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The Asia Foundation

Report of Independent Certified Public Accountants

We have audited the accompanying statements of financial position of The Asia Foundation
(the “Foundation”) as of September 30, 2009 and 2008, and the related statements of activities
and changes in net assets and cash flows for the years then ended. These financial statements
are the responsibility of the Foundation’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 as established by the American Institute of Certified Public
Accountants. 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 consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Foundation’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and the 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 faitly, in all material respects,
the financial position of The Asia Foundation as of September 30, 2009 and 2008, and the
change 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.

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplementary information on pages 26-29 is presented for
the purpose of additional analysis and in not a required part of the basic financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements, and in our opinion, is fairly stated, in all material respects, in relation to the
basic financial statements taken as a whole.

6,(4:@7‘ 7% L LT

San Francisco, California

April 13, 2010



The Asia Foundation

STATEMENTS OF FINANCIAL POSITION

September 30,
(U.S. Dollars in thousands)

ASSETS
CASH AND CASH EQUIVALENTS

RECEIVABLES:
Program receivables
Related party receivables
Other receivables

BOOKS FOR ASIA INVENTORY
PREPAID EXPENSES AND OTHER ASSETS
INVESTMENTS - At fair value

PROPERTY AND EQUIPMENT-Net

TOTAL ASSETS

LIABILITIES AND NET ASSETS
LIABILITIES:
Accounts payable and accrued expenses
Deferred support
Accrued postretirement benefit obligation

Total liabilities

NET ASSETS:
Unrestricted:
Undesignated
Designated for long-term investment

Total unrestricted

Temporarily restricted
Permanently restricted

Total net assets

TOTAL LIABILITIES AND NET ASSETS

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

4

2009 2008
$ 6,072 $ 9,739
13,385 9,931
79 230

160 206

23,806 21,099
2,355 1,733
9,310 10,783
1,635 1,537

$ 56,802 $ 55258
$ 4754 $ 4501
9,364 11,106
1,343 1,091
15,461 16,698
8,636 7,772
6,565 7,002
15,201 14,994
24,701 22,127
1,439 1,439
41,341 38,560
$ 56,802 $ 55258




OPERATING SUPPORT AND REVENUE:
Support:
Government: bilateral and multilateral institutions
Foundations, corporations and individuals
Books for Asia program
Net assets released from restrictions
Total support

Revenue:
Net realized and unrealized gain (loss) on investments
and dividend and interest income
Other

Total revenue
Total support and revenue

EXPENSES:
Program, grants and related services
Books for Asia distributions
Supporting services:
Administration and general
Fundraising

Other expense

Total expenses

Excess (deficiency) of revenues over (under)
expenses from operating activities

NONOPERATING ACTIVITIES:

Postretirement benefit change other than
net periodic benefit cost

CHANGE IN NET ASSETS

NET ASSETS:
Beginning of year

End of year

The Asia Foundation

STATEMENTS OF ACTIVITIES AND CHANGES IN NET ASSETS

Years ended September 30,
(U.S. Dollars in thousands)

2009 2008
Temporarily Permanently Temporarily Permanently
Unrestricted Restricted Restricted Total Unrestricted Restricted Restricted Total

$ 90,197 $ - $ - $ 90,197 $ 90,973 $ -3 -3 90,973
5,724 491 - 6,215 4,968 681 - 5,649

- 46,145 - 46,145 - 46,235 - 46,235

44,124 (44,124) - - 41,039 (41,039) - -
140,045 2,512 - 142,557 136,980 5,877 - 142,857
301 62 - 363 (863) (241) - (1,104)

) - - ) 36 - - 36
292 62 - 354 (827) (241) - (1,068)

140,337 2,574 - 142,911 136,153 5,636 - 141,789
86,213 - - 86,213 87,294 - - 87,294
43,438 - - 43,438 40,702 - - 40,702

9,833 - - 9,833 8,829 - - 8,829

348 - - 348 399 - - 399

28 - - 28 - - - -

139,860 - - 139,860 137,224 - - 137,224

477 2,574 - 3,051 (1,071) 5,636 - 4,565

(270) - - (270) 254 - - 254

207 2,574 - 2,781 (817) 5,636 - 4,819

14,994 22,127 1,439 38,560 15,811 16,491 1,439 33,741

$ 15,201 § 24,701 $ 1,439 § 41,341 $ 14,994 § 22,127 ' § 1,439 § 38,560

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



The Asia Foundation
STATEMENTS OF CASH FLOWS

Years ended September 30,
(U.S. Dollars in thousands)

INCREASE (DECREASE ) IN CASH AND CASH EQUIVALENTS
OPERATING ACTIVITIES:

Change in net assets
Adjustments to reconcile change in net assets
to net cash provided by operating activities:
Contribution of investment securities
Depreciation
Net realized and unrealized loss (gain) on investments
Net loss (gain) on sale of property and equipment
Books for Asia inventory
Changes in operating assets and liabilities:
Receivables
Prepaid expenses and other assets
Accounts payable and accrued expenses
Deferred support

Accrued postretitement benefit cost

Net cash provided by (used in) operating activities

INVESTING ACTIVITIES:
Proceeds from sales of investments
Purchases of investments
Proceeds from sale of property and equipment

Purchases of property and equipment

Net cash provided by investing activities

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS:

