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Independent Auditor's Report 
 
 
The Board of Directors 
Catholic Religious Education Endowment Fund of the Diocese of Duluth 
Duluth, Minnesota 
 
 

Report on the Financial Statements 
We have audited the accompanying financial statements of the Catholic Religious Education Endowment 
Fund of the Diocese of Duluth, which comprise the statements of financial position as of June 30, 2014 
and 2013, and the related statements of activities and cash flows for the years then ended and the related 
notes to the financial statements. 
 

Management’s Responsibility for the Financial Statements 
Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with accounting principles generally accepted in the United States of America; this includes 
the design, implementation, and maintenance of internal control relevant to the preparation and fair 
presentation of financial statements that are free from material misstatement, whether due to fraud or 
error. 
 

Auditor’s Responsibility 
Our responsibility is to express an opinion on these financial statements based on our audits. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free from material misstatement. 
 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of 
the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating 
the appropriateness of accounting policies used and the reasonableness of significant accounting 
estimates made by management, as well as evaluating the overall presentation of the financial 
statements. 
 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 
 

Opinion 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of the Catholic Religious Education Endowment Fund of the Diocese of Duluth as of 
June 30, 2014 and 2013, and the changes in its net assets and its cash flows for the years then ended in 
accordance with accounting principles generally accepted in the United States of America. 
 

 
 
Duluth, Minnesota 
September 26, 2014 
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Catholic Religious Education Endowment Fund of the Diocese of Duluth

Statements of Financial Position
June 30, 2014 and 2013

2014 2013
Assets
Cash and cash equivalents 10,359  $            24,983  $            
Pledges receivable (Note 2) 1,044                  1,660                  
Other Assets

Assets limited as to use (Note 3) 6,017,787           5,250,936           
Cash value of life insurance (Note 8) 381,934              374,078              

Total assets 6,411,124  $       5,651,657  $       

Net Assets
Unrestricted:

Designated:
By Board for future program expenditures (Note 7) 393,337  $          400,721  $          
For endowment (Note 7) 3,113,936           2,635,066           

Temporarily restricted (Note 6) 857,839              569,883              
Permanently restricted (Note 9) 2,046,012           2,045,987           

Total net assets 6,411,124  $       5,651,657  $       

See Notes to Financial Statements.  
 



 

3 

 

Catholic Religious Education Endowment Fund of the Diocese of Duluth

Statements of Activities
Years Ended June 30, 2014 and 2013

2014 2013
Changes in Unrestricted Net Assets

Revenues and net assets released from restrictions:
Net assets released from restrictions 148,070  $          92,396  $            
Interest and dividends 70,943                51,986                

Total unrestricted revenues and net assets
released from restrictions 219,013              144,382              

Expenses: 
Program 148,069              99,587                
General 2,464                  2,921                  

Total operating expenses 150,533              102,508              

Income from operations 68,480                41,874                

Other changes in unrestricted net assets:
Unrealized gain on investments 373,176              172,198              
Realized gain on investments 29,830                76,670                

Increase in unrestricted net assets 471,486              290,742              

Changes in Temporarily Restricted Net Assets
Contributions 2,317                  3,332                  
Interest and dividends 59,135                41,864                
Unrealized gain on investments 347,052              169,783              
Realized gain on investments 27,522                75,528                
Net assets released from restrictions (148,070)             (92,396)               

Increase in temporarily restricted
net assets 287,956              198,111              

Changes in Permanently Restricted Net Assets
Contributions 25                       493                     

Increase in permanently restricted net assets 25                       493                     
 

Increase in net assets 759,467              489,346              

Net Assets
Beginning of year 5,651,657           5,162,311           
End of year 6,411,124  $       5,651,657  $       

See Notes to Financial Statements.
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Catholic Religious Education Endowment Fund of the Diocese of Duluth

Statements of Cash Flows
Years Ended June 30, 2014 and 2013

2014 2013
Cash Flows from Operating Activities

Increase in net assets 759,467  $          489,346  $          
Adjustments to reconcile increase in net assets to net

cash provided by operating activities:
Unrealized gain on investments (720,228)             (341,981)             
Permanently restricted contributions (25)                      (493)                    
Change in assets:

