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ACCOUNTING, TAX, AND FINANCIAL SERVICES, LLC

Independent Auditor’s Report

June 18, 2007

To The Board of Directors
Islamic- American Zakat Foundation

We have audited the accompanying statement of financial position of Islamic-American Zakat
Foundation, (a not-for profit organization) as of October 31, 2006 and the related statements of
activities and cash flows for the year then ended. These financial statements are the responsibility of
the Islamic-American Zakat Foundation’s management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. These 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 overal! financial statement presentation. We believe our audit provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respect, the
financial position of Islamic-American Zakat Foundation as of October 31, 2006, and the changes in
its net assets and its cash flows for the year then ended in conformity with generally accepted
accounting principles.

Tanzila Sheikh, CPA

14728 BOTANY WAY, N. POTOMAC, MD 20878
TEL: 301-294-0860, FAX: 301-294-3036 MOBILE: 240-731-2017




Islamic -American Zakat Foundation

Statement of Financial Position

As of October 31, 2006
Temporarily Permanently
Unrestricted Restricted Restricted Total 2005
Assets

Current Assets

Cash 46,766.02 16,543.59 63,309.61 33,134.55

Investment and Marketable Securities 3,369.88 3,369.88 2,991.19

Pledges Receivable 86,071.96 86,071.96 63,491.74

Allowance for Doubtful Accounts (850.51) (850.51) (850.51)

Prepaid Expenses 858.88 858.88 2,443.68

Notes Receivable 170.33 170.33 100.00

Total Current Assets 51,165.11 85,221.45 16,543.59 152,930.15 101,054.41
Non-Current Assets

Security Deposit 1,500.00 1,500.00 1,500.00

Other Assets 914.00 914.00 914.00

Total Non-Current Assets 2.414.00 - - 2,414.00 2,414.00
Fixed Assets 136.27 139.27 121.27
Total Assets 53,718.38 85,221.45 16,543.59 155,483.42 103,589.68

Liabilities

Accounts Payables 4.479.36 4,479.36 12,037.21
Total Liabilities 4.479.36 - - 4,479.36 12,037.21
Fund Balance 49,239.02 85,221.45 16,543.59 151,004.06 91,552.47
Total Liabilities and Fund Balance 53,718.38 85,221.45 16,543.59 155,483.42 103,589.68

See Notes to Financial Statements

3




Revenues and Support

Direct Public Support
Contributions ( Sadaga)
Contributions {Zakat)
Contributions (Fitra)
Contributions (Da'wa)
Contributions (In-Kind)
Foundation/Trust Grant
Non-Profit Organization Grant
Totat Direct Public Support

Indirect Public Support
Local Independent Charities
Maryland Charity Campaign
United Way Campaign
American Charities
International Monetary Fund
Help the Homeless Campaign
World Bank
Other
Total Indirect Public Support

Allowance for Unfilled Pledges
Adjusted Indirect Public Support
Total Direct and Indirect Support
Net Assets Released form Restrictions
Other Income
Realized Capitat Gains (Losses)
Net Increase (Decrease) in Carrying Value of Investment
Total Support and Revenue
Expenses
Program Services
Aid to Individuals
Organizations
Total Program Services
Supporting Services
General and Administrative
Fundraising
Occupancy
Total Supporting Services
Losses Due to Uncollected Pledges

Total Expenses

Excess of Revenue & Support
Over Expenses

Net Assets
Beginning of the Year

End of the Year

Islamic -American Zakat Foundation

Statement of Activities

For the Year ended October 31,2006

Temporarily Permanently
Unrestricted Restricted Restricted Total 2005
% 291.00 S - $ - $ 291.00 -
18,393.85 18,393.85 2320933
34,767.83 34,787.83 20,972 50
3,062.49 3,062.49 392990
106.00 106.00 9§.00
- - 7.40
500.00 500.00
3.519.25 3,519.25 6,000.00
60,660.42 - - 60,660.42 63,300.13
55,108.20 - 55,108.20 45,550.92
31729 317.29 6,392.85
7.253.78 7,253.78 2,688.57
6,076.62 6,076.62 5,524.88
1,135.00 1,135.00 £,452.45
41,635.00 41,635.00 33,910.00
3.492.50 3,492.50
- 2,292.00
- 115,018.39 - 115,018.39 97,811.67
- (207.83) - (207.83) (2,779.09)
- 114,810.56 - 114,810.56 95,032.58
60,660.42 114,810.56 - 175,470.98 158,332.71
6160967 (61,609.67) - - -
570 - - 5.70 3.52
37299 - - 37299 208.79
$ 122,648.78 $  53,200.89 $ - $  175849.67 158,545.02
61,230.27 34,388.82 - 95,619.09 105,356.53
735.00 735.00 3,775.00
61,965.27 34,388.82 - 96,354.00 109,131.53
12,664.01 - - 12.664.01 20,254 34
1.516.75 1,516.75 207332
6,120.00 6,120.00
20,300.76 - - 20,300.76 22,329.66
82.266.03 34,388.82 - 116,654.85 131,461.19
40,382.75 18,812.07 - 59,194.82 27,083.83
62,205.77 59.,330.83 - 62,205.77 62,205.77
$ 102,588.52 $  78,142.90 3 - $  121,400.59 89,289.60