Beginning of year

End of year

The accompanying notes are an integral part of these financial statements.
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2009 2008

2,781 § 4819
0] (86)
607 483
93) 1,617
41 “
(2,707) (5,534)
(3,257) (631)
(622) 240
255 560
(1,743) 1,894
252 (232)
(4,493) 3,126
8,771 5,065
(7,200) (4,501)
14 16
(759) (546)
826 34
(3,667) 3,160
9,739 6,579
6072 § 9739




The Asia Foundation
NOTES TO FINANCIAL STATEMENTS

Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)

NOTE 1- ORGANIZATION

The Asia Foundation (the “Foundation”) is a non-profit, non-governmental organization committed to
the development of a peaceful, prosperous, just, and open Asia-Pacific region. The Foundation supports
programs in Asia that help improve governance, law, and civil society; women’s empowerment; economic
reform and development; and international relations. Drawing on more than 50 years of experience in
Asia, the Foundation collaborates with private and public partners to support leadership and institutional
development, exchanges, and policy research. With a network of 19 offices throughout Asia, an office in
Washington, D.C., and its headquarters in San Francisco, the Foundation addresses these issues on both
a country and regional level.

The Foundation is funded by private foundations and corporations, competitively bid awards from
governmental and multilateral development agencies, including the U.S. Agency for International
Development and the Asian Development Bank, and by an annual appropriation from the U.S. Congress.
The Foundation also receives gifts in kind, including books and software from major independent
publishing houses that the Foundation’s Books for Asia program distributes each year to institutions
throughout Asia. Grants from the U.S. Government provided 36% and 38% of the Foundation’s
supportt, in 2009 and 2008, respectively.

The Foundation is recognized by the Internal Revenue Service as a qualified nonprofit organization as
described in Section 501(c)(3) of the U.S. Internal Revenue Code (the “Code”) and is, therefore, exempt
from federal income taxes on operations related to its exempt purpose and investment income. The
Foundation is also recognized by the California Franchise Tax Board as exempt in California under the
California Revenue and Taxation Code Section 23701(d).

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of significant accounting policies consistently applied in the preparation of the accompanying
financial statements follows:

Basis of Presentation —The financial statements are presented on the accrual basis of accounting with
unrestricted, temporarily restricted and permanently restricted net assets in accordance with accounting
principles generally accepted in the United States of America.

Cash and Cash Equivalents —Cash and cash equivalents consist of money market accounts and funds
with original maturities at date of acquisition of ninety days or less. This balance also includes cash in
Asia which is maintained in foreign currencies and translated, for reporting purposes, into U.S. dollars at
appropriate free market exchange rates. Any foreign exchange translation gain or loss is included in the
Foundation’s results of activities.

Investments —Investments in equity securities with readily determinable fair values and all investments
in debt securities are reported at fair value. The valuation of certain alternative investments, which are
not readily marketable, are carried at estimated fair values as provided by the investment managers or
general partners. The Foundation reviews and evaluates the values provided by the third parties and
agrees with the valuation methods and assumptions used in determining the fair values of the alternative
investments.



The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)

Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Investments (continued) — Because the alternative investments are not readily marketable, their
estimated value is subject to uncertainty and therefore may differ from the value that would have been
used had a ready market for such investments existed. Such a difference could be material. Alternative
investments of the Foundation include hedge funds of funds. Gains and losses on investments resulting
from market fluctuations are recorded in the statement of activities in the period such fluctuations occut.
Realized gains or losses on sales of investments are calculated on an adjusted cost basis. Dividend and
interest income are accrued when earned.

Books for Asia Inventory —The Foundation records support for contributions of books, software and
related shipping services to the Books for Asia program at their fair value, determined by discounting the
average price of books by general subject areas from an independent publisher’s pricing guide.

Property and Equipment —Property and equipment are recorded at cost if purchased o, if donated, at
fair value, at the date of the gift, less any accumulated depreciation and amortization. Depreciation is
provided, on the straight-line method, over the estimated useful life of the asset, which ranges from three
to ten years with the exception of leasehold improvements. Leasehold improvements are amortized over
the shorter of the life of the leasehold improvement or the lease term.

Deferred Support —Deferred support represents the unearned portion of funds billed under exchange
transactions and collected conditional contributions. Such amounts are recognized as support when
earned as the related services are provided or when the donor’s conditions are met.

Unrestricted Net Assets —Unrestricted net assets consist of resources of the Foundation that have not
been restricted by the donor. The major sources of revenue for the Foundation are grants from
government and private institutions. Unrestricted net assets may be designated for specific purposes by
the Foundation’s Board of Trustees.

Temporarily Restricted Net Assets —Temporarily restricted net assets consist of cash and other assets
received with donor stipulations that limit the use of the donated assets. 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.

Permanently Restricted Net Assets —Permanently restricted net assets represent contributions to be
held as investments in perpetuity as directed by the donor. The use of income from these investments is
limited by donor imposed stipulations.

Revenue Recognition —Support from exchange transactions are recognized when earned as the related
services are provided. Payments under such transactions are generally received on a cost-reimbursement
basis.

Contributions ate recognized as revenue when they are unconditionally received or promised.



