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certified public accountantis and advisars

the legacy continues

Independent Auditor's Report

October 21, 2008

Board of Directors
Catholic Education Foundation, Inc.
Louisville, Kentucky

We have audited the accompanying statements of financial position of Catholic Education
Foundation, Inc. as of June 30, 2008 and 2007, and the related statements of activities and cash
flows for the years then ended. These financial statements are the responsibility of the Foundation's
managemeni. Qurresponsibility is o express an opinion on these financial statements based on our
audifs.

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 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 overdit financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In cur opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Catholic Education Founddation, Inc. as of June 30, 2008 and 2007, and the
changes 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.

(o oud 0P €.

Cotton and Allen, P.S.C.
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STATEMENTS OF FINANCIAL POSITION

Accounts payable

June 30, 2008 2007
ASSETS
" Cash and cash equivalents (Note 7) $ 434,595 % 370,376
Investments (Notes 2 and 7) 15,744,567 16,691,262
interest receivable 59,878 53,071
Due from the Archdiocese of Louisville (Note 4) 4,507 9,622
Pledges receivable (Notes 3 and 7} 69,733 190,188
Prepaid expenses 979
Office equipment, net of accumulated depreciation (Note 5) 2,021 5,313
TOTAL ASSETS
LIABILITIES AND NET ASSETS
LIABILITIES

NET ASSETS

Unrestricted net assets (deficiency)
Invested in equipment : 2,021 5313
Net expendable assets (deficiency) {243,239) 833,556
Board designated 37,265 37,265
Total Unrestricted Net Assefs (Deficiency) (20395

Temporarily restricted net assets (Note 6) 631,985 556,810

Permanently restricted net assets (Note 7) 15,879.311 15,879.311

Total Net Assets 5!

TOTAL LIABILITIES AND NET ASSETS

See Notes to Financial Statemenis




Catholic Education Foundation, Inc.

STATEMENTS OF ACTIVITIES

Year Ended June 30,

2008

REVENUES, SUPPORT AND GAINS
Contributions
Special event revenue
In-kind donations
Interest and dividend income
Redlized investment gains
Unredlized increase in market

value of investments

Total
Net assets released from restrictions
Tofal Revenues, Support and Gains

EXPENSES AND LOSSES

Fund-raising
Special event expense
Salaries and salary-related expenses
Duplication, supplies, and postage
Total Fund-Raising

Education grants

Administrative expenses

Redlized invesiment losses

Unreqlized decrease in market
value of investments

Tofal Expenses and Losses

INCREASE {DECREASE) IN NET ASSETS
NET ASSETS (DEFICIENCY), BEGINNING OF YEAR

NET ASSETS (DEFICIENCY), END OF YEAR

Temporarily Permanently

Unrestricted Restricted  Restricted Total

$ 203414 § 404,564 S S 609,978
292,500 292,500
55,058 55,058
355,759 355,759

160,462 160,462
36,947 36,947

109 109
7,518

2,

931,995 1995
188,108 188,108
28,720 28,720
971,865 971,865

2,318,20 1

876,134 556,810 15,879,311 17,312,255

916,307,344
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2007
Temporarily Permanently
Unrestricted  Restricted Restricted Total

$ 593978 $ 385000 % $ 978,978
241,450 241,450
68,781 468,781
361,386 361,386
597,850 597,850

161,306 _ 161,306
36,746 36,746

5.
1 641,231

641,23

174,733 174,733

{1,112,680) 186,649 15.879.311 14,953,280

See Notes to Financial Sfatements
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STATEMENTS OF CASH FLOWS

Year Ended June 30, 2008 2007

CASH FLOWS FROM OPERATING ACTIVITIES

" Cashreceived from contributions S 670,011 $% 826,816
Cash received from special event 292,500 261,598
Interest and dividends received 348,952 352,841
Cash paid to suppliers, employee, and others {261,359) [299.576)

Grants paid
Net Cash Provided by Operatfing Actlivities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of investments
Proceeds from sales of investments
Net Cash Used in Invesfing Activilies

INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

RECONCILIATION OF CHANGE IN NET ASSETS TO NET
CASH PROVIDED BY OPERATING ACTIVITIES
Change in net assets
Adjustments to reconcile change in net assels
to net cash provided by operating activifies:
Provision for uncollectible pledges
Redlized investment (gains) losses
Unredlized (increase} decrease in market value of investments
Decrease in discount on contributions receivable
Depreciation
(Increase) decrease in:
Interest receivable
Due from the Archdiocese of Louisville
Pledges receivable
Prepaid expenses
Increase (decrease) in:
Accounis payable

NET CASH PROVIDED BY OPERATING ACTIVITIES

See Notes to Financial Statements

(10,569,854)

(30.750,628)

8

10,515,974

30,271,807

1

(1,004,911)

10,479
28,720
971,865

(6,280)
3,292

(6,807)
5115
116,256

(979)

2,358,975

(597.850)
(1,124,546)
(875)
3,292

(8,545)
20,148

(151,287)
781
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NOTES TO FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of the Organization

The Catholic Education Foundation, Inc. {the "Foundation"} was formed to promote Catholic education
at the grade school and high school levels within the Archdiocese of Louisville {the *Archdiocese™) and fo
support Catholic education by offering grants and financial assistance to Catholic schools in the
Archdiocese.

