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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Mercy-USA For Aid & Development, Inc.
Flymouth, Michigan

We have audited the accompanying general purpose financial statements of Mercy-USA For Aid
& Development, Inc. (a nonprofit organization) as of December 31, 2004 and 2003, as listed in the
table of contents. These general purpose financial statements are the responsibility of the
Organization's management. Our responsibility is to express an opinion on these general
purpose financial statements based on our audit.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Goverrnment
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
financial statements are free of material misstatements, 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.

Im our opinion, the general purpose financial statements referred to above present fairly, in all
material respects, the financial position of Mercy-USA For Aid & Development, Inc. as of
December 31, 2004 and 2003 and the results of operations and changes in its net assets and its
cash flows far the years then ended, in confarmity with accaunting principles generally accepted in
the United States of America.

Our examination was made for the purpose of foarming an opinion on the general purpaose financial
statements taken as a whole. The data contained in the supplemental statement is presented for
purposes of additional analysis and is not a required part of the general purpose financial
statements,  Such information has been subjected to the auditing procedures applied in the
examination of the general purpose financial statements and, in our opinion, is fairly stated in all
material respects in relation to the general purpase financial statements taken as a whole.

In accordance with Government Auditing Standards, we have also issued our report dated May
11, 2005 on our consideration of the Mercy-USA For Aid & Development, Inc.’s internal control
over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts, and grants, That report is an integral part of an audit performed In
accordance with Gavernment Auditing Standards and should be read in conjunction with this
report in cansidering the results of our audit.
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May 11, 2005



MERCY - USA FOR AID & DEVELOPMENT, INC.
STATEMENTS OF FINANCIAL POSITION

DECEMEER 31, 2004

(WITH COMPARATIVE TOTALS FOR 2003)

ASSETS
Current Assels:
Cash and Cash Equivalents (Mote2)
Investments (Mote 4)
Pledges & Accounts Receivable (Mote &)
Advances to Sub-Contractar
MNotes Receivable - Micro-lending/SED
Inventory (Mote &)
Prapaid Insurance & Expenses
Total Current Assets

Fixed Assets:
Vehicles, Furnilure & Equipment (Note 5)
Less: Accumulated Depreciation
Total Fixed Asseis

Other Assets:
Travel Advance
Security Deposits
Total Other Assets

Total Assets

LIABILITIES AND NET ASSETS
Current Liabilitics.
Accounts Payable
Deferred Revenue (Note 9)
Accrued Payroll & Taxes
Total Currant Liabilities

MNet Assets:
Linrestricted
Tempeorarily Restricted
Total Net Assels

Total Liabiliies and Met Assets

UsA OVERSEAS TOTAL TOTAL
OPERATIONS  OPERATIONS 2004 2003

$1,926 792 S817,795 $2743,587  $3.473,226
408,103 D 408,103 364,591
9,058 216,448 225,506 133,287
0 15,309 15,309 15,308
0 1,000 1,000 8,600
0 1,820,595 1,820,595 0
8,219 0 8,219 4,840
2,349,172 2,871,147 5,220,319 3,099,852
50,326 166,598 216,924 219,560
{36,981) (104,430) {141.411) (130,516)
13,345 62,168 75,513 89,034
0 3,471 3,471 0
5,600 0 5 600 5,600
5,600 3,471 9,071 5,600
$2,368.117  _ $2936,786 $5304,903  $4,094486
$147,207 5354,556 $501,763 $131,989
0 2,305,475 2,305,475 1,711,018
356 0 356 0
147,563 2,660,031 2,807,594 1,843,007
2,215,205 270,738 2,485,943 2,249,231
5,349 6017 11,366 2 248
2,220,554 276,756 2,497,309 2,251,479
$2,368,117 52,936,786 55,304,903 54,004,486
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MERCY - USA FOR AID & DEVELOPMENT, INC.
STATEMENTS OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2004
(WITH COMPARATIVE TOTALS FOR 2003)