The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)

Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Revenue Recognition — (continued)

The Foundation reports unconditional gifts of cash and other assets as restricted support if such gifts are
received with donor stipulations that limit the use of the donated assets. When a donor restriction
expires, that is, when a stipulated time restriction ends or a purpose restriction is accomplished,
temporarily restricted net assets are reclassified to unrestricted net assets and reported as net assets
released from restrictions. Temporarily restricted unconditional contributions are reported as temporatily
restricted support when received or pledged and as net assets released from restrictions, when the
restrictions are satisfied. Conditional gifts are recorded as deferred support until the donor’s conditions
have been met.

Included in the Foundation’s revenues and expenditures, in fiscal years 2009 and 2008, respectively, are
$1,497 and $6,100 of procurement funds that the Foundation manages on behalf of the American
University in Afghanistan under an agreement with U.S. Agency for International Development in which
the Foundation is named as grantee.

Included in receivables are certain unconditional promises to give. Unconditional promises to give that
are expected to be collected within one year are recorded at net realizable value. An allowance for
uncollectible contributions receivable is established based upon estimated losses related to specific
accounts and is recorded through a provision for bad debt which is charged to expense. At September
30, 2009 and 2008, all unconditional promises to give are considered to be collectible in full, and
accordingly, an allowance for uncollectible contributions is not considered necessary. Unconditional
promises to give that are expected to be collected in future years are discounted to the present value of
their estimated future cash flows. The discounts on those amounts are computed using appropriate
interest rates applicable in the years in which those promises are received. At September 30, 2009 and
2008, all unconditional promises are due within one year and, accordingly, no discount on these
receivables was considered necessary.

Concentration of Credit Risk —Financial instruments that potentially subject the Foundation to
concentrations of credit risk consist principally of cash and cash equivalents, investments and grants
receivable. The Foundation places its cash and cash equivalents and investments with various major
financial institutions and counterparties, which at times, may exceed federally insured limits. The
Foundation transacts business in various foreign countries. As of September 30, 2009, the Foundation
held approximately $2,257 in various foreign countries, $§709 of which was in foreign currencies.
Repatriation of funds restrictions may exist in a small number of foreign currency accounts. The
Foundation has not experienced any losses in such accounts, closely monitors its investments, and
therefore believes it is not exposed to any significant credit risk on cash and cash equivalents, or
investments.



The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)

Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Fair Value of Financial Instruments — During 2009, the Foundation implemented FASB ASC 820-
10-05, for financial assets and liabilities that are re-measured and reported at fair value at each reporting
period. This pronouncement defines fair value as the price that would be received from selling an asset
or paid to transfer a liability in an orderly transaction between market participants at the measurement
date, and requires that fair value measurements be classified and disclosed in one of the following three
categories:

Level 1 — Valuations based on quoted prices in active markets for identical assets or liabilities.

Level 2 — Valuations based on other than quoted prices in active markets for identical assets and
liabilities, quoted prices for identical or similar assets or liabilities in inactive markets, or other inputs
that are observable or can be corroborated by observable market data for substantially the full term
of the assets or liabilities.

Level 3 — Valuations based on inputs that are generally unobservable and typically reflect
management’s estimates of assumptions that market participants would use in pricing the asset or
liability.

Functional Expense Allocations —Expenses, such as salaries and related payroll taxes and benefits,
office rent and utilities, and travel are allocated among program, grants and related services,
administration and general, and fundraising expense classifications on an activity basis.

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 estimates and
assumptions. These estimates and assumptions 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 revenue and expenses during the reporting period. Actual results could differ from those
estimates.

Reclassifications —Certain 2008 amounts in the accompanying financial statements have been
reclassified to conform to the fiscal 2009 presentation. These reclassifications have no effect on our
change in net assets or financial position as previously reported.

Recent Applicable Accounting Pronouncements

e FASB ASC 958-205-05, formerly Staff Position (“FSP”) 117-1, Endowments of Not-For-Profit
Onrganizations: Net Asset Classifications of Funds Subject to an Enacted Version of the Uniform Prudent
Management of Institutional Funds Act, and Enbanced Disclosures for All Endowment Funds. This
pronouncement addresses the net asset classification of donor-restricted endowment funds for
organizations subject to an enacted version of the 2006 Uniform Prudent Management of
Institutional Funds Act (“UPMIFA”). In addition, the pronouncement requires new disclosures
about an organization’s donor-restricted and board-designated endowment funds. The
Foundation has adopted this pronouncement in 2009. The adoption did not have a material
effect on the financial statements.

10



The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)

Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Recent Applicable Accounting Pronouncements (continued)

FASB ASC 820-10-05, formerly Statement of Financial Accounting Standards No. 157, Fair
Value Measurements. This pronouncement defines fair value, establishes a framework for
measuring fair value and expands fair value measurement disclosures. The Foundation has
adopted this pronouncement in 2009. The adoption did not have a material effect on the
financial statements.

FASB ASC 820-10-65 Accounting Standards Update (ASU) 2009-12, Investments in Certain Entities
That Calenlate Net Asset Value per Share (or lts Equivalent). This pronouncement amends the
guidance in US GAAP for measuring the fair value of investments in certain entities that do not
have a quoted market price but calculate net asset value per share or its equivalent. Equivalents
to net asset value per share include net asset value per member unit or per an ownership interest
in partners’ capital that is entitled to a proportionate share of net assets. Such investments
sometimes referred to as alternative investments can include certain hedge funds, private equity
funds, real estate funds, venture capital funds, and offshore funds. As a practical expedient, the
amendments in ASU 2009-2 permit, but do not require, a reporting entity to measure the fair
value of an investment in an investee’s net asset value per share or its equivalent. The
Foundation has early-adopted this pronouncement in 2009 and has therefore utilized the
practical expedient. As permitted by ASU 2009-12, the Foundation will defer adoption of the
ASU’s new disclosure requirements until the first reporting period ending after December 15,
2009. The adoption did not have a material effect on the financial statements.

