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WEST RHODE & ROBERTS

INDEPENDENT AUDITOR’S REPORT ON THE FINANCIAL STATEMENTS

Most Reverend Bishop Robert W. McElroy
Bishop of the Roman Catholic Diocese of San Diego
Administrative Office Funds of
the Roman Catholic Diocese of San Diego
San Diego, California

We have audited the accompanying financial statements of the Administrative Office Funds of the Roman
Catholic Diocese of San Diego, which comprise the statement of financial position as of June 30, 2018, and
the related statements of activities and cash flows for the year 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 the 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 audit. We conducted
our audit 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 principles used and the reasonableness of significant 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 Administrative Office Funds of the Roman Catholic Diocese of San Diego as of June 30,2018,

and the changes in its net assets and its cash flows for the year then ended in accordance with accounting
principles generally accepted in the United States of America.
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Administrator of the Roman Catholic Diocese of San Diego
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Emphasis-of-Matter Regarding Legal Status

As discussed in Note 1 to the financial statements, the Administrative Office Funds of the Roman Catholic
Diocese of San Diego is part of the Roman Catholic Diocese of San Diego and has no separate legal status or
existence.

Report on Summarized Comparative Information

We have previously audited the Administrative Office Funds of the Roman Catholic Diocese of San Diego’s
2017 financial statements, and our report dated October 26, 2017, expressed an unmodified audit opinion on
those audited financial statements. In our opinion, the summarized comparative information presented herein
as of and for the year ended June 30, 2017, is consistent, in all material respects, with the audited financial
statements from which it has been derived.

Wy W%M

WEST RHODE & ROBERTS
San Diego, California
November 26,2018



ADMINISTRATIVE OFFICE FUNDS OF

THE ROMAN CATHOLIC DIOCESE OF SAN DIEGO

STATEMENT OF FINANCIAL POSITION

June 30, 2018

(With Summarized Financial Information for June 30, 2017)

ASSETS
Cash and cash equivalents
Accounts receivable:
Parishes and schools, net
ACA pledges receivable, net
Note receivable
Prepaid expenses and other assets
Pooled income funds, CGAs and CRTs
Long-term investments

Funds on deposit with Catholic Community Foundation of San Diego

Property and equipment, net
Total assets

LIABILITIES AND NET ASSETS
Liabilities:
Accounts payable and accrued liabilities
Accrued vacation
Self-insurance reserve for claims incurred but not received
Due to Catholic Account for Parishes and Schools
Funds on deposit:
Other diocesan entities funds
Total liabilities

Net assets:
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets
Total liabilities and net assets

2017
2018 (Note 18)

$ 18848551 § 15287,873

426,370 380,715
1,041,112 966,950
6,480,000 6,480,000

321,475 150,000

392,535 414,497

50,987,146 43,649,490
10,874,004 11,100,192
12,342,360 12,396,216

$§ 101,713,553 § 90,825,933

$ 1,099,766 S 1,555,012

430,403 413,969
3,700,000 3,050,000
14,385,110 14,446,166
35,659,176 30,193,157
55,274,455 49,658,304
31,756,584 26,586,872
11,019,972 10,941,098
3,662,542 3,639,659
46,439,098 41,167,629

§ 101,713,553 § 90,825,933

See Notes to Financial Statements.
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ADMINISTRATIVE OFFICE FUNDS OF

STATEMENT OF ACTIVITIES
Year Ended June 30, 2018

THE ROMAN CATHOLIC DIOCESE OF SAN DIEGO

(With Summarized Financial Information for the Year Ended June 30, 2017)

REVENUES AND SUPPORT

Parish assessments

School assessments

Self-insurance revenue

Contributions and bequests

Rental income

Administrative fees

Interest and other investment income

Parish and employee insurance
agency funds, net

Gain on sale of assets

Other revenue

Net assets released from restrictions:
Satisfaction of program restrictions
Satisfaction of time restrictions

Total revenues and support

EXPENSES
Self-insurance expenditures
Programs
Administrative
Expenditure of restricted donations
General:
Subsidies to parishes and schools
Operating expenses
Contributions and outside
charitable programs
Depreciation
Assessments
Interest expense
Professional and legal fees
Total general
Total expenses