See Notes to Financial Statements
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Islamic -American Zakat F oundation
Statement of Cask Flows

For the Year ended October 3. 2006

Cash Flows from Operating Activities
Increase in Net Assets
Adjustments to reconcile increase in net assets

to net cash provided by operating activities

Unrealized gain in securities
Realized Capital Gain from Investment

Charges in assets and liabilities affecting form operations
Decrease (Increase) in current assets
Prepaid Expenses
Pledges Receivable
Notes Receivable - Current
Other Current Assets
Increase (Decrease) in liabilities

Accounts Payable
Other Current liabilities
Net Cash Provided by Operating Activities
Cash Flows from Investing Activities

Furniture, Fixtures and Equipment

Cash Flows from Financing Activities

Net Increase in Cash
Cash
Beginning of the year

End of the Year

See Notes o Financial Statements

E

$ 59,194.82

(378.69)

1,584.80
(22,580.22)
(70.33)

(7,557.85)

30,192.53

(18.00)

$ 30,174.53

33,134.55

63,309.08



Islamic -American Zakat Foundation
Schedule of Functional, General and Administrative Expenses

For the Year ended October 31,2006

Program Services

Direct Support
Restricted
Shelter $ 3037382
Food and clothing 3,890.00
Utilities 125.00
Total 34,388.82
Unrestricted S
Shelter § 1258844
Transportation 222100
Medical 875.00
Direct Cash Assistance 5.951.17
Utilities 3,784 60
Social Services Counseling
and Referrals - Medina Program 32,569.65
Advertising 74.88
Supplies 13.37
Travel 188.99
Conferences and Meetings 289.23
Printing & Copying 15835
Postage, Shipping and Delivery 817.50
Computer Services 180.00
Telephone 1,518.09
Total 61,230.27
Organizations 735.00
Total Program Services 96,354.09
Fundraising
Supplies 812
Postage, Shipping and Delivery 615.00
Printing & Copying 31883
Advertising 574.80
Total Fundraising 1,516.75
Administrative
Administrative and Accounting Fees 9.534.00
Advertising Expense 2214
Bank Service Charges 83.00
Computer Expense 18G.00
Insurance 250.00
Organizational Expense 1,066.00
Other Miscellaneous Expense 24191
Postage 74.07
Printing and Publications 29.40
Secretarial 72000
Telephone 44397
Travel & Meeting Expense 19.52
Total Administrative 12,664.01
Occupancy 6,120.00
Total Expenses % 116,654.85

See Motes to Financtal Statements
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Islamic — American Zakat Foundation
Notes to Financial Statements
For the Year ended October 31, 2006

NATURE OF ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES

A. Nature of Activities

The Islamic-American Zakat Foundation (the “Foundation”} is an exempt organization
under the Internal Revenue Code Section 501(c)(3). The Foundation was established on
November 12, 1986 with a mission to provide food, shelter, clothing, and transportation
assistance for the poor and needy, orphans, wayfarers, and other persons needing and
deserving of charity under Islamic law. The Foundation collects and distributes
obligatory and voluntary charity called zakat and sadaqa, donated by Muslims throughout
the country. The Foundation’s primary objective is to serve poor and needy Muslims in
the United States, eligible non-Muslims around the country are also helped, while some
aid might be sent abroad to help poor and/or needy orphans and other children.

B. Summary of Significant Accounting Policies
1) Basis of Accounting

The financial statements are prepared using the accrual basis of accounting. Management
has elected not to record accounts payable balances for services and fees rendered by
other organizations until the bill has been received by the foundation. Although GAAP
requires expenses to be recorded as incurred, the Foundation has determined that variance
between amounts incurred versus invoiced is not material to warrant an adjustment.
Similarly, certain insurance premiums pre-paid in advances in the fiscal year were not
accrued due to the lack of materiality of the differences.

2) Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principals requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results may vary.