FASB ASC 855-10-05, formertly SFAS 165, Subsequent Events. This pronouncement establishes
accounting and disclosure requirements for subsequent events. The Foundation has adopted this
pronouncement in 2009. The adoption did not have a material effect on the financial statements.

FASB ASC 105-10-05, formerly FASB Statement 168, The EASB Accounting Standards Codification
and the Hierarchy of Generally Accepted Accounting Principles. This pronouncement replaces the fout-
tiered US GAAP hierarchy with a two-level hierarchy consisting only of authoritative and
nonauthoritative guidance. It establishes the FASB Accounting Standards Codification as the
sole source of authoritative US GAAP recognized by the FASB, excluding SEC guidance, to be
applied by nongovernmental entities. This pronouncement does not create new accounting or
reporting guidance and did not impact the financial statements. The Foundation has adopted this
pronouncement in 2009 and has, therefore, revised its references to pre-Codification GAAP.

11



The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)

Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Upcoming Applicable Accounting Pronouncements

In July 2006, the FASB issued FASB ASC 740-10-05, formerly Interpretation No. 48, Acconnting
Sfor Uncertainty in Income Taxes. The interpretation applies to all tax positions related to income
taxes subject to FASB ASC 740-10-05, formerly FASB Statement No. 109, Accounting for Income
Taxes. Under this interpretation, an entity would recognize the benefit from a tax position only if
it is more likely than not that the position would be sustained upon audit based solely on the
technical merits of the tax position. This interpretation clarifies how an entity would measure
the income tax benefits from the tax position that are recognized, provides guidance as to the
timing of the derecognition of previously recognized tax benefits, and describes the methods for
classifying and disclosing the liabilities within the financial statements for any unrecognized tax
benefits. This interpretation also addresses when an entity should record interest and penalties
related to tax positions and how the interest and penalties may be classified within the statement
of activities and presented in the statement of financial position. The interpretation is effective
for fiscal years beginning after December 15, 2007 unless an organization elected to defer
adoption in which case the effective date is years beginning after December 15, 2008. The
Foundation has elected to defer implementation until its year ending September 30, 2010.
Differences between the amounts recognized in the statement of activities prior to and after the
adoption of this interpretation would be accounted for as a cumulative effect adjustment to the
beginning balance of net assets. The Foundation is currently evaluating this interpretation and
its possible impact on the Foundation’s financial statements. In the interim, the Foundation
continues to evaluate uncertain tax positions through current guidance on accounting for
contingencies.

Statement of Activities Classifications —The accompanying statements of activities and changes in
net assets distinguish between operating and non-operating activities. Operating activities represent those
activities attributable to the Foundation’s primary mission. Non-operating activities include activities
considered to be of a more unusual nature or non-recurring nature and include changes in accounting
principles and changes in post-retitement benefit obligations other than net petiodic benefit cost.

NOTE 3 - PROGRAM RECEIVABLES

Program receivables represent amounts due under funding agreements with public and private entities for
program services rendered or to be performed.

At September 30, program receivables included in the accompanying statements of financial position are

as follows:

2009 2008
Billed $ 9,974  § 3,777
Unbilled 3.411 6,154
Net program receivables 3 13,385  § 9,931

12



The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)
Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)
NOTE 4 - INVESTMENTS, AT FAIR VALUE

The Foundation’s investments at September 30 consist of the following:

2009 2008
Equity securities $ 5,933 $ 6,047
Corporate bonds 1,790 1,078
U.S. Treasury and other securities - 2,143
Hedge funds 1,587 1,515
Total 3 9,310 § 10,783

Interest and dividend income from investments for the years ended September 30, 2009 and 2008 was
$316 and $442, respectively.

Fair Value Measurements

Investments are recorded at estimated fair value.

Fair value of an investment is the amount that would be received to sell the investment in an ordetly
transaction between market participants at the measurement date (i.e. the exit price).

FASB ASC 820-10-05 establishes a hierarchal disclosure framework which prioritizes and ranks the level
of market price observability used in measuring investments at fair value. Market price observability is
impacted by a number of factors, including the type of investment and the characteristics specific to the
investment. Investments with readily available active quoted prices or for which fair value can be
measured from actively quoted prices generally will have a higher degree of market price observability
and a lesser degree of judgment used in measuring fair value.

Investments measured and reported at fair value are classified and disclosed in one of the following
categories.

Level I — Quoted prices are available in active markets for identical investments as of the reporting date.
The type of investments included in Level I are publicly traded equity securities.

Level II — Pricing inputs are other than quoted prices in active markets, which are either directly or
indirectly observable as of the reporting date, and fair value is determined through the use of models or
other valuation methodologies. Investments which are generally included in this category are publicly
traded equity securities with restrictions or debt securities.