Change in net assets
NET ASSETS AT BEGINNING OF YEAR
NET ASSETS AT END OF YEAR

Temporarily Permanently 2017

Unrestricted Restricted Restricted Total (Note 18)
$ 10004779 $ -8 - 10,004,779 $§ 9,720,932
242,400 242,400 -
26,507,342 - - 26,507,342 25,644,666
1,665,107 7,201,044 22,883 8,889,034 10,010,057
307,610 - - 307,610 260,896
186,488 - - 186,488 177,045
1,028,495 482,984 - 1,511,479 2,021,676
324,405 - 324,405 42,615
- - - - 1,613,970
2,848 - - 2,848 111,793
2,051,817 (2,051,817) - - -
5,553,337 (5,553,337) - - -
47,874,628 78,874 22,883 47,976,385 49,603,650
23,924,790 - - 23,924,790 22,787,449
8,575,519 - - 8,575,519 11,237,481
4,026,768 - - 4,026,768 4,284,141
1,836,509 - - 1,836,509 2,237,764
1,552,845 - - 1,552,845 1,770,840
553,387 - - 553,387 577,805
579,997 - - 579,997 500,000
412,387 - - 412,387 479,733
413,396 - - 413,396 366,407
252,557 - - 252,557 347,789
576,761 - - 576,761 224,679
4,341,330 - - 4,341,330 4,267,253
42,704,916 - - 42,704,916 44,814,088
5,169,712 78,874 22,883 5,271,469 4,789,562
26,586,872 10,941,098 3,639,659 41,167,629 36,378,067
$ 31,756,584 $ 11,019972 $§ 3,662,542 46,439,098 § 41,167,629

See Notes to Financial Statements.

Page 4



ADMINISTRATIVE OFFICE FUNDS OF
THE ROMAN CATHOLIC DIOCESE OF SAN DIEGO

STATEMENT OF CASH FLOWS
Year Ended June 30, 2018
(With Summarized Financial Information for the Year Ended June 30, 2017)

2017
2018 (Note 18)

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets $ 5271469 S 4,789,562
Adjustments to reconcile change in net assets to net
cash from operating activities:

Change in value of split-interest agreements 21,962 39,862
Interest and other gains on long term investments (1,211,272) (1,637,404)
Depreciation 412,387 479,733
Gain on sale of property - (1,613,970)
Allowance for doubtful accounts - (25,000)
Changes in operating assets and liabilities:
Receivables (119,817) 79,675
Prepaid expenses and other assets (171,475) (140,000)
Planned gifts receivable - (6,673)
Accounts payable and accrued liabilities (438,812) 556,890
Self-insurance reserve for claims incurred but not received 650,000 (100,000)
Net cash provided by operating activities 4,414,442 2,422,675
CASH FLOWS FROM INVESTING ACTIVITIES
Net proceeds from long-term investments, net (6,126,384) (6,392,181)
Change in funds on deposit with Catholic Community
Foundation of San Diego 226,188 (594,329)
Funds on deposit 5,466,019 5,144,981
Proceeds from sale of surplus property - 3,313,970
Purchase of property and equipment, net (358,531) (525,312)
Net cash (used in) provided by investing activities (792,708) 947,129
CASH FLOWS FROM FINANCING ACTIVITIES
Net change in CAPS borrowing (61,056) (3,746,681)
Net cash used in financing activities (61,056) (3,746,681)
Change in cash and cash equivalents 3,560,678 (376,877)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 15,287,873 15,664,750
CASH AND CASH EQUIVALENTS AT END OF YEAR § 18848551 $§ 15,287,873

SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid for interest $ 252,557 S 347,789

See Notes to Financial Statements. Page 5



ADMINISTRATIVE OFFICE FUNDS OF
THE ROMAN CATHOLIC DIOCESE OF SAN DIEGO
NOTES TO FINANCIAL STATEMENTS

Note 1. Organization and Significant Accounting Policies

Organization and Activities

The Administrative Office Funds of the Roman Catholic Diocese of San Diego (the Administrative Office)
coordinates educational, religious, community, and human development programs in addition to the
administration of the Diocese and the Catholic Account for Parishes and Schools (CAPS).

The Administrative Office has no separate legal status or existence. It is part of the Roman Catholic Diocese
of San Diego, which is incorporated as the Roman Catholic Bishop of San Diego (the Diocese), a corporation
sole.