2004 2003
CASH FLOWS FROM OPERATING ACTIVITIES
Change in Met Assets 245,820 {§1,173,548)
Adjustments to reconcile change in net assel
ta cash provided by operations
{Gain) Loss on Sale ol Azset (1,710) (4.530)
Depreciation 23,288 28,573
Unrealized (Gain)/Loss fram Invastments (54,811 (54.,648)
Change in:
Inventory i1,820,685) 1,464,016
Frepald Insurance and Expenses {3,370 {248)
Pladges and Accounts Receivable (92.219) 42 724
Advances to Sub Contractor (1) 114,873
Accounts Payable 360,774 8,399
Deferred Revenue 504 457 1,516,405
Accrued Payroll Taxes 356 {543)
Met Gash Provided by (Used in) Operating Activities (739,012) 1,939,573
CASH FLOWS FROM INVESTING ACTIVITIES
Investmeants 0 (4,566
Purchase of Equipment {17.688) {32 750
Proceeds from Sale of Assets 19,438 10,258
Net Cash Provided by (Used in) Investing Aclivilies 1,773 {27,128}
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds{Paymants) from Notes Receivable 7,600 {6,400)
Met Cash Provided by {Used in) Financing Activities 7 BO0 {6,400
Increased/{Decrease) in Cash (729,6349) 1,805,845
Cash and Cash Eguivalenls - Eeginning of Year 3,473,226 1,567,381
Cash and Cash Equivalents - End of Yaar 52,743,587 B3 473,226

The accompanying notes to fnancial stafements are an infegral part of these stafements.
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MERCY-USA FOR AID & DEVELOPMENT, INC.
NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2004 AND 2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Mature of Activity

Mercy-USA For Aid & Development, Inc. is a nonprofit organization exempt from federal
income taxes under Section 501(c)(3) of the Internal Revenue Code. It was incorparated
in the State of Michigan on September 23, 1988, The organization is also licensed by the
states of Michigan, lllinais and California to solicit public funds. Mercy-USA is involved in
the relief and development for individuals and communities providing economic vitalization,
health care, food and shelter and education mainly in Kenya, Somalia, Bosnia, Kosovo
and Albania and also in the United States and other countries around the world with the
help of United Stales Department of Agriculture (USDA), United Nations Interim
Administration Mission in Kosovo (UNMIK), United Nations Children Fund {(UNICEF) and
other United Nations grants as well as through public contributions.

Basis of Accaunting

The financial statements of Mercy-USA For Aid & Development, Inc. have been prepared
on the accrual basis of accounting in accordance with accounting principles generally
accepted in the United States of America.

Financial Statement Presentation

Mercy USA for Aid & Development follows the Financial Accounting Standards Board in
its Staternent of Financial Accounting Standards (SFAS) Na. 117, Financial Statements
for Not-For-Frofit Grganizations. Under SFAS No. 117, the Crganization is required to
report infarmation regarding the financial position and activities according to three
classes of net assets, unrestricted net assets, temporarily restricted net assets, and
permanently restricted net assets.

To ensure proper usage of restricted and unrestricted assets, the Organization
maintains it's accounting according to fund accounting principles. The assets liabilities
and net assets are classified in accordance with specified restrictions and objectives.
The Organization's funds are described below and are placed in the following
categories:

Unrestricted Fund;

Unrestricted net assels are those currently available for use of the Organization Board,
and the resources invested in fixed assets. These assets are accounted for internally in
the general aperating fund.

Temporarily Restricted Fund:

Temporarily restricted net assets are those assets received with donor stipulations that
limit the use of the donated assets. When stipulated time restrictions expire ar purpose
restrictions are accomplished, these net assets are reclassified as unrestricted net
assets and reported in the Statement of Aclivilies as net assets released from
restrictions.