Level III — Pricing inputs are unobservable and include situations where there is little, if any, market
activity for the investment. Fair value for these investments are estimated using valuation methodologies
that consider a range of factors, including but not limited to the price at which the investment was
acquired, the nature of the investment, local market conditions, trading values on public exchanges for
comparable securities, current and projected operating performance, financial condition and financing
transactions subsequent to the acquisition of the investment.

13



The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)
Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)
NOTE 4 - INVESTMENTS, AT FAIR VALUE (continued)

Fair Value Measurements (continued)

The inputs into the determination of fair value require significant judgment. Due to the inherent
uncertainty of these estimates, these values may differ materially from the values that would have been
used had a ready market for these investments existed. Investments that are included in this category
generally are interests in hedge funds which represent approximately 17% of the Foundation’s investment
portfolio.

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value
hierarchy. In such cases, an investment’s level within the fair value hierarchy is based on the lowest level
of input that is significant to the fair value measurement. Management’s assessment of the significance of
a particular input to the fair value measurement in its entirety requires judgment, and considers factors
specific to the investment.

The following table summarizes the valuation of the Foundation’s investments by the above FASB ASC
820-10-05 fair value hierarchy levels as of September 30, 2009:

Total TLevel I Level IT Level 111
Investments $ 9,310 $ 7,722 $ - $ 1,588

The changes in investments classified as Level 111 are as follows:

Balance, October 1, 2008 $ 1,551
Total realized / unrealized gains (losses) (104)
Withdrawals (560)
Purchases of investments 701
Balance, September 30, 2009 $ 1,588

Changes in unrealized gains (losses) included in earnings
relating to investments still held at September 30, 2009 § 73

NOTE 5 - BOOKS FOR ASIA INVENTORY

The Books for Asia program receives gifts in kind donations of books, software and shipping services.
These gifts in kind were contributed from major independent publishing houses under the condition that
they may not be sold by the Foundation.

The Foundation records Books for Asia contributions and related inventory at their fair value,
determined by discounting the average price of books by general subject areas from an independent
publishet’s pricing guide. The fair value approximates the amounts the Foundation believes it would
have paid using its own resources to purchase the donated books and software at published wholesale
prices. Inventory is maintained and managed at the Foundation’s warehouse facilities in the United States
and is expensed upon shipment from the United States. Inventories maintained by Asian field offices are
not significant.

14



The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)

Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)

NOTE 5 - BOOKS FOR ASIA INVENTORY (continued)

The following summarizes Books for Asia for the years ended September 30 inventory activity:

2009 2008
Volumes Amount Volumes Amount
Beginning inventory 488,223 $ 21,174 378,343 $ 15,641
Contributions received 914,765 46,145 1,193,918 46,235
Shipments (960,834) (43,349) (1,084,038) (40,628)
Shipping setrvices - (89) - (74)
Ending inventory 442,154 23,881 488,223 21,174
Allowance for discards - (75) - (75)
Net inventory 442154  $ 23.806 488,223 $ 21,099

The Books for Asia program received donated shipping services in the amount of $88 and $74 during the
years ended September 30, 2009 and 2008, respectively. These donated services are included in donated
book program support and expenses from the Books for Asia program in the accompanying statements
of activities and changes in net assets.

NOTE 6 - PROPERTY AND EQUIPMENT

The components of property and equipment as of September 30 are as follows:

2009 2008
Furniture and equipment $ 2,245 $ 2,000
Leasehold improvements 964 832
Automobiles 1,224 1,062
Fine art - 18
Total 4,433 3,912
Less accumulated depreciation and amortization (2,798) (2,375)
Property and equipment, net $ 1,635 § 1,537
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The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)
Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)
NOTE 7 - TEMPORARILY RESTRICTED NET ASSETS

Temporarily restricted net assets were available as of September 30 for the following purposes:

2009 2008
Books for Asia $ 23,806 $ 21,099
Programs and scholarships 895 1,028
Total 3 24701  § 22,127

Net assets were released from donor restrictions by incurring expenses satisfying the restricted purposes
or by the passage of time as specified by donors during the years ended September 30 as follows:

2009 2008
Books for Asia $ 43438 $ 40,702
Programs and scholarships 686 337
Total $ 44124 § 41,039

NOTE 8 - PERMANENTLY RESTRICTED NET ASSETS

Permanently restricted net assets consist of contributions to be held as investments in perpetuity as
directed by the donors.

NOTE 9 - COMMITMENTS AND CONTINGENT LIABILITIES

The Foundation leases certain office, equipment and warehouse facilities under various operating leases.
As of September 30, 2009, future minimum lease payments for non-cancelable operating leases are
summarized as follows:

Year ending September 30,:

2010 $ 1,012
2011 854
2012 766
2013 20
Thereafter 17

Total $ 2,669

Rental expense was $4,079 and $3,835 for the years ended September 30, 2009 and 2008, respectively.

16



The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)

Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)

NOTE 9 - COMMITMENTS AND CONTINGENT LIABILITIES (continued)

The Foundation is liable for accumulated termination rights of employees working overseas. The
Foundation’s policy is to accrue termination rights when local law mandates that payment be made on

separation irrespective of the specific circumstances. Amounts accrued as of September 30, 2009 and
2008 were §987 and $750, respectively.

Under the terms and conditions of grant agreements with the Foundation’s funders, support funds not
spent in accordance with the intent of the grant agreements may be recovered by the funder. In the
opinion of management, adequate provision has been made in the accompanying financial statements for
any funds that may be recovered by or are not recoverable from the Foundation’s funders.