Due from Diocese of Duluth -                      35                       
Accrued interest receivable (832)                    (1,784)                 

Net cash provided by operating activities 38,382                145,123              

Cash Flows from Investing Activities
Purchases of investments (898,356)             (1,719,290)          
Sales and maturities of investments 855,465              1,599,273           
(Increase) decrease in assets limited as to use, cash (2,900)                 1,320                  
Increase in cash value of life insurance (7,856)                 (9,178)                 

Net cash used in investing activities (53,647)               (127,875)             

Cash Flows from Financing Activities
Proceeds from permanently restricted pledges 641                     796                     

Net cash provided by financing activities 641                     796                     

Net increase (decrease) in cash and cash
equivalents (14,624)               18,044                

Cash and Cash Equivalents
Beginning 24,983                6,939                  
Ending 10,359  $            24,983  $            

See Notes to Financial Statements.
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Note 1. Nature of Organization and Significant Accounting Policies 

Nature of organization: The Catholic Religious Education Endowment Fund of the Diocese of Duluth 
(the Fund) was established to promote the advancement of Catholic education and Catholic schools in 
the Diocese of Duluth.  
 
A summary of the Fund's significant accounting policies follows: 
 
The Fund prepares its financial statements in accordance with generally accepted accounting principles 
(GAAP) promulgated in the United States of America for not for profit entities. The significant accounting 
policies used by the Fund are described below to enhance the usefulness and understandability of the 
financial statements.  
 
Net assets: The financial statements report net assets and changes in net assets in three classes that 
are based upon the existence or absence of restrictions on use that are placed by its donors, as follows: 
 
 Unrestricted net assets. Unrestricted net assets are resources available to support operations. 

The only limits on the use of unrestricted net assets are the broad limits resulting for the nature of 
the Fund, the environment in which it operates, the purposes specified in its corporate documents 
and its application for tax-exempt status, and any limits resulting from contractual agreements 
with creditors and others that are entered into in the course of its operations. 

 Temporarily restricted net assets. Temporarily restricted net assets are resources that are 
restricted by a donor for use for a particular purpose or in a particular future period. The Fund’s 
unspent contributions are classified in this class if the donor limited their use, as are the unspent 
appreciation of its donor-restricted endowment funds. When a donor’s restriction is satisfied, 
either by using the resources in the manner specified by the donor or by the passage of time, the 
expiration of the restriction is reported in the financial statements by reclassifying the net assets 
from temporarily restricted to unrestricted net assets.  

 Permanently restricted net assets. Permanently restricted net assets are resources whose use by 
the Fund is limited by donor-imposed restrictions that neither expires by being used in 
accordance with a donor’s restriction nor by the passage of time. The portion of the Fund’s donor-
restricted endowment funds that must be maintained in perpetuity are classified in this net asset 
class.  

Basis of accounting and reporting: The Fund's policy is to prepare its financial statements on the 
accrual basis of accounting. If an expenditure results in the acquisition of an asset having an estimated 
useful life which extends substantially beyond the year of acquisition, the expenditure is capitalized. 
 
Cash and cash equivalents: Substantially all cash and cash equivalents consist of money market funds 
held by one financial institution. For purposes of reporting the statement of cash flows, the Fund 
considers the money market funds to be cash equivalents. 
 
Pledges receivable: Unconditional promises to give that are expected to be collected over periods in 
excess of one year are recorded at the present value of the estimated cash flows beyond one year. The 
discounts on those amounts are computed using risk-free interest rates applicable to the years in which 
the promises are received. Amortization of the discounts is included in contribution revenue. 
 
Assets limited as to use: Assets limited as to use include assets designated by board and restricted by 
donor for endowment. 
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Investments: Investments in equity securities with readily determinable fair values and all investments in 
debt securities are measured at fair value in the statement of financial position. Fair value is the price that 
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market 
participants at the measurement date. Investment income or loss (including gains and losses on 
investments, interest, and dividends) is included in the statement of activities as increases or decreases 
in unrestricted net assets unless the income or loss is restricted by donor or law. 
 