&
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MERCY-USA FOR AID & DEVELOPMENT, INC.
NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2004 AND 2003
{Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Conltributions

In accordance with SFAS No. 116, "Accounting for Contributions Received and
Contributions Made", conltributions are recorded as unrestricted, tempaorarily restricted or
permanently restricted support depending on the existence or nature of any donor
restrictions.

Under SFAS No. 116, certain restricted contributions are required to be reported as
temporarily restricted support and are then reclassified to unrestricted net assets upon
expiration of the donor restrictions.

Contributions, including unconditional promises to give, are recorded as made. Al
contributions are available for unrestricted use unless specifically restricted by the
donor.

Conditional promises to give are recognized when the conditions on which they depend
are substantially met. Unconditional promises to give due in subsequent years are
reported at the present value of their net realized value, using risk-free interest rates
applicable to the years in which the promises are to be received.

Crants

Grant support is recognized as revenue when expenditures are incurred for the specific
purpose established under the grant agencies.

Inventory

Inventory consists of equipment, consumable supplies and pharmaceuticals items, which
were donated and are stated at their estimated fair value at the date of donation.
Obsolete items are written down to their net realizable value.

Investments

The Organization has adopted SFAS No. 124, Accounting for Certain Investments Held by
Not-for-Profit Qrganizations®, Under SFAS No. 124, investments in marketable securities
with readily determinable fair values and all investments in debt securities are valued at
their fair values in the statement of financial position. Accordingly, donated marketable
securities are recorded as contributions at their estimalted fair market values at the date of
donation. Unrealized gains and losses are included in the change in net assets.
Investment income and gains restricted by a donor are reported as increases in
unrestricted net assets if the restrictions are met (gither by passage or time or by use) in
the reporting period in which the income and gains are recagnized.
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MERCY-USA FOR AID & DEVELOPMENT, INC.
NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED DEGEMBER 31, 2004 AND 2003
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

Functional Allocation of Expenses

The cost of providing the various programs and other activities has been summarized on a
program kasis in the statement of activities.

Costs are allocated between fund raising. management and general and the appropriate
program based on evaluations of the related benefits. Management and general
expenses include those expenses that are not directly identifiable with any other specific
function but pravide the overall support and direction of the Crganization.

Cash and Cash Equivalenis

Cash includes cash on hand and cash in checking and savings accounts. For financial
statement purposes, Mercy-USA For Aid & Development, Inc. considers all highly liguid
debt instruments purchased with malurily of three months or less to be cash equivalents.
Cash equivalents are carried at cost, which approximates market value.

Fixed Assels

Fixed assets are stated al cost or, at fair market value when received as contributions.
Depreciation is recorded on a straight-line basis over the estimated useful life of the
assets.

Temporarily Restricted Net Assets

Net assets were released from donor restrictions by incurring expenses
satisfying the purpose specified by donaors as follows:

Purpose Restriction Accomplished:

Albania Pragrams $1,543,176
Bosnia Programs 2,344,675
Kosovo Programs 2895 613
Somalia & Kenya Programs 304,715
Bangladesh Programs 99 634
Chechen Refugees 20,718
India Programs 128,998
Other Programs 14,966

Total Restrictions Released $4,752 558




1)

MERCY-USA FOR AID & DEVELOPMENT, INC.
NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2004 AND 2003
{Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Temporarily restricted net assets are available for specific programs and have a balance
of $11,366 at December 31, 2004.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions. This will affect the
reported amounts of assets and liabilities, 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 these estimates.

CASH

The total cash held by the Organization at December 31, 2004, includes $2,434,393 in
monies that are not covered by insurance provided by the federal government. |t is the
opinion of management that the solvency of the referenced financial institutions is not of
particular concern at this time.

PROGRAM AND SUPPORTING SERVICES

Mercy-USA For Aid & Development, Inc's program and supporting services are as
fallows:

Program Services

Economic Vitalization

The provision of ways for needy individuals and their communities to sustain themselves
and to improve their quality of life;, and assistance in reviving the economies of
communities devastated by natural and man-made disasters.