The accompanying financial statements present the Administrative Office activities only and exclude the
assets, liabilities, and operations of other diocesan entities (i.e., Holy Cross Catholic Cemetery, Mater Dei
Catholic High School) as well as parishes, schools, and other separately incorporated Catholic organizations
and programs in San Diego and Imperial Counties.

Significant Accounting Policies

Method of Accounting — The financial statements of the Administrative Office have been prepared on the
accrual basis of accounting.

Basis of Presentation — Net assets and revenues, gains, and other support are classified as unrestricted,
temporarily restricted, and permanently restricted based on the existence or absence of donor restrictions on
when and how the Administrative Office is to use the net assets. Accordingly, the net assets of the
Administrative Office and changes therein are classified and reported as follows:

Unrestricted net assets — Net assets that are not subject to any donor-imposed stipulations.

Temporarily restricted net assets — Net assets subject to donor-imposed restrictions on their use that may
be met either by actions of the Administrative Office or the passage of time.

Permanently restricted net assets — Net assets subject to donor-imposed restrictions requiring that the
principal be maintained permanently by the Administrative Office. Generally, the donors permit the
Administrative Office to use all or part of the income earned for either general or donor-specified purposes.

Revenue Recognition — Contributions are recognized as revenue when they are unconditionally pledged or
when all conditions have been met.

The Administrative Office reports contributions as restricted 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 time restriction
ends or purpose restriction is accomplished, temporarily restricted revenues are reclassified to unrestricted
revenues and reported in the statement of activities as revenues released from restrictions. Contributions
with donor restrictions requiring the principal gift to be held in perpetuity are reported as permanently
restricted. The income earned from such assets is generally restricted to the purpose designated by the
donor. Gifts not designated for a specific purpose are reported as increases in unrestricted net assets.

Cash and Cash Equivalents — The Administrative Office considers all highly liquid investments with an original
maturity of less than three months to be cash equivalents.

Investments — Marketable securities, consisting primarily of investments in equities, corporate debt and
government debt, are carried at market value, as measured principally by market quotations. Accordingly, the
carrying amount of the securities is adjusted for unrealized gains and losses. The investments are managed
by separate money managers. These money managers are monitored by an independent investment
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ADMINISTRATIVE OFFICE FUNDS OF
THE ROMAN CATHOLIC DIOCESE OF SAN DIEGO
NOTES TO FINANCIAL STATEMENTS

consulting firm as well as the Investment Committee of the Diocesan Finance Council. The investment
portfolio is guided by an investment policy statement approved by the Diocesan Finance Council.

Funds on Deposit with Catholic Community Foundation of San Diego (CCFSD) — The Administrative Office
has funds on deposit with CCFSD. The CCFSD’s investments follow the Socially Responsible Investment
Guidelines adopted by the United States Conference of Catholic Bishops. The funds are reported at fair value
and changes in the value of the fund are reported as gains or losses in the statement of activities.

Accounts Receivable — All accounts receivables from parishes and schools and ACA pledge receivables are
reviewed for collectability and reserves for uncollectible amounts are recorded based on previous experience
and history with the entity. Accounts are written off against the allowance for doubtful accounts when
deemed uncollectible. For the year ended June 30, 2018, management has determined that an allowance of
$100,000 for accounts receivable from parishes and schools and $55,000 for pledge receivables.

Property and Equipment — Property and equipment is recorded at cost or, if donated, at fair market value on
the date of donation. Depreciation is calculated using the straight-line method over the estimated useful lives
of the assets. Buildings are depreciated over forty years, furniture and fixtures over ten years, and computers
over five years. Property and equipment is depreciated on a straight-line basis as follows:

Buildings and improvements 40 years
Furniture and equipment 5to 10 years
Technology 5 years

Depreciation expense totaled $412,387 for the year ended June 30, 2018.

Agency Transactions — At times the Administrative Office receives funds that are for other organizations.
These funds are recorded as increases in assets and liabilities.