3) Cash

For purposes of the statement of cash flows, the Foundation considers actual cash held in
the petty cash account and actual checking account balances as cash. The Foundation
does not retain any liquid investments. The Foundation does not maintain a separate
checking account to designate and apportion funds provided by other indirect
organization support. However, the Foundation does maintain a separate general ledger
cash account to track the receipts and disbursements made on behalf of Help the
Homeless Program (of the Fannie Mae Foundation). In the current fiscal year, the




Foundation received a grant of $41,635.00 from the Help the Homeless Program and has
expensed approximately $34.388.82 based on the conditions set forth by the Help the
Homeless Program Guidelines. With regard to other indirect support, the Foundation
does not maintain any general ledger accounts to track the expenditures for pledges from
Local Independent Charities and Maryland Charity Campaign.

4) Pledges Receivable

The Foundation maintains a Pledges Receivable accounts from various indirect support
organizations. The numbers provided below are based on figures provided by these
organizations, which collect pledges based on direct and undesignated funds
predetermined by various employees and retirees who participate in various campaigns.
The contributions receivable balances are periodically adjusted based on the amount of
pledges received and indirect support organization’s periodic write-offs, calculated by
these organizations. Verification of these balances and assumptions behind them were not
within the scope of the audit and thus the auditor does not express an opinion on these
balances. The Foundation’s contribution receivable transactions as of October 31, 2006,
are as follows: '

Year End Balance Payment Received Direct Write-off of | Unfilled Pledges Current Year
Uncollectibie Allowance Pledges
Recognized

Help the Homeless 0.00 41,635.00 0.00 0.00 41,635.00
America’s 313021 4,605.26 207.00 0.00 6,076.62
Charitigs
Local Independent 74,305..35 37.871.70 0.00 0.00 55,108.20
Charities
Maryland Charities 1.424.26 1,348.98 0.00 0.00 317.29
Campaign

5) Property and Equipment

The Foundation has signed an agreement to lease office space in Bethesda, Maryland.
The office lease is for a term of 36 months commencing on May 1, 2005 at $ 500 per
month, with annual increment of 3% for FY 2006. Equipment and furniture needed to
furnish the office space has been obtained through purchases by the Foundation, donated
for Foundation use, or contributions by the Foundation’s donors, which will then be
considered property and equipment belonging to the Foundation. Furniture donated for
Foundation use belongs to the donors and is not included in Foundation’s financial

statements. Total amount spent on fixed asset purchases for FY 2006 fiscal year was
$18.00.




6) Investments

The Foundation maintains 424 shares of Dow Jones Islamic Index Fund of which 424
shares were acquired for $3,248.83 on February 21, 2001. The Foundation participates in
a “DRIP”, dividend reinvestment program, the investment is valued at $3,369.88 as of
October 31, 2006. The Foundation values these mutual funds at fair value based on
readily determinable market values. As such, the Foundation recognized capital
distribution receivable of $5.70 for the fiscal year ending October 31, 2006.

7) Loans

The Foundation has extended loans, instead of grants, to needy individuals and
organizations. These individuals and organizations have executed promissory notes and
in some cases make periodic payments based on the terms of the note. Furthermore, the
loan terms do not charge any interest, due to the Foundation’s unique Islamic purpose.
Notes Receivable balance as of October 31, 2006 is $170.00.

8) Revenue Recognition

The Foundation recognizes contributions from direct public support or individuals when
funds are actually received since contributors are under no obligation to continue their
support. These contributions are made by donors for Zakat-al-mal; Zakat-al-fitr (sadaqat-
al-fitr, fitr), and sadaqa. It is the understanding of the donor and the Foundation that the
amounts designated by the donors are neither conditional nor restricted funds but
unrestricted.

Zakat-al-mal or Zakat must be paid by all Muslims whose net worth for the preceding
year has remained above the exemption called nisab. Nisab has been estimated at $1.000.
Zakat may be paid anytime within the Islamic year.

Zakat-al-fitr (sadaqat-al-fitr) is a flat amount per household member paid by the head of
the household for himself and his dependents. It has been estimated at approximately
$7.00 per person.

Sadaqa is a voluntary charity which may made at any time. It can be of any amount
“pbeyond your need”. It can also be a non-monetary contribution.

The Foundation, however, does recognize pledges receivable and accompanying
revenues when the obligations by indirect public sources are incurred. These indirect
public organizations collect pledges based on direct and undesignated funds
predetermined by various employees and retirees who participate in these campaigns.
These intermediary agencies such as the Local Independent Charities and Maryland
Charity Campaign provide the revenue figure for that period and accordingly provided
contribution receivable balances.