The Foundation receives funds, which are subject to audits by the funders. In the opinion of
management, the Foundation’s liability, if any, resulting from such claims will not materially affect the
Foundation’s financial position or its results of activities.

Commitments due under grant agreements to sub-recipients, for services not yet provided, of the
Foundation totaled $11,419 and $8,299 as of September 30, 2009 and 2008, respectively.

NOTE 10 - PENSION PLANS AND POSTRETIREMENT BENEFITS

The Foundation provides a defined contribution retirement plan for its U.S. payrolled employees paid by
the Foundation as a cooperating institution in the Teachers Insurance and Annuity Association/College
Retitement Equities Fund (“TIAA/CREF”). The Foundation’s policy is to fund accrued retitement
costs. The retitement plan expense incutred by the Foundation related to TIAA/CREF was $1,386 and
$1,226 for the years ended September 30, 2009 and 2008, respectively, and was based on a percentage of
salary expense taking into account age of employee.

The Foundation also provides various defined contribution retirement plans for its local employees at the
Asian field office locations. The plans vary by country with the majority of contributions based on a
percentage of salary expense. Total contributions made by the Foundation to these plans were $373 and
$345 for the years ended September 30, 2009 and 2008, respectively.

In addition to pension benefits, the Foundation provides certain health care and life insurance benefits to
retired U.S. employees and their dependents (the “Plan”). The Plan was amended and curtailed in 2001
to exclude all current and future employees from coverage. The Foundation has the right to modify or
terminate these benefits at its discretion.
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The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)

Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)

NOTE 10 - PENSION PLANS AND POSTRETIREMENT BENEFITS (continued)

As of September 30, the actuarial present value of benefit obligations recognized in the accompanying

statements of financial position was as follows:

2009 2008
Change in benefit obligation:
Accrued postretirement benefit obligation, beginning of year $ 1,091 § 1,323
Plus net periodic cost 44 78
Less actual benefits paid (62) (56)
Adjustment to unrestricted net assets 270 (254)
Accrued postretirement benefit obligation, end of year 3 1,343  § 1,091

The following table presents the Plan’s assets as of September 30, 2009 and 2008 based on a

measurement date of September 30,:

2009 2008
Change in plan assets:
Fair value of plan assets, beginning of year $ - 3 -
Employer contributions 62 56
Lump-sum payments (62) (56)
Fair value of plan assets, end of year 3 - 3 -

For the years ended September 30, net periodic postretirement benefit cost included the following

components:
2009 2008
Interest cost $ 73 $ 78
Amortization of unrecognized gains/losses 3 32
Amortization of unrecognized prior service cost (32) (32)
Total 3 4 3 78
Amounts recognized in unrestricted net assets consist of:
2009 2008
Transition obligation $ - $ -
Unrecognized net loss 368 131
Prior service cost (32 (64)
Net loss 3 336§ 67
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The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)
Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)
NOTE 10 - PENSION PLANS AND POSTRETIREMENT BENEFITS (continued)

Amounts in unrestricted net assets expected to be recognized in net periodic benefit cost in fiscal year
2010:

Amortized transition obligation $ -
Amortized prior service cost (32)
Amortization of unrecognized net loss 3
Total § (29

Total contributions made by the Foundation to the Plan were $62 and $56 for 2009 and 2008,
respectively.  Unrecognized prior service cost is being amortized at the rate of ($32) per year.
Unrecognized net gains/losses are being amortized over the average future lifetime of covered retirees.

The trend rates for all health plans, prescription drug coverage and dental benefits for 2009 are assumed
to be 10%, 18% and 4%, respectively, per year for pre- and post-65. In subsequent years, the rates of
increase for health plans and prescription drug coverage are assumed to decrease by 0.5% per year until
ultimate rates of 5% are attained for both benefit types.

The weighted-average discount rate used in determining the accumulated postretirement benefit
obligation was 5.20% and 7.00% as of September 30, 2009 and 2008, respectively. The Foundation
expects to make contributions to the Plan as benefit payments are required.

Projected benefit payments for the next ten years are:

Year ending September 30.:

2010 $ 97
2011 104
2012 109
2013 114
2014 117
Thereafter 597

Total 3 1,138
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The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)

Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)

NOTE 11 - RELATED PARTY TRANSACTIONS

The Foundation receives contributions from members of its Board of Trustees. Contributions receivable
from members of the Board of Trustees were $5 and $15 at September 30, 2009 and 2008, respectively.
Contributions from members of the Board of Trustees during the years ended September 30, 2009 and
2008 amounted to $327 and $297, respectively. Members do not receive payment for their Board
services.

Related party receivables as of September 30, 2009 and 2008 include an $38 and $80, respectively, interest
free promissory note (the “Note”) from the President of the Foundation. The outstanding principal
balance, secured by real property, is due annually in incremental installments which started September 1,
2007 and continue for the following three years. Each installment shall be forgiven if, on its due date, the
President has not resigned or been terminated for cause from the Foundation. Therefore, the
Foundation has not recorded any interest income related to the Note using an imputed interest rate, as
management expects the Note will be forgiven based on fulfillment of the conditions described above.