Income Taxes — The Administrative Office is part of the Roman Catholic Bishop of San Diego which has
received notice from the Internal Revenue Service and the California Franchise Tax Board that, as an agency
of the Roman Catholic Church, it is exempt from income taxes. It qualifies for exemption under Section
501(c)(3) of the Internal Revenue Code and Section 23701(d) of the California Franchise Tax Code. It is also
exempt from federal unemployment tax and certain property taxes. The Financial Accounting Standards
Board (FASB) Accounting Standards Codification (ASC) 740-10, Accounting for Uncertainties in Income Tax,
sets a minimum threshold for financial statement recognition of the benefit of a tax position taken or
expected to be taken in a tax return. The Administrative Office has reviewed its position for all open tax years
and has determined that it has no uncertain tax positions requiring accrual or disclosure.

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 that
affect the amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates. The primary estimates included in the financial statements
are depreciation, allowances for uncollectable receivables and self-insurance claims incurred but not
received.

Subsequent Events — Subsequent events are events or transactions that occur after the statement of
financial position date but before financial statements are available to be issued. The Administrative Office
recognizes in the financial statements the effects of all subsequent events that provide additional evidence
about conditions that existed at that date, including the estimates inherent in the process of preparing
financial statements. The Administrative Office’s financial statements do not recognize subsequent events
that provide evidence about conditions that did not exist at the date of the statement of financial position, but
arose after that date and before the financial statements are available to be issued.
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ADMINISTRATIVE OFFICE FUNDS OF
THE ROMAN CATHOLIC DIOCESE OF SAN DIEGO
NOTES TO FINANCIAL STATEMENTS

The Administrative Office has evaluated subsequent events through November 26, 2018, which is the date
the financial statements are available for issuance, and concluded that there were no events or transactions
that needed to be disclosed.

Note 2. Fair Value Measurements

Due to the short-term nature of cash equivalents, receivables, prepaid expense, accounts payable and accrued
liabilities, fair value approximates carrying value. In accordance with Financial Accounting Standards Board
Codification No. 820 (FASB ASC 820), fair value is defined as the price that the Administrative Office would
receive upon selling an asset or transferring a liability in an orderly transaction to an independent buyer in the
principal or most advantageous market of the asset

FASB ASC 820 establishes a three-tier hierarchy which requires an entity to maximize the use of observable
inputs and minimize the use of unobservable inputs and to establish the classification of fair value
measurements for disclosure purposes. Inputs refer broadly to the assumptions that market participants
would use in pricing the asset or liability, including assumptions about risk. Inputs may be observable or
unobservable. Observable inputs are inputs that reflect the assumptions market participants would use in
pricing the asset or liability developed based on market data obtained from sources independent of the
reporting entity. Unobservable inputs are inputs that reflect the reporting entity’s own assumptions about the
assumptions market participants would use in pricing the asset or liability developed based on the best
information available. The standard describes three-tier hierarchy of inputs that may be used to measure fair
value as follows:

Level 1: Quoted prices (unadjusted) of identical assets or liabilities in active markets that the entity has
the ability to access as of the measurement date.

Level 2: Significant other observable inputs other than Level 1 prices, such as quoted prices for similar
assets or liabilities, quoted prices in markets that are not active, and other inputs that are observable or
can be corroborated by observable market data.

Level 3: Significant unobservable inputs that reflect the Administrative Office’s own assumptions about
the assumptions that market participants would use in pricing an asset or liability.

Assets and liabilities measured at fair value on a recurring basis are summarized below:

Fair Value Measurements at June 30, 2018, Using:
Quoted Prices Significant

in Active Other Significant
Markets for Observable  Unobservable
Identical Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
Assets:
Long-term investments S 50987,146 S 50,987,146 $ - S -
Funds on deposit with Catholic
Community Foundation of San Diego 10,874,004 - 10,874,004 -
Total assets $ 61,861,150 $§ 50,987,146 $ 10,874,004 S -

The fair value of a financial instrument 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. Fair value is best
determined based upon quoted market prices.
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ADMINISTRATIVE OFFICE FUNDS OF
THE ROMAN CATHOLIC DIOCESE OF SAN DIEGO
NOTES TO FINANCIAL STATEMENTS

Note 3. Long-Term Investments

Long-term investments consist of the following at June 30, 2018:

Market Value Cost
Cash and cash equivalents S 750,516 S 750,516
Domestic common stocks 11,287,863 10,928,710
Miscellaneous 8,815,258 9,034,665
US Government Issues 8,052,428 8,265,285
Mutual funds - Fixed income 6,167,970 1,092,977
Corporate Issues 6,148,678 6,315,863
Mutual funds - Balanced 4,981,512 4,938,888
Mutual funds - Equity 4,039,448 2,672,389
Foreign stocks 493,270 473,027
Foreign Issues 250,203 260,925

§ 50,987,146 § 44,733,245

Note 4. Annual Catholic Appeal (ACA) Pledge Receivables

The Annual Catholic Appeal (ACA) is a Diocesan-wide fundraising campaign in which each parish is assessed
an amount based on its financial capabilities. Amounts raised in excess of the assessed amount are rebated
back to the parish.

The ACA campaign runs from February to December each year. The funds received from the 2017 campaign
were designated for use by the Diocese during the year ending June 30, 2018. Similarly, pledges made and
donations received during the 2018 campaign are reported as temporarily restricted funds and will be used
in fiscal year 2019. Pledges receivable included in the accompanying statement of financial position
represent amounts pledged for the 2018 campaign to be received in fiscal year 2019. All pledges are due
within one year.

Note 5. Pooled Income Funds, Charitable Gift Annuities and Charitable Remainder Trusts

The Administrative Office is the beneficiary of various pooled income funds, charitable gift annuities and
charitable remainder trusts. These provide for the payment of distributions to designated beneficiaries over
the trusts’ terms (usually the designated beneficiary’s lifetime). At the end of the terms, the remaining assets
are available for the Administrative Office. The assets are recorded as temporarily restricted contributions at
their present value, which is calculated using applicable mortality tables and discount rates.

Note 6. Property and Equipment

Property and equipment consist of the following at June 30, 2018:

Buildings $ 12,171,609
Land 4,725,585
Furniture, fixtures and equipment 4,644,726
21,541,920

Less accumulated depreciation 9,199,560
$ 12,342,360
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ADMINISTRATIVE OFFICE FUNDS OF
THE ROMAN CATHOLIC DIOCESE OF SAN DIEGO
NOTES TO FINANCIAL STATEMENTS

Note 7. Catholic Account for Parishes and Schools (CAPS)

The Administrative Office administers the Catholic Account for Parishes and Schools (CAPS) as a separate
program administered by the Roman Catholic Bishop of San Diego (the Diocese). CAPS exists to finance the
construction and renovation of parish and school facilities and to provide a safe investment for excess parish
and school funds. The assets of CAPS consist of investments and loans made to Catholic parishes and
schools within San Diego and Imperial Counties. The liabilities of CAPS consist of deposits made by Catholic
parishes and schools within San Diego and Imperial Counties. The assets and liabilities of CAPS are separate
from the Administrative Office and are therefore not included in the accompanying financial statements.

The Administrative Office has borrowed from CAPS which is recorded as a liability on the accompanying
financial statements. The amount due to CAPS is $14,385,110 at June 30, 2018.

Note 8. Long-term Debt

Long-term Debt — The Administrative Office has a $10,000,000 revolving loan facility available at 1.35 percent
plus LIBOR, but no amounts were drawn under the facility at June 30, 2018. The revolving loan is an 80 percent
advance on security value maintained.

The Administrative Office is subject to compliance with certain debt covenants, including restrictions on
additional indebtedness. At June 30, 2018, management believes (and certified that) the Administrative Office
is in compliance with these covenants.

Note 9. Restricted Net Assets

Temporarily restricted net assets consist of the following at June 30, 2018:

Annual Catholic Appeal - rebates payable and

donations to be used in fiscal year 2018 $ 5,154,986
Temporarily restricted endowment assets 4,714,018
Donahue Trust - for needy students 188,021
Blessing Our Future 172,353
St. Francis Center Improvements 100,011
Bishop Flores Memorial Fund 23,255
Other restricted deposits 667,328

$ 11,019,972

Permanently restricted net assets consist of investments in perpetuity the income from which is expendable
for the following purposes at June 30, 2018:

St. Francis Endowment Fund - income used for the

operating expenses of St. Francis Center S 3,009,284

Sacred Heart - James E. Spain Family Fund - advised
fund for projects within the Diocese of San Diego 653,258
$ 3,662,542
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ADMINISTRATIVE OFFICE FUNDS OF
THE ROMAN CATHOLIC DIOCESE OF SAN DIEGO
NOTES TO FINANCIAL STATEMENTS