Fair value measurements: The Fund reports its fair value measures using a three-level hierarchy that 
prioritizes the inputs used to measure fair value. This hierarchy, established by GAAP, requires that 
entities maximize the use of observable inputs and minimize the use of unobservable inputs when 
measuring fair value. The three levels of inputs used to measure fair value are as follows: 
 
 Level 1. Quoted priced for identical assets or liabilities in active markets to which the Fund has 

access at the measurement date.  

 Level 2. Inputs other than quoted prices included in Level 1 that are observable for the asset or 
liability, either directly or indirectly. Level 2 inputs include: 

- quoted prices for similar assets or liabilities in active markets; 

- quoted prices for identical or similar assets in markets that are not active; 

- observable inputs other than quoted prices for the asset or liability (for example, interest rates 
and yield curves); and 

- inputs derived principally from, or corroborated by, observable market data by correlation or 
by other means.  

 Level 3. Unobservable inputs for the asset or liability should be used to measure the fair value to 
the extent that observable inputs are not available.  

 
When available, the Fund measures fair value using Level 1 inputs because they generally provide the 
most reliable evidence of fair value. However, Level 1 inputs are not available for many of the assets and 
liabilities that the Fund is required to measure at fair value (for example, unconditional promises to give 
and in-kind contributions). 
 
The primary uses of fair value measures in the Fund’s financial statements are: 
 
 initial measurement of noncash gifts, including gifts of investment assets and unconditional 

promises to give. 

 recurring measurement of investments (Note 4). 
 
Changes in fair value levels: To assess the appropriate classification of investments within the fair value 
hierarchy, the availability of market data is monitored. Changes in economic conditions or valuation 
techniques may require the transfer of investments from one fair value level to another. In such instances, 
the transfer is reported at the end of the reporting period.  
 
The significance of transfers between levels is evaluated based upon the nature of the investment and 
size of the transfer relative to total net assets available for benefits. For the year ended June 30, 2014, 
there were no transfers in or out of Levels 1, 2, or 3. 
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Current accounting developments: In May 2014, the Financial Accounting Standards Board issued 
Accounting Standards Update (ASU) 2014-09, Revenue from Contracts with Customers. ASU 2014-
09 supersedes the revenue recognition requirements in Revenue Recognition (Topic 605), and requires 
entities to recognize revenue in a way that depicts the transfer of promised goods or services to 
customers in an amount that reflects the consideration to which the entity expects to be entitled to in 
exchange for those goods or services. ASU 2014-09 is effective for fiscal years beginning on January 1, 
2018, including interim periods within that reporting period. Management is currently evaluating the effect 
that adopting this new accounting guidance will have on the statements of activities, cash flows and 
financial position. Management does not, at this time, anticipate a material impact to the financial 
statements once implemented. 
 
Use of estimates: The preparation of financial statements requires management to make estimates and 
assumptions that affect the reported amounts of revenues and expenses during the reporting period and 
the reported amounts of assets and liabilities at the date of the financial statements. On an ongoing basis, 
the Fund’s management evaluates the estimates and assumptions based upon historical experience and 
various other factors and circumstances. The Fund’s management believes that the estimates and 
assumptions are reasonable in the circumstances; however, the actual results could differ from those 
estimates. 
 
Subsequent events: Management has evaluated subsequent events through September 26, 2014, the 
date the financial statements were available to be issued.  
 

