements in conformity with accounting principles generally accepted in
the United States of America, management of the Organization has made certain estimates and
assumptions relating to the reporting of assets and liabilities and the disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenue and
expenses during the reporting period. Actual results could differ from those estimates.

Contributions

Unconditional promises to give cash and other assets to the Organization are recognized as revenue
at their fair values in the period received. Conditional promises to give are recognized when the
conditions on which they depend are substantially met. Because of the purpose of the Organization,
which is to oversee funding for Mutare and AUZ, most contributions are considered to be -
temporarily or permanently restricted as to use by those organizations. 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
statements of activities and changes in net assets as net assets released from restriction.

Contributions made, including unconditional promises to give, are recognized as expenses at their
fair values in the period made.

Investments

Investments are primarily managed by the Organization’s affiliate, the General Board of Higher
Education and Ministry of The United Methodist Church. GBHEM invests these funds in its general
investment pool, which consists of common stock, U.S. government securities, and corporate bonds,
which are stated at fair value as determined by GBHEM’s custodian, based on Level 1 inputs.
(See Note 2(j)). Investment income consists of realized and unrealized gains (losses) on investments,
interest, and dividends calculated on a pro rata basis for the Organization’s portion of GBHEM’s
general investment pool.

Due from Related Organizations

Funds due from related organizations represent operating funds collected and disbursed for the
Organization by GBHEM.



(2

()

)

0

AFRICA UNIVERSITY, INC., TENNESSEE
A UNITED METHODIST RELATED INSTITUTION

Notes to Financial Statements

December 31, 2008 and 2007

Equipment

Equipment is recorded at cost and depreciated by the straight-line method over the estimated useful
lives of the assets, which range from 5 to 10 years.

Income Taxes

The Organization is covered under GCFA’s group determination letter from the Internal Revenue
Service indicating that it is a nonprofit corporation and, except for taxes pertaining to unrelated
business income, is exempt from federal and state income taxes under Section 501(c)(3) of the
Internal Revenue Code. The Organization has no significant unrelated business income during the
years ended December 31, 2008 and 2007.

Operating Results

Operating results include revenue from all sources and all expenses, exclusive of realized and
unrealized gains (losses) on the investment portfolio.

Reclassifications

Certain reclassifications have been made to the 2007 financial statements in order to conform to the
2008 presentations.

Recent Accounting Pronouncements

Effective January 1, 2008, the Organization adopted SFAS No. 157, “Fair Value Measurements,”
which established a framework for measuring fair value, and expands disclosures about the use of
fair value measurements. The adoption of SFAS No. 157 did not have an impact on the
Organization’s financial position or changes in net assets. Assets recorded at fair value in the
statement of financial position are categorized based on the level of judgment associated with the
inputs used to measure their fair value. Level inputs, as defined by SFAS No. 157, are as follows:

Level 1 - Values are unadjusted quoted prices for identical assets in active markets accessible at the
measurement date.

Level 2 - Inputs include quoted prices for similar assets in active markets, quoted prices from those
willing to trade in markets that are not active, or other inputs that are observable or can be
corroborated by market data for the term of the instrument. Such inputs include market interest
rates and volatilities, spreads and yield curves.

Level 3 - Certain inputs are unobservable (supported by little or no market activity) and significant
to the fair value measurement. Unobservable inputs reflect the best estimate of what hypothetical
market participants would use to determine a transaction price for the asset or liability at the
reporting date.

The Organization’s financial instruments consist of investments, due from related organizations,
other assets, annuity obligations, accounts payable and accrued expenses. The recorded values of
due from related organizations, other assets, accounts payable and accrued expenses approximate
their fair values based on their short-term nature. Investments are recorded at fair value using Level
1 inputs. The fair value of annuity obligations payable is based on analysis of net present value
using life expectancy tables based on the age of the annuitants.



AFRICA UNIVERSITY, INC., TENNESSEE
A UNITED METHODIST RELATED INSTITUTION

Notes to Financial Statements

December 31, 2008 and 2007

(3) Investments

The Organization’s investments managed by the GBHEM and others at December 31, 2008 and 2007, |
consist of the following:

2008 2007
Fair value Cost Fair value Cost
Cash pending investment $ 1,893,542 1,893,542 1,583,624 1,583,624
Common stock 17,668,966 21,906,149 25,352,528 20,773,183
U.S. government agency
securities 9,512,255 9,217,375 10,825,709 10,652,498
U.S. government bonds 487,358 431,799 1,470,251 1,407,030
Other fixed income 367,908 495,572 —_ —
Corporate bonds 6,979,298 7,252,617 5,861,800 5,971,221
» $ 36,909,327 41,197,054 45,093,912 40,387,556
Return on investments for the years ended December 31, 2008 and 2007, was as follows:
2008 2007
Return on investments:
Interest and dividends $ 1,874,541 1,770,299
Gain (loss) on investments:
Realized (loss) gain on sale of investments (863,184) 2,345,371
Unrealized losses on investments (8,815,507) (1,199,888)
(Loss) gain on investments (9,678,691) 1,145,483
Less investment management expenses 300,513 279,189
Net (loss) return on investments $ (8,104,663) 2,636,593

(4) Employee Benefits
(a) Retirement Benefits

Full-time laypersons and clergy employed by the Organization participate in the Retirement Security
Program for General Agencies (RSP) administered by the General Board of Pensions and Health
Benefits (GBOPHB). The Plan began January 1, 2007 and provides for a two-component benefit.
The core program, which it provides to all eligible general agency employees and clergy appointed
to general agencies, consists of separate defined contribution and defined benefit plans. GCFA has
determined that the defined benefit plan is a multi-employer plan and as a result, no liability for
future pension obligations has been recorded or disclosed by the Organization.