NOTE 12 — GIVE2ASIA

The Foundation is related to an affiliate nonprofit public benefit corporation, Give2Asia, whose purpose
is to increase U.S. philanthropy to Asian charities and serve as a resource to community foundations,
private foundations, financial advisors, investment firms and Asian charities. During the year ended
September 30, 2009, the Foundation paid expenses on behalf of Give2Asia totaling $1,886 and received
reimbursements of $1,524 of which $277 was due to (owed by) the Foundation at September 30, 2009.
The amounts for the year ended September 30, 2008 were $1,464, $1,174 and $54, respectively. The
amount not reimbursed or due to the Foundation by Give2Asia was a contribution of $363 and $290 to
Give2Asia from the Foundation during the years ended September 30, 2009 and 2008, respectively. In
addition, the Foundation received grants from Give2Asia in the amount $1,005 and $828 for the years
ended September 30, 2009 and 2008, respectively. The Foundation recognized revenue on grants from
Give2Asia in the amount of $681 and $691 during the same periods.

The Foundation had a controlling interest in Give2Asia through October of the fiscal year, however, it
did not have an economic interest. As such, the assets and liabilities and results of activities of Give2Asia
have not been consolidated with the financial position and results of activities of the Foundation. After
this date, the Foundation had neither a controlling interest nor a financial interest.

NOTE 13 - CONDITIONAL PROMISES TO GIVE
The Foundation has been named as a beneficiary of certain revocable wills and trusts, where the amount

and date of expected future contributions are not determinable. Accordingly, these conditional promises
to give are not included in the financial position or results of activities of the Foundation.
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The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)

Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)

NOTE 14 - ENDOWMENTS

The Foundation’s endowment consists of 6 individual funds established for a variety of purposes. The
endowment includes donor-restricted and board designated endowment funds. As required by GAAP,
net assets associated with endowment funds are classified and reported based on the existence or absence
of donor-imposed restrictions.

The U. S. Financial Accounting Standards Board (“FASB”) now requires that annual financial statements
for non-profit include a description of the Board of Trustee’s interpretation of the law undetlying the
Foundation’s net asset classification of donor-restricted endowment funds. The Uniform Prudent
Management of Institutional Funds Act (“UPMIFA”) has been adopted by the State of California. The
Foundation considers the language of a specific endowment agreement as the primary determinant of the
application of spending policy to a donor-restricted endowment. UPMIFA permits the continued payout
of a prudent amount under the endowment agreement, even when the market value of the endowment
principal is below its historic-dollar-value, with the expectation that over time the endowment principal
will remain intact. The historic-dollar-value is defined as the fair value of the original gift and subsequent
gifts as of the gift date, and accumulations to the permanent endowment made in accordance with the
direction of the applicable donor instrument.

The Foundation’s Board of Trustees has interpreted the UPMIFA as requiring the preservation of the
fair value of the original gift as of the gift date of the donor-restricted endowment funds absent explicit
donor stipulations to the contrary. As a result of this interpretation, the Foundation classifies as
permanently restricted net assets (a) the original value of gifts donated to the permanent endowment, (b)
the original value of subsequent gifts to the permanent endowment, and (c) accumulations to the
permanent endowment made in accordance with the direction of the applicable donor gift instrument at
the time the accumulation is added to the fund. The remaining portion of the donor-restricted
endowment fund that is not classified as permanently restricted net assets, is classified as temporarily
restricted net assets.

In accordance with UPMIFA, the organization considers the following factors in making a determination
to appropriate or accumulate donor-restricted endowment funds:

(1) The duration and preservation of the fund,

(2) The purposes of the organization and the donor-restricted endowment fund,
(3) General economic conditions,

(4) The possible effect of inflation and deflation,

(5) The expected total return from income and the appreciation of investments,
(6) Other resources of the organization, and;

(7) The investment policies of the organization.
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The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)
Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)
NOTE 14 - ENDOWMENTS (continued)
Endowment Net Asset Composition by Type of Fund at September 30, 2009,:

Temporarily ~ Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ - $ 316 $ 1,439 $ 1,755

Changes in Endowment Net Assets for the Fiscal Year Ended September 30, 2009,:

Temporarily ~ Permanently

Unrestricted Restricted Restricted Total

Endowment net assets,

beginning of year $ - $ 351 $ 1,439 $ 1,790
Investment income - 62 - 62
Contributions - - - -
Appropriation of endowment

assets for expenditure - 97 - O7)
Endowment net assets,

end of year $ - $ 316 $ 1,439 $ 1,755

Endowment Net Asset Composition by Type of Fund at September 30, 2008,:

Temporarily ~ Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ - $ 351 $ 1,439 $ 1,790

Changes in Endowment Net Assets for the Fiscal Year Ended September 30, 2008,

Temporarily ~ Permanently

Unrestricted Restricted Restricted Total
Endowment net assets,
beginning of year $ - $ 751 $ 1,439 $ 2,190
Investment income - (289) - (289)
Contributions - - - -
Appropriation of endowment
assets for expenditure - (111) - (111)
Endowment net assets,
end of year $ - $ 351 $ 1,439 $ 1,790
2009 2008

Permanently Restricted Net Assets
The portion of perpetual endowment funds that is required to
be retained permanently either by explicit donor stipulation
or by UPMIFA $ 1,439  § 1,439

Total endowment funds classified as permanently restricted net assets ~ § 1,439 § 1,439
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The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)

Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)

NOTE 14 - ENDOWMENTS (continued)

Temporarily Restricted Net Assets
(1) Term endowment funds $ - 3 -

(2) The portion of perpetual endowment funds subject to a time
Restriction under UPMIFA:
Without purpose restrictions -
With purpose restrictions 316 351

Total endowment funds classified as temporarily restricted net assets $ 316 § 351

Funds with Deficiencies

From time to time, the fair value of assets associated with individual donor restricted endowment funds
may fall below the level that the donor or UPMIFA requires the Organization to retain as a fund of
perpetual duration. There were no such deficiencies as of September 30, 2009.

