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

Report on the Financial Statements 
We have audited the accompanying financial statements of the Seminarian Endowment Fund of the 
Diocese of Duluth, which comprise the statements of financial position as of June 30, 2015 and 2014, 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 Seminarian Endowment Fund of the Diocese of Duluth as of June 30, 2015 and 
2014, 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 11, 2015
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Seminarian Endowment Fund of the Diocese of Duluth

Statements of Financial Position
June 30, 2015 and 2014

2015 2014
Assets
Cash 11,773  $            16,795  $            
Pledges Receivable, net (Note 2) 150                     28,966                
Other Assets, assets limited as to use (Note 3) 5,817,496           5,827,574           

Total assets 5,829,419  $       5,873,335  $       

Net Assets
Unrestricted:

Designated by Board:
Future program expenditures (Note 7) 11,923  $            45,761  $            
Endowment (Note 7) 1,322,627           1,288,616           

Temporarily restricted (Note 6) 2,502,716           2,523,987           
Permanently restricted (Note 8) 1,992,153           2,014,971           

Total net assets 5,829,419  $       5,873,335  $       

See Notes to Financial Statements.
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Seminarian Endowment Fund of the Diocese of Duluth

Statements of Activities
Years Ended June 30, 2015 and 2014

2015 2014
Changes in Unrestricted Net Assets

Revenues and net assets released from restrictions:
Net assets released from restrictions 65,000  $            -$                    
Interest and dividends 41,939                26,581                

Total unrestricted revenues and net assets
released from restrictions  106,939              26,581                

Expenses:
Program 65,000                -                      
General 2,067                  2,027                  

Total operating expenses 67,067                2,027                  

Income from operations 39,872                24,554                

Other changes in unrestricted net assets:
Unrealized gain (loss) on investments (39,656)               168,489              
Realized gain (loss) on investments (43)                      2,532                  

Increase in unrestricted net assets 173                     195,575              

Changes in Temporarily Restricted Net Assets
Contributions 36,046                540,021              
Interest and dividend income 136,869              76,458                
Realized gain (loss) on investments (139)                    7,257                  
Unrealized gain (loss) on investments (129,047)             485,744              
Net assets released from restrictions (65,000)               -                      

Increase (decrease)  in temporarily restricted 
net assets (21,271)               1,109,480           

Changes in Permanently Restricted Net Assets
Contributions 3,830                  2,300                  
Change in provision for uncollectible pledges (26,648)               (1,641)                 

Increase (decrease) in permanently restricted 
net assets (22,818)               659                     

Increase (decrease) in net assets (43,916)               1,305,714           

Net Assets
Beginning of year 5,873,335           4,567,621           
End of year 5,829,419  $       5,873,335  $       

See Notes to Financial Statements.
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Seminarian Endowment Fund of the Diocese of Duluth

Statements of Cash Flows
Years Ended June 30, 2015 and 2014

2015 2014
Cash Flows from Operating Activities

Increase (decrease) in net assets (43,916)  $           1,305,714  $       
Adjustments to reconcile increase (decrease) in net 

assets to net cash provided by operating activities:
Unrealized (gain) loss on investments 168,703              (654,233)             
Permanently restricted contributions (3,830)                 (2,300)                 
Changes in assets:

Accrued interest receivable 263                     543                     
Related party receivable -                      2,301                  

Net cash provided by operating activities 121,220              652,025              

Cash Flows from Investing Activities
Purchases of investments (401,507)             (899,352)             
Sales and maturities of investments 26,205                652,226              
Decrease (increase) in assets limited as to use, cash 216,414              (394,994)             

Net cash used in investing activities (158,888)             (642,120)             

Cash Flows from Financing Activities
Proceeds from permanently restricted pledges 32,646                6,576                  

Net cash provided by financing activities 32,646                6,576                  

Net increase (decrease) in cash (5,022)                 16,481                

Cash 
Beginning 16,795                314                     
Ending 11,773  $            16,795  $            

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

Nature of organization: The Seminarian Endowment Fund of the Diocese of Duluth (the Fund) was 
established in April 2003 to provide financial assistance for education purposes to individuals who are 
enrolled in a formal course of study at a Catholic Seminary leading to ordination into the priesthood and 
who are willing to serve as priests in the Diocese of Duluth upon being ordained. 
 
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. 
 
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. 
 
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. 
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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, 2015, 
there were no transfers in or out of Levels 1, 2, or 3. 
 
Current accounting developments: In May 2014, the Financial Accounting Standards Board issued 
Accounting Standards Update (ASU) 2014-09, Revenue from Contracts with Customers (Topic 606). This 
standard outlines a single comprehensive model for companies to use in accounting for revenue arising 
from contracts with customers and supersedes most current revenue recognition guidance, including 
industry-specific guidance. The core principle of the revenue model is that revenue is recognized when a 
customer obtains control of a good or service. A customer obtains control when it has the ability to direct 
the use of and obtain the benefits from the good or service. Transfer of control is not the same as transfer 
of risks and rewards, as it is considered in current guidance. The entity will also need to apply new 
guidance to determine whether revenue should be recognized over time or at a point in time. This 
standard will be effective for annual reporting periods beginning after December 15, 2017, and interim 
periods within annual reporting periods beginning after December 15, 2018. Early adoption is not 
permitted. The entity is currently evaluating the impact of the pending adoption of ASU 2014-09 on the 
financial statements. 
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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 11, 2015, 
which is the date the financial statements were available to be issued.  
 