Note 10. Net Assets Released from Restriction

Net assets were released from donor restrictions by incurring expenses satisfying the restricted purposes
or by occurrence of other events specified by donors.
Net assets released from restriction consist of the following at June 30, 2018:

Satisfaction of time restrictions:
Annual Catholic Appeal - rebates payable and

donations to be used in fiscal year 2018 § 5553337
Satisfaction of program restrictions:
Mission Cooperation Plan 749,294
Endowment Distributions 487,319
FIAT Consortium 247,498
Other restricted deposits 567,706
2,051,817
$ 7,605,154

Note 11. Endowment

The Administrative Office follows the standards codified in FASB ASC 958-205-65, Endowments of Not-for-
Profit Organizations: 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, which provides
guidance on the net asset classification of donor-restricted endowment funds for a not-for-profit organization
that is subject to an enacted version of the 2006 Uniform Prudent Management of Institutional Funds Act
(UPMIFA). The Administrative Office’'s endowment consists of three permanently restricted and one
temporarily restricted fund. The funds primarily benefit the seminary.

Interpretation of Relevant Law — The Administrative Office 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 Administrative Office
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 in permanently restricted
net assets is classified as temporarily restricted net assets until those amounts are appropriated for
expenditure by the Administrative Office in a manner consistent with the standard of prudence prescribed by
UPMIFA.

Endowment Investment and Spending Policies — The Administrative Office 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 donor-restricted funds that the Administrative Office must hold in
perpetuity. The Administrative Office 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. The
funds have been deposited in the Catholic Community Foundation of San Diego.

To satisfy its long-term rate-of-return objectives, the Administrative Office relies on a total return strategy in
which investment returns are achieved through both capital appreciation (realized and unrealized) and current
yield (interest and dividends). The Administrative Office 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.
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ADMINISTRATIVE OFFICE FUNDS OF
THE ROMAN CATHOLIC DIOCESE OF SAN DIEGO
NOTES TO FINANCIAL STATEMENTS

The Administrative Office’s donor-restricted endowment has a policy of appropriating for distribution each
year 2-4 percent of its endowment fund’s average value over the prior fiscal year. In establishing this policy,
the Administrative Office considered the long-term expected return on its endowment. Accordingly, over the
long term, the Administrative Office expects the current spending policy to allow its endowment to grow at
an average of 1-2 percent annually. This is consistent with the Administrative Office’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.

The Administrative Office’s donor-restricted quasi-endowment fund's spending policy is determined annually.

Donor-restricted endowment net asset composition as of June 30, 2018, is as follows:

Temporarily  Permanently

Unrestricted Restricted Restricted Total
Donor-restricted endowments
Seminary endowment S - § 375296 S 3,009,284 S 3,384,580
Sacred Heart - Spain endowment - 9,975 653,258 663,233
- 385,271 3,662,542 4,047,813

Donor-restricted quasi-endowments
Seminary quasi-endowment - 4,328,747 - 4,328,747

§ 4714018 § 3662542 § 8,376,560

>
1

Changes in donor-restricted endowment funds during the year ended June 30, 2018 are summarized in the
following table:

Temporarily Permanently
Unrestricted Restricted Restricted Total

§ 4639351 § 3639659 § 8279,010

Endowment net assets, beginning of year  $

Investment return:

Investment return - 463,869 - 463,869
Total investment return - 463,869 - 463,869
Contributions - 98,117 22,883 121,000
Transfer from unrestricted - -

Appropriation of assets for expenditure - (487,319) - (487,319)
Endowment net assets, end of year $ - $§ 4714018 $ 3,662,542 S 8,376,560

Note 12. Guarantees of Indebtedness of Others

The Diocese of San Diego guarantees the bonds of Catholic Secondary Education — Diocese of San Diego,
Incorporated, through a Private Placement Agreement that was entered into between the Administrative
Office and Union Bank, N.A. A Guarantee Agreement was entered into between the Roman Catholic Bishop
of San Diego, a corporation sole, and Union Bank, N.A. to provide that the obligations guaranteed include the
obligations of the Administrative Office under the Private Placement Agreement. The outstanding amount of
the bonds was $19,023,752 at June 30, 2018.