9) Financial Statement Presentation

The Foundation follows Statement of Financial Accounting Standards No.117 (SFAS
117, Financial Statement of Not-for-Profit Organizations. SFAS 117 provides standards
for the external financial reporting for not for profit organizations. SFAS requires that
resources be classified for accounting reporting purposes into three net asset categories
according to the existence or absence of externally (donor) imposed restrictions. The net
assets classes are unresiricted net assets, temporarily restricted net assets, and
permanently restricted net assets. As of October 31, 2006 the Foundation’s net assets
were classified as temporarily restricted and unrestricted net assets, The temporarily
restricted net assets consist of contribution receivable from Local Independent Charities
in the amount of $ 74,305.35 and Maryland Charity Campaign of § 1,424.26.

10) Occupancy Expense

The Foundation has rented an office at 4641 Montgomery Ave, Bethesda, MD ata
monthly rate of $500 from the Institute. Total occupancy expenses for the period covered
by this report were $6,120, including office rent of $500/month for November 2005 to
June 2007 and $515/month for July 2006 to October 2006.

C. Related Parties/Self Dealing Transactions

The Foundation has entered into a contract for program and general administrative
services obligating the Foundation to pay certain fees and compensation for services
rendered by Imad-ad-Dean, Inc. (IAD), a 100% owned company of Imad A. Ahmad, the
current President and Board Member of the Foundation. For the most part, the contract
obligates the Foundation in the following:

e Payment of a monthly base fee of $30 for Database and Computer usage

e Payment of $375 per month for Accounting services

o Payment of $375 per month for Administrative services

e Payment of $840 per month for Program Operations

e Payment of $185 per month for Clerical services

¢ Payment of $1,545 per month for Medina program operations

Total payment to IAD, including the charges above and various reimbursement expenses
for the period ending October 31, 2006, were $54,645.87.
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As noted above, the Foundation has signed a lease for office space beginning on May]l,
2005.

Furthermore, Imad A. Ahmad, is an acting President and Board of two additional not-for-
profit organizations Minaret of Freedom Institute, (the “Institute”) and Syed Mohamed
and Sharifah Zaitum Albukhary Wagqf, Inc (the “Endowment”). The Institute is an Islamic
policy rescarch institute, a 501(c)(3) organization that received contributions of $63,908
during the same fiscal period of 2006. Dr. Ahmad’s company IAD also has a contractual
arrangement with the Institute to provide services based on similar terms nearly identical
to the Foundation. IAD has received payments of § 46,347 from the Institute relating to
accounting, program services, and various general administrative fees.

With regards to transactions between the Foundation and the Institute, the Foundation has
paid $6,120.00 to the Institute for office space and internet connection shared by both
organizations.

The Endowment, where Dr. Ahmad is the acting President and Board member, is a
501(c)(3) organization that retains an endowment of approximately $77,096.61, the
principal of which is permanently restricted. The profits and dividends generated by the
Endowment are to be utilized exclusively for the benefit of the Foundation and the
Institute. Dr. Ahmad’s company, IAD, also has a contractual arrangement similar to that
of the Foundation, to provide similar services for the management of the endowment.
For the fiscal year ending October 31, 2006, IAD received $ 248 from the Endowment.

The Foundation received a contribution of $2,919.00, in accord with the Bylaws of the
Endowment, which require a portion of any gains during the year be divided between the
Institute and the Foundation.

The Institute and the Endowment operate from the same office space, utilizing the same
resources used by the Foundation.

Asem Elgawhary, Omer Atia, and Behija Abdus-Salaam serve as board members of the
Foundation as well as the Endowment. Maryam Funches also serves as the President of
the Muslim Inter-Community Network (the “Network™), a 501{c)(3) organization.

The Institute and the Foundation operate from the same office suite, sharing a conference
room and reception area

D. Income Taxes
The Foundation is exempt from income taxes under Section 501(c)(3) of the Internal

Revenue Code, except to the extent of any unrelated business income. Foundation has no
unrelated business income for the fiscal year 2006.
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E. Concerns for the Anti-Islamic Environment

Although the Foundations contributions and pledges have not decreased as a result of the
Anti-Islamic political environment in the U.S. following the event of September 11,
2001, the Foundation does recognize that due to the inherent Islamic purpose of the
Foundation, the Foundation and its donors, clients, and constituents could be targeted for
possible investigation. Although these concerns are very remote and unlikely, the
Foundation does recognize these risks.
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Islamic -American Zakat Foundation

Reconciliation of Statement of Activities - Audited Financial Statement to Form 990

Revenue and Support - Audited Financial Statements 175,849.67

Uncollectible Contributions -

Unrealized Capital Gain on Investment (372.99)
Revenue and Support - Form 990 175,476.68
Expenses - Audited Financial Statements 116,654.85

Uncollectible Contributions Expense -

Expenses - Form 990 116,654.85