Health Services

The improvement of individual and community health through education, immunization and
other preventive measures. It also includes the operation or funding of clinics, hospitals,
and other health care institutions; improvement, rehabilitation and renovation of the
existing health care infrastructure; and the provision of medicines, medical supplies and
medical equipment to health care facilities.

Food and Shelter

The provision of all types of food and shelter, winterization materials, and necessary
household and personal items.
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MERCY-USA FOR AID & DEVELOPMENT, INC.
NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 21, 2004 AND 2003
{Continued})

PROGRAM AND SUPPORTING SERVICES (Continued)
Refugee and Orphan Assistance

The refugee and orphan assistance includes specific projects or other assistance for
orphans around the world and refugees residing in North America.

The suppart of initiatives that encourage fair and representative governance structures
and strengthen citizen participation in society.

General Program

General program includes all ancillary program services needed to maintain and enhance
the specific program sectors.

Management and General

Includes the services necessary to maintain an adequate working environment, provide
proper administrative support for the Organization's programs, and manage the financial
and budgeting responsibilities of the Organization.

Fundraising

Provides the structure necessary to encourage and secure support from individuals and
organizations.

INVESTMENTS

Investments consist of money market funds, stocks and Corporate Fixed Income and are
carried at fair value at December 31, 2004. Dividends and capital gaing earned on the
shares are reinvested in the fund.

Any change in investment market values has been recorded as unrealized gain or loss.

Fair Unrealized

_ Cost Value _Gain {Loss}
Cash & Money Market Funds 316,177 316,177 30
Stocks 311.151 365,874 54,723
Corporate Fixed Income 23054 24,052 88
Total 3351292 $406,103 54,811

PLEDGES AND ACCOUNTS RECEIVABLE

Accounts receivable at December 31, 2004 were collected in 2005. Unconditional pledges
receivable at December 31, 2003 and 2004 were collected in 2004 and 2005, respectively.

10
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MERCY-USA FOR AID & DEVELOPMENT, INC.
NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2004 AND 2003
{Continued)

PLEDGES AND ACCOUNTS RECEIVABLE (Continued)
Accounts Receivable - Overseas Operations

Accounts receivable — Overseas operations consist of Albania and Bosnia grant funding
receivable from the United States Department of Agriculture (USDA) and Kosovo grant
funding receivable from the United Mations Interim Administration Mission in Kosovo

(UNMIK).
FIXED ASSETS

The fixed assets comprised of the following:

USA Overseas Total Total

Operations Operations 2004 2003
Automobiles 517,301 $96 661 $113,962 $115,198
Office Equipment 23,372 56,736 80,108 83,135
Office Furniture 2620 4 997 7617 5,862
Audio Visual 8,583 4,009 10,582 10,709
Cthers 450 4,195 4,645 4,645
50,326 166,588 216,924 219,550
Less: Accumulated Depreciation  (36.981) {104,430) (141,411} {130,516)
Total $13,345 $62168 $75513 389 034

PENSION PLAN

The Organization started a 401(k) pension plan from January 1, 2000 for all employees
who have attained the age of 20 V2 years. Employee may join the plan on January 1 or
July 1 that coincides with or follows the date of employment after the completion of one
year of service. Employer provides a 50% match on eligible employee contributions to
the plan up to a maximum allowable by the plan. The Organization contributed $7,306
and $7,313 in the year 2004 and 2003 respectively to the Plan.

INVENTORY

Inventory consists of in-kind contributions of wheat, rice, beans & vegetable oil recaived
from the United States Department of Agriculture (USDA) for distribution in Albania.

DEFERRED REVENUE

Deferred revenue shows advances from grants awarded for assistance programs in
Albania, Bosnia, and Somalia.

11
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