Note 2. Pledges Receivable 

Pledges receivable consist of the following at June 30, 
 

2014 2013
Gross pledges receivable 2,078  $              3,560  $              
Less allowance for uncollectible pledges (1,034)                 (1,900)                 

1,044  $              1,660  $              

 

Note 3. Assets Limited as to Use 

2014 2013
By Board and by donor for endowment:

Cash 88,405  $            85,505  $            
Accrued interest receivable 8,949                  8,117                  
Investments 5,920,433           5,157,314           

6,017,787  $       5,250,936  $       
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Note 4. Investments 

Investments consist of the following at June 30,  
 

2014 2013
Mutual funds 4,667,362  $       4,195,956  $       
Corporate bonds and notes 178,971              154,870              
U.S. Government obligations 59,084                234,148              
Complementary strategies 445,862              -                      
Hedge funds and other alternative investments -                      121,790              
Real asset funds 569,154              450,550              

5,920,433  $       5,157,314  $       

The following summarizes the levels in the fair value hierarchy of the Fund’s investments at June 30, 
2014 and 2013. 
 

Level 1 Level 2 Level 3 Total
Mutual funds:

Domestic 2,969,003  $       -$                    -$                    2,969,003  $       
International 1,698,359           -                      -                      1,698,359           

Corporate bonds and notes -                      178,971              -                      178,971              
U.S. Government obligations -                      59,084                -                      59,084                
Complementary strategies 445,862              -                      -                      445,862              
Real asset funds 569,154              -                      -                      569,154              

5,682,378  $       238,055  $          -$                    5,920,433  $       

Mutual funds:
Domestic 2,704,121  $       -$                    -$                    2,704,121  $       
International 1,491,835           -                      -                      1,491,835           

Corporate bonds and notes -                      154,870              -                      154,870              
U.S. Government obligations -                      234,148              -                      234,148              
Alternative investments -                      -                      121,790              121,790              
Real asset funds 450,550              -                      -                      450,550              

4,646,506  $       389,018  $          121,790  $          5,157,314  $       

2013

2014
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The changes in investments measured at fair value for which the Fund has used Level 3 inputs to 
determine fair value are as follows: 

Alternative
Investments

Balance June 30, 2013 121,790  $          
Sales and settlements (105,243)             
Net realized losses (16,547)               

Balance June 30, 2014 -$                    

 
 

Note 5. Income Taxes 

The Fund is exempt from income taxes under Section 501(c)(3) of the Internal Revenue Code and similar 
laws of the State of Minnesota. 
 

Note 6. Temporarily Restricted Net Assets 

Temporarily restricted net assets are available for the following purposes: 
 

2014 2013
Priest education 160,571  $          92,520  $            
Deacon formation 112,015              62,756                
Catholic schools 281,655              213,356              
Lay education 303,598              201,251              

857,839  $          569,883  $          

June 30,

 

Note 7. Unrestricted, Designated Net Assets 

Unrestricted net assets have been designated for the following purposes: 
 

2014 2013
Priest education 211,315  $          177,257  $          
Deacon formation 339,483              289,538              
Catholic schools 1,237,361           1,054,894           
Lay education 1,337,180           1,140,020           
Other 381,934              374,078              

3,507,273  $       3,035,787  $       

June 30,

Designated net assets are reported in the statements of financial position under the following captions: 
 

2014 2013
Designated by Board for future program expenditures 393,337  $          400,721  $          
Designated for endowment 3,113,936           2,635,066           

3,507,273  $       3,035,787  $       

June 30,
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Note 8. Life Insurance 

The Fund is the named beneficiary of life insurance policies having face values amounting to $688,247 on 
the life of a former Bishop. Cash value of life insurance of these policies amounted to $381,934 and 
$374,078 as of June 30, 2014 and 2013, respectively. 

 

Note 9. Permanently Restricted Net Assets 

Permanently restricted net assets are held in perpetuity, the income from which is expendable for the 
following purposes:  
 

2014 2013
Priest education 538,397  $          538,377  $          
Deacon formation 451,575              451,589              
Catholic schools 497,650              497,615              
Lay education 558,390              558,406              

2,046,012  $       2,045,987  $       

June 30,

 

Note 10. Endowment 

The Fund’s endowment includes both donor-restricted endowment funds and funds designated by the 
Board of Directors to function as endowments. As required by GAAP, net assets associated with 
endowment funds, including funds designated by the Board of Directors to function as endowments, are 
classified and reported based on the existence or absence of donor-imposed restrictions. 
 