Return Obijectives and Risk Parameters

The Foundation has adopted investment and spending policies for endowment assets that attempt to
provide a predictable stream of funding to programs supported by its endowment while seeking to
maintain the purchasing power of the endowment assets. Endowment assets include those assets of
donot-restricted funds that the organization must hold in perpetuity or for a donor-specified period(s) as
well as board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment
assets are invested in a manner that is intended to produce results that exceed the price and yield results
of the S&P 500 index while assuming a moderate level of investment risk. The Foundation expects its
endowment funds, over time, to provide an average rate of return of approximately 6 percent annually.
Actual returns in any given year may vary from this amount.

Strategies Emploved for Achieving Objectives

To satisfy its long-term rate-of-return objectives, the Foundation relies on a total return strategy in which
investment returns are achieved through both capital appreciation (realized and unrealized) and current
vield (interest and dividends). The Foundation targets a diversified asset allocation that places a greater
emphasis on equity-based investments to achieve its long-term return objectives within prudent risk
constraints.

Spending Policy and How the Investment Objectives Relate to Spending Policy

The Foundation has a policy of appropriating for distribution each year 3.5 percent of its endowment
fund’s weighted average fair value over the prior 20 quarters through the calendar year-end preceding the
fiscal year in which the distribution is planned. In establishing this policy, The Foundation considered the
long-term expected return on its endowment. Accordingly, over the long term, the Foundation expects
the current spending policy to allow its endowment to grow at an average of 3.5 percent plus the rate of
inflation annually. This is consistent with the Foundation’s objective to maintain the purchasing power of
the endowment assets held in perpetuity or for a specified term as well as to provide additional real
growth through new gifts and investment return.
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The Asia Foundation
NOTES TO FINANCIAL STATEMENTS (continued)
Years ended September 31, 2009 and 2008
(U.S. Dollars in thousands)
NOTE 15 - SUBSEQUENT EVENTS

The Foundation evaluated its September 30, 2009 financial statements for subsequent events through
April 13, 2010, the date the financial statements were available to be issued. The Foundation is not aware
of any subsequent events which would require recognition or disclosure in the financial statements.
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THE ASIA FOUNDATION
SCHEDULES OF FUNCTIONAL EXPENSE

Years ended September 30,

2009 2008
Program Grants Supporting Services Program Grants Supporting Services
and Related Administration Total and Related Administration Total
Services and General Fundraising 2009 Services and General Fundraising 2008
Programs:

Program Grants and Subcontracts $ 33,777,986 $ - $ - $ 33,777,986 $ 36,277,900 $ - $ - $ 36,277,900

Staff Salaries 11,691,740 3,979,394 111,639 15,782,773 10,989,972 3,515,923 138,436 14,644,331
Non-Staff Salaries 12,055,888 - - 12,055,888 12,578,640 - - 12,578,640

Payroll Taxes and Employee Benefits 8,170,206 2,277,033 54,843 10,502,082 7,423,191 2,015,570 70,155 9,508,916

Office Rent and Utilities 2,874,543 552,313 10,565 3,437,421 3,272,888 509,462 14,964 3,797,314

Travel 5,188,491 632,551 8,107 5,829,149 5,348,748 527,129 4,449 5,880,326
Professional Fees 289,466 1,265,998 140,677 1,696,141 234,753 1,157,346 136,489 1,528,588
Employee Housing 1,764,771 28,101 - 1,792,872 1,623,273 22,764 4,581 1,650,618
Personnel - Moving Expenses 473,350 29,275 - 502,625 360,820 23,609 873 385,302
Communications and Supplies 3,392,594 209,651 16,764 3,619,009 1,969,577 205,217 9,242 2,184,036
Equipment Expenses 3,000,850 184,210 3,653 3,188,713 4,109,428 204,486 6,085 4,319,999

General Insurance 263,959 71,463 42 335,464 193,280 60,129 216 253,625
Conferences, Training, Other 3,187,175 514,263 2,158 3,703,596 2,858,145 469,445 13,063 3,340,653

Foreign currency translation (gain) loss 81,916 130 - 82,046 53,138 (11,891) - 41,247

Public Relations - 88,820 - 88,820 - 130,551 - 130,551
86,212,935 9,833,202 348,448 96,394,585 87,293,753 8,829,740 398,553 96,522,046

Distribution of Books 43,437,729 - - 43,437,729 40,701,978 - - 40,701,978
Other In-Kind 27,736 - - 27,736 - - - -
$ 129,678,400 $ 9,833,202 $ 348,448 $ 139,860,050 $ 127,995,731 $ 8,829,740 $ 398,553 $ 137,224,024
92.7% 7.0% 0.2% 100.0% 93.3% 6.4% 0.3% 100.0%
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