Several parishes have refinanced construction loans with the Knights of Columbus. The Knights of Columbus
provides fixed interest long term financing that is guaranteed by the Administrative Office. At June 30,2018,
seven loans have been refinanced by parishes for a total of $27,703,397. The total amount guaranteed by the
Roman Catholic Bishop of San Diego, a corporation sole is approximately $21,974,905 at June 30, 2018.
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Note 13. Commitment

Power Purchase Agreement — The Administrative Office entered into a power purchase agreement with
SolarCity Corporation in January 2017, whereby SolarCity installed their solar electricity generating equipment
on Administrative Office’s parking lot in late 2017. The system size is 200.88 DC kW. The Administrative
Office has committed to purchase all of the energy generated by the solar system from SolarCity. Under the
terms of the agreement, the Administrative Office will pay SolarCity for use of the generated power for a
period of 20 years with an option for up to three additional terms of five years each. However, at the end of
the 6" and 10™ contract years, and at the end of the initial term and each additional 5 year term, the
Administrative Office has an option to purchase the solar electricity generating equipment at its then fair
market value. Payments for energy will be included in the Administrative Office’s utility expenses account and
consolidated in operating expenses in the financial statements.

Note 14. Lay Employee Multiple Employer Pension Plan

Diocese of San Diego Pension Plan for Lay Employees — As of June 30, 2018, the date of the latest actuarial
report, the defined benefit pension program for lay employees had assets of $208.8 million and an actuarial
present value of accumulated benefits of $292.5 million, resulting in a net liability of $83.7 million, which,
under accounting guidance for multiple employer pension plans, is not reported as a liability in these financial
statements. Lay employees working for the Administrative Office account for 4.41 percent of the participants
in this plan. The obligation for the remaining participants under the multiple employer plan continues to be
the proportionate responsibility of each diocesan entity.

The plan provides for defined retirement benefits to employees working at least 20 hours per week by
contributing 12% of eligible wages, for employees eligible to the plan prior to June 30,2018. These employees
are 100 percent vested in the plan upon reaching five years of service. Beginning July 1, 2017, newly eligible
employees are enrolled into a “Cash Balance” defined contribution plan into which 11% of eligible wages are
contributed and a 1% employer contribution is made into a 403(b) Plan. These employees will be vested after
three years. Besides the Administrative Office, the Lay Plan includes employees of the parishes, schools,
Catholic Charities (which has maintained employee contributions), and other Catholic entities operating
within the Diocese. The Administrative Office made an annual contribution totaling $532,324 during the year
ended June 30, 2018 towards the Pension Plan and $1,661 to the 403(b) Plan.

The Diocese of San Diego Pension plan for Lay Employees includes the employees of the Administrative
Office, parishes, schools, Catholic Charities (which has maintained employee contributions), and other
Catholic entities operating within the Diocese.

Note 15. Priest Defined Benefit Plans and Charitable Trust

The Administrative Office participated in a defined benefit retirement plan for priests and a plan that provides
post-retirement benefits for priests. These plans are supported by contributions and a charitable trust
established in 1997.

San Diego Diocesan Charitable Trust for Retired and Disabled Priests — This trust was started with an initial
$10 million dollar campaign and now has a balance of over $18.0 million. The income from this trust can be
used to support the Diocese of San Diego’s priest pension responsibilities and post-retirement benefits.
Management believes the funds in the trust would offset a portion of the present value of the priest pension
obligations and other post-retirement benefit obligations at June 30, 2018. These funds in the trust are
considered part of the Multiple Employer pensions and are not reported as assets in the accompanying
financial statements.
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The Pension Plan and Pension Trust for the Priests of the Dioceses of San Diego and San Bernardino — As
of June 30, 2018, the date of the latest actuarial report, the defined benefit pension program for priests had
a market value of $25.9 million ($15.4 million pertains to the San Diego Diocese). An actuarial present value
of accumulated benefits of $41.6 million ($25.9 million pertains to the San Diego Diocese), resulted in a net
liability of $15.7 million ($10.5 million pertains to the San Diego Diocese). Under accounting guidance for
multiple employer pension plans, this obligation is not reported as a liability in these financial statements.
Priests working for the Administrative Office account for 9 percent of the participants in this plan. The
obligation for the remaining participants under the multiple-employer plan continues to be the proportionate
responsibility of each diocesan entity.