Note 2. Pledges Receivable 

Pledges receivable consist of the following at June 30, 
 

2015 2014
Gross pledges receivable 150  $                 40,413  $            
Less:

Allowance for uncollectible pledges -                      (4,900)                 
Discounts for time value of money -                      (6,547)                 

150  $                 28,966  $            

 

Note 3. Assets Limited as to Use 

2015 2014
By Board and by donor for endowment:

Cash 319,639  $          536,053  $          
Accrued interest receivable 6,694                  6,957                  
Investments  5,491,163            5,284,564           

5,817,496  $       5,827,574  $       

 

Note 4. Investments 

Investments consist of the following at June 30, 
 

2015 2014
Mutual funds 4,041,241  $       3,940,552  $       
Corporate bonds and notes 301,798              201,498              
U.S. Government obligations 82,863                108,652              
Complementary strategies 573,640              515,253              
Real asset funds 491,621              518,609              

5,491,163  $       5,284,564  $       
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The following summarizes the levels in the fair value hierarchy of the Fund’s investments at June 30, 
2015 and 2014.  
 

Level 1 Level 2 Level 3 Total
Mutual funds:

Domestic 2,691,095  $       -$                    -$                    2,691,095  $       
International 1,350,146           -                      -                      1,350,146           

Corporate bonds and notes -                      301,798              -                      301,798              
U.S. Government obligations -                      82,863                -                      82,863                
Complementary strategies 573,640              -                      -                      573,640              
Real asset funds 491,621              -                      -                      491,621              

5,106,502  $       384,661  $          -$                    5,491,163  $       

Mutual funds:
Domestic 2,557,999  $       -$                    -$                    2,557,999  $       
International 1,382,553           -                      -                      1,382,553           

Corporate bonds and notes -                      201,498              -                      201,498              
U.S. Government obligations -                      108,652              -                      108,652              
Alternative investments 515,253              -                      -                      515,253              
Real asset funds 518,609              -                      -                      518,609              

4,974,414  $       310,150  $          -$                    5,284,564  $       

2014

2015

 

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 totaling $2,502,716 at June 30, 2015, are available for seminarian 
education. 
 

Note 7. Unrestricted, Designated Net Assets 

Unrestricted net assets totaling $1,334,550 at June 30, 2015, have been designated for seminarian 
education and for endowment. The income from the endowment is to be used for seminarian education. 
 

Note 8. Permanently Restricted Net Assets 

Permanently restricted net assets totaling $1,992,153 at June 30, 2015, are held in perpetuity, the income 
from which is expendable for the seminarian education. 
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Note 9. 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. 
 
Changes in endowment net assets for the fiscal years ended June 30, 2015 and 2014: 
 

Temporarily Permanently
Unrestricted Restricted Restricted Total

Endowment net assets, June 30, 2013 1,102,945  $  1,414,507  $  1,982,362  $  4,499,814  $  
Investment return:

Interest and dividends  26,581           76,458           -                 103,039         
Net appreciation (realized and unrealized)  171,021         493,001         -                 664,022         

Contributions received -                 540,021          4,245             544,266         
Transfers out of endowment assets by board (9,904)            -                 -                 (9,904)            
Appropriation of endowment assets 

for expenditure (2,027)  -                 -                 (2,027)            
Endowment net assets, June 30, 2014 1,288,616      2,523,987      1,986,607      5,799,210      

Investment return:
Interest and dividends  41,939           136,869         -                 178,808         
Net appreciation (realized and unrealized) (39,699)  (129,186)        -                 (168,885)        

Contributions received -                 36,046            5,930             41,976           
Transfers into (out of) endowment assets by boar 33,838           -                 -                 33,838           
Appropriation of endowment assets 

for expenditure (2,067)  (65,000)          -                 (67,067)          
Endowment net assets, June 30, 2015 1,322,627  $  2,502,716  $  1,992,537  $  5,817,880  $  
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Endowment net asset composition by type as of June 30, 2015: 
 

Temporarily Permanently
Unrestricted Restricted Restricted Total

Donor-restricted endowment funds -$               2,502,716  $  1,992,537  $  4,495,253  $  
Board designated endowment funds  1,322,627      -                 -                 1,322,627      

1,322,627  $  2,502,716  $  1,992,537  $  5,817,880  $  

Endowment net asset composition by type as of June 30, 2014: 
 

Temporarily Permanently
Unrestricted Restricted Restricted Total

Donor-restricted endowment funds -$               2,523,987  $  1,986,607  $  4,510,594  $  
Board designated endowment funds  1,288,616      -                 -                 1,288,616      

1,288,616  $  2,523,987  $  1,986,607  $  5,799,210  $  

 

Note 10. 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 11. Related Party 

The Fund is related to the Diocese of Duluth. The Fund contributed $65,000 to the Diocese of Duluth for 
the education of future priests during 2015. There were no such contributions in 2014.  