The Board of Directors of the Fund has interpreted the Minnesota Prudent Management of Institutional 
Funds Act (MPMIFA) 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 Fund classifies as permanently restricted net assets the original value of gifts 
donated to the permanent endowment and the original value of subsequent gifts to the permanent 
endowment. The remaining portion of the donor-restricted endowment fund that is not classified in 
permanently restricted net assets is classified as temporarily restricted net assets until those amounts 
are appropriated for expenditure by the Fund in a manner consistent with the standard of prudence 
prescribed by MPMIFA. The Fund considers the following factors in making a determination to 
appropriate or accumulate donor-restricted endowment funds: the duration and preservation of the 
fund, the purposes of the Fund and the donor-restricted endowment fund, general economic conditions, 
the possible effect of inflation and deflation, the expected total return from income and the appreciation of 
investments, other resources of the Fund and the investment policies of the Fund. The Board annually 
determines how much it will appropriate for expenditure for operating activities.  
 
The Fund has adopted investment and spending policies for endowment assets that attempt to provide a 
predictable stream of funding to operations of the Fund by its endowment while seeking to maintain 
purchasing power of the endowment assets. Endowment assets include those assets of donor-restricted 
funds that the Fund must hold in perpetuity. Under this policy, as approved by the Board of Directors, the 
endowment assets are invested in a manner that is intended to produce a reasonable rate of return, net 
of inflation and investment management costs. Actual returns in any given year may vary from this 
amount. 
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Changes in endowment net assets for the fiscal years ended June 30, 2014 and 2013 follow: 
 

Temporarily Permanently
Unrestricted Restricted Restricted Total

Endowment net assets, June 30, 2012 2,371,208  $  371,772  $     2,045,494  $  4,788,474  $  
Investment return:

Interest and dividends 51,986           41,864           -                 93,850           
Net appreciation (realized and 

unrealized) 248,868         245,311         -                 494,179         
Contributions received -                 3,332             493                3,825             
Transfers out of endowment assets 

by Board (26,884)          -                 -                 (26,884)          
Appropriation of endowment assets 

for expenditure (10,112)          (92,396)          -                 (102,508)        
Endowment net assets, June 30, 2013 2,635,066      569,883         2,045,987      5,250,936      

Investment return:
Interest and dividends 70,943           59,135           -                 130,078         
Net appreciation (realized and 

unrealized) 403,006         374,574         -                 777,580         
Contributions -                 2,317             25                  2,342             
Transfers into endowment assets 

by Board 7,384             -                 -                 7,384             
Appropriation of endowment assets 

for expenditure (2,463)            (148,070)        -                 (150,533)        
Endowment net assets, June 30, 2014 3,113,936  $  857,839  $     2,046,012  $  6,017,787  $  

 Endowment net asset composition by type of fund as of June 30, 2014 and 2013 follow: 
 

Temporarily Permanently
Unrestricted Restricted Restricted Total

Donor-restricted endowment funds -$               857,839  $     2,046,012  $  2,903,851  $  
Board designated endowment funds 3,113,936      -                 -                 3,113,936      

3,113,936  $  857,839  $     2,046,012  $  6,017,787  $  

Donor-restricted endowment funds -$               569,883  $     2,045,987  $  2,615,870  $  
Board designated endowment funds 2,635,066      -                 -                 2,635,066      

2,635,066  $  569,883  $     2,045,987  $  5,250,936  $  

2014

2013
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Note 11. Risks and Uncertainties 

The Fund invests in various securities. Investment securities are exposed to various risks such as interest 
rate, market and credit risks. Due to the level of risk associated with certain investments securities, it is at 
least reasonably possible that changes in the values of investment securities will occur in the near-term 
and that those changes could materially affect the amounts reported in the financial statements. 
 

Note 12. Related Party 

The Fund is related to the Diocese of Duluth. The Fund contributed $95,687 and $49,606 to the Diocese 
of Duluth for various purposes during 2014 and 2013, respectively. 
 