The plan provides for retirement benefits to priests working in the Dioceses of San Diego and San Bernardino,
after ten years of participation in the Priest Plan the employee is 100 percent vested. Besides the
Administrative Office, the Priest Plan includes priests of the parishes, schools, and other Catholic entities
operating within the Dioceses of San Diego and San Bernardino.

San Diego Diocese Post-Retirement Benefit Plan for Priests — As of June 30, 2018, the date of the latest
actuarial report, the defined benefit post-retirement program for priests had an actuarial present value of
accumulated health benefits of $12 million. Under accounting guidance for multiple employer pension plans,
this obligation is not reported as a liability in these financial statements. Priests working for the Administrative
Office account for 9 percent of the participants in this plan. The obligation for the remaining participants
under the multiple employer plan continues to be the proportionate responsibility of each of the diocese
respective entities.

The plan provides for post-retirement benefits for priests that have reached retirement age. These benefits
consist primarily of supplemental health insurance, assisted living and automobile insurance. For fiscal year
2018, these costs totaled $1,289,486. Besides the Administrative Office, the San Diego Post-Retirement
Benefit Plan includes priests of the parishes, schools, and other Catholic entities operating within the Diocese.
The Administrative Office collected agency funds for priest pension and post-retirement benefits from
parishes, schools and other entities totaling $1,753,692 during the year ended June 30, 2018.

Note 16. Self-insurance

The Administrative Office provides insurance for Diocesan parishes, schools, other Catholic entities and the
Administrative Office. The Administrative Office treats insurance that is provided by a third party vendor as
an agency transaction and records the net amount of funds received and premiums paid on behalf of the
various parishes and schools.

The Administrative Office provides insurance in the form of self-insurance plans for workers’ compensation,
unemployment benefits and a portion of health insurance. The Administrative Office reports these premiums
received at the gross amounts and records expense for actual claims and an estimate of claims incurred but
not received.

The Administrative Office provides the following self-insurance:

Workers’ Compensation — The Administrative Office maintains a self-insured workers’ compensation
program for the Diocese, parishes, schools and other Catholic entities in San Diego and Imperial Counties.
The Administrative Office bills each entity a premium based on salaries and job classifications. A third-
party administrator reviews and processes the workers’ compensation claims. The amount collected by
the Administrative Office is used to purchase excess liability insurance and to pay claims, fees, and
administrative costs. The Administrative Office has established a liability for claims incurred but not yet
paid of $1,900,000. This estimate is based on information provided by the third-party administrator.

Unemployment Benefits — The Administrative Office maintains a self-insured unemployment insurance
program for the Diocese, parishes, schools, and other Catholic entities in San Diego and Imperial Counties.
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The Administrative Office bills each entity a premium based on salaries and job classifications. The
Administrative Office has established a liability for estimated unemployment claims of $100,000.

Health and Other Personal Insurance — In April 2010, the Administrative Office began self-insuring for a
portion of health and dental. The Diocese is reinsured for catastrophic claims. This insurance is provided
for the Diocese, parishes, schools and other Catholic entities. Premiums are based on the coverage
provided. The Administrative Office has established a liability for estimated claims incurred but not
reported in the amount of $1,700,000. This estimate was based on information provided by the plan
administrator.

Note 17. Legal Matters

There are routine claims and suits that are pending against the Diocese which are being defended by the
Diocese’s insurance company. The Diocese believes the insurance coverage should be adequate to pay any
prospective judgment or settlement. There are no known judgments or settlements at June 30, 2018, and no
amounts have been accrued in the financial statements.

Note 18. June 30, 2017 Financial Information

The financial statements include certain prior year summarized comparative information in total, but not by
net asset class. Such prior year information does not include sufficient detail to constitute a presentation in
conformity with generally accepted accounting principles. Accordingly, such information should be read in
conjunction with the Administrative Office’s financial statements for the year ended June 30, 2017, from
which the summarized information was derived.

Certain reclassifications have been made to the summarized 2017 financial information to conform to the
classifications adopted for the 2018 financial statements. These reclassifications had no effect on the
change in net assets.
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