The Foundation provides grants for tuition assistance, educators’ professional development, technology,
and religious education.

General Accounting Principles

The Foundation records unconditional promises to give {pledges) as receivables and revenues and
distinguishes between confributions received for each net asset category in accordance with donor
imposed restrictions, if any. The Foundation classifies resources for accounting and reporting purposes info
three net asset categories according to externally {donor} imposed restrictions. A description of the three
net asset categories follows:

Unresiricted Net Assefs {(Deficiency) include the following:

Net Expendable Assets {Deficiency): These net assets represent the portion of expendable
funds available for support in the operation of the Foundation.

Invested in Equipment: These net assets represent cumulative resources expended for
equipment, less accumulated depreciation recorded.

Board Designated: These net assets represent unrestricted funds designated for the Easter
Fund by the Board of Directors. Although the Board could release or revise the
designations in the future, to the extent not externally restricted, there is no intent io do so.

Temporarily Restricted Net Assets include gifts for which donorimposed restrictions are to be met.

Permanently Restricted Net Assets include amounts for which the donor has stipulated that the
corpus be invested in perpetuity and only the income be made available for program operations
in accordance with donor restrictions.

The Foundation reports gifts of cash and other assets as restricted support if they are received with donor
stipulations that limit the use of the donated assets. When a donor restriction expires, that is, when a
stipulated fime restriction ends or purpose restriction is accomplished, temporarily restricted net assets are
reclassified to unrestricted net assets and reported in the statements of activities as net assets released
from restrictions. The Foundation treais restricted gifts whose restrictions are met in the same reporting
period as unrestricted.

Management's Use of Estimates

The preparation of financial statements in conformity with accounting principles generally acceptedin
the United States of America requires management to make estimates and assumptions that affect the
reported amounts in the financial statements and accompanying notfes. Actual results could differ from
those estimates.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Cash and Cash Equivalents

Cash eguivalents primarily include highly liguid investment securities with maturities of three months orless
at the time of purchase.

The Foundation maintains its cash balances in bank deposit accounts which, af fimes, may exceed the
$100,000 coverage provided by the Federal Deposit Insurance Corporation (“FDIC"). The Foundation has
not experienced any losses in such accounts. Management believes the Foundatiion is not exposed to
any significant risk on bank depaosits.

Invesiments

Investments are carmied ot fair value, generally determined by quoted market prices. Receipt of donated
investments is recorded at the quoted market value of the investment at the time of donation.

The Foundation invests in fixed income securities, including government and corporate bonds, and in
publicly fraded stocks and mutual funds. These investment securities are subject to the risks common fo
financial markets, including interest rate risks, credit risks, and overall market risks, all of which could affect
the value of the investments in the fuiure.

bonated Goods and Services

Donated materials, office equipment, facilities and services are shown as gifts, valued at their estimated
value at the date of receipt with the offsetting expense reflected in administrative expenses. No amounts
are recorded for donated services which are not objectively quantifiable. Nevertheless, alarge number of
volunteers have given significant amounts of their time for the operation of the Foundation. An entity of
which a former board member is a senior officer provided accounting services valued at $8,500 and
$25,000 during the years ended June 30, 2008 and 2007, respectively.

Income Taxes

The Foundation is exempt from income taxes under Section 501{c}{3) of the Internal Revenue Code.

New Accounting Pronouncements

In June 20046, the Financial Accounting Standards Board {'FASB") issued FASB Interpretation 48 {"FIN 48"},
Accounting for Uncerfainty in Income Taxes - an inferpretation of FASB Statement No. 109. This
interpretation prescribes a recognition threshold and measurement aitribute for the financial statement
recognition and measurement of a tax position taken or expected o be taken. The interpretationis also
applicable o tax-exempt organizations such as the Foundation. The interpretation provides guidance on
derecognition, classification, and other matters. FIN 48is effective for the years beginning after December
15, 2007. The Foundation is in the process of assessing what impact, if any, the application of FIN 48 wilt
have on its financial statements.

In August 2008, the FASB issued Staff Position, FSP 117-1, Endowments of Not-for-Profit Organizafions: Net
Asset Classification of Funds Subject to an Enacted Version of the Uniform Prudent Management of
Institutional Funds Act, and Enhanced Disclosures for All Endowment Funds. FSP 117-1 provides guidance
onimproved disclosures regarding endowment funds. The FSP is effective for fiscal years ending on or after
December 15, 2008. The Foundation is assessing the impact that the application of FSP 117-1 will have on
its financial statements.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE 2. INVESTMENTS

Investments at June 30, 2008 and 2007 are summarized as follows:

June 30, 2008 2007
Cost Market Value Cost Market Value

Cash equivalents $ 1,304,548 § 1,304,548 % 721,208 § 721,208
Equity securities 8,288,530 8,737,361 9,445,002 10,838,505
Equity mutual funds 1,199,151 1,147,478 208,861 1,016,087
U.s. Government and

Government-backed securities 2,519,572 2,581,200 2,728,695 2,675,215
Corporate obligations 1,998,440 1,973,980 1,481,305 1,440,247
Total Investments : 10:24 B!

NOTE 3. PLEDGES RECEIVABLE AND ALLOWANCE FOR UNCOLLECTIBLE PLEDGES

Unconditionat promises io give that are expected to be collected within one year are recorded at net
realizable value. Unconditional promises 1o give that are expected to be collected after one year are
recorded at the present value of their estimated cash flows. The discounts on those amounts are
computed using risk-free.interest rates applicable to the years in which the promises are received.
Armortization of the discounts is included in contribution revenue. Conditional promises to give are not
included as support and revenue until the conditions are substantially met.

Included in pledges receivable are the following unconditional promises to give:

June 30, 2008 2007
Amounts due in:
One year or less S 26842 3 140,064
One to five years 39,227 48,080

More than five years 27,586 29,245
Subtotal ,655 7
Less discount of $10,922 and $17.201 and dllowance
for uncollectible pledges of $13,000 and $10,000
at June 30, 2008 and 2007, respectively. (23,
Totai

922) (27.201)
73 90,188

14

Pledges receivable were discounted to their present value using a discount rate of 3.99% and 5.19%,
compounded annually at June 30, 2008 and 2007, respectively.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED})

NOTE 3. PLEDGES RECEIVABLE AND ALLOWANCE FOR UNCOLLECTIBLE PLEDGES (CONTINUED)

The Foundation provides an allowance for uncollectible pledges based upon the collectibility of each
specific pledge. The Foundation does not charge interest on pledges receivable. A summary of the
changes in the allowance for uncollectible pledges is as follows:

Year Ended June 30, 2008 2007

Balance, Beginning of Year
Provision charged to operations
Pledges written off

Balance, End of Year

NOTE 4. RELATED PARTY TRANSACTIONS

The Archdiocese acts as the administrator for an Easter collection benefiting the Foundation. Amounts
due from the Archdiccese of $4,.507 and $9.622 at June 30, 2008 and 2007, respectively are a result of the
Easter collection.

NOTE 5. OFFICE EQUIPMENT

Office equipment is recorded at cost. Depreciation is recorded using the straight — line method over the
estimated useful lives of three 1o five years. Depreciation expense was $3.292 for each of the years ended
June 30, 2008 and 2007.

NOTE 6. TEMPORARILY RESTRICTED NET ASSETS

Temporarily restricted net assets consist of the following:

June 30, 2008 2007
Tuition assistfance S 496,030 $ 450,530
Religious education 100,000 100,000
Office assistance 4,709
Teacher and school awards 25,956 1,571
Evangelization 10,000

Tolal 31;98¢

NOTE 7. PERMANENTLY RESTRICTED NET ASSETS

Permanently resiricted net assets consist of endowment funds, the income from which is available to
support the activities of the Foundation. The Foundation policy has been o disiribute a percentage of the
average market value of investments over the eight fiscal quarters ending with the December preceding
the Foundation’s year end. The policy allows the Board of Trustees o set this distribution rate, but the rate
may not exceed 7%. Due to market performance during the year ended June 30, 2008, the annual
investment income was less than the distribution level. This situation resulted in the Foundation using
permanently restricted endowment investments to fund scheduled distributions. Cash, investments, and
pledges receivable were approximately $260,000 less than the required permanent endowment at June
30, 2008. These borrowings from the endowment fund were unsecured and non-interest bearing. The
interfund debt was not reflected as an asset or a liabilify in these financial statements.
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NOTES TO FINANCIAL STATEMENTS {(CONTINUED)

NOTE 7. PERMANENTLY RESTRICTED NET ASSETS (CONTINUED)

Management continues 1o monitor the investments and endowment funds balances including the
consideration of additional fund raising and the necessity to adjust the annual grants distribution
percentage.

For the year ended June 30, 2007, there was no Interfund Debt as the fotal of cash, investments, and
pledges receivable exceeded the required permanent endowment.

NOTE 8. RETIREMENT PLAN

The Foundation pardicipatesin the Archdiocese of Louisville's 401(k} plan. The plan covers the Foundation's
eligible employee. The plan dllows employee contributions, up to the statutory limit, and personal
management of the employee's refirement account. The Foundation contributes 6% of eligible
employee's gross pay each pay period. The Foundation made contributions of $4,814 and $4,105in 2008
and 2007, respectively.

NOTE 9. SUBSEQUENT EVENTS

Subsequent to year-end, the credit and liquidity crisis in the United States and throughout the global
financial system has resulted in substantial voldatility in financial markets and the banking system. These
and other economic events have had a significant adverse impact on investment portfolics. As aresult,
the Foundation's investments have likely incurred a significant decline in fair value since June 30, 2008.




