Trustees and Council of the Protestant
Episcopal Diocese of Kentucky,
Trustees of the Bishop Dudley Memorial
And Episcopal Housing Corporation

Combined Financial Statements
and
Supplementary Information

Years Ended December 31, 2012 and 2011



Trustees and Council of the Protestant
Episcopal Diocese of Kentucky,
Trustees of the Bishop Dudiey Memorial
And Episcopal Housing Corporation

Notes to Combined Financial Statements

December 31, 2012 and 2011

Table of Contents

Page Neo.
Independent Auditor's Report.... ..o 4-5
Financial Statements
Combined Statements of Financial POSHION. ..o, 6
Combined Statements of Activities and Changes in Net ASSets.....o.viiiiviiiiiiie e 7-8
Combined Statements of Cash Flows........................ e 9
Notes to Combined Financial STatements.. . ..ot e aens 10-19
Supplementary Information
Combining Statement of Financial Position :
Decemmiber 31, 20 e, 20
Combining Statement of Financial Position
December 31, 200 L. 21
Combining Statement of Activities
Year Ended December 31, 202 s 22-23
Combining Statement of Activities
Year Ended December 31, 201 L o 24-25
Combining Statement of Changes in Net Assets
Year Ended December 31, 200 2. i e e 26
Combining Statement of Changes in Net Assets
Year Ended December 31, 201 L i e 27



Trustees and Council of the Protestant
Episcopal Diocese of Kentucky,
Trustees of the Bishop Dudley Memorial
And Episcopal Housing Corporation
Notes to Combined Financial Statements
December 31, 2612 and 2011

Statement of Financial Position - Foundation

December 31, 200 2. e

Statement of Financial Position - Foundation

December 31, 20T .

Statement of Activities - Foundation

Year Ended December 31, 2012

Statement of Activities - Foundation

Year Ended December 31, 2011, .. v e

Statement of Changes in Net Assets - Foundation

Year Ended December 31, 2012,

Statement of Changes in Net Assets - Foundation

Year Ended December 31, 2011 e

28

29

30

3!

32



Richardson

Pennington

& Skinner, PSC

¢ & B T + F I £ D P U B L I ¢ A C C 0 U N T A N T S
William A. Talley Kcntuck.y Offices:
Jonr D. Chesser Louisville

Bob E. Wientjes : Brandenburg

Bardstown

Independent Auditor's Report

The Bishop, Trustees and Council of the Protestant
Episcopal Diocese of Kentucky,
Trustees of the Bishop Dudley Memorial
and Episcopal Housing Corporation

We have audited the accompanying combined statements of financial position of the Trustees and Council of the
Protestant Episcopal Diocese of Kentucky, Trustees of the Bishop Dudiey Memorial and Episcopal Housing
Corporation (collectively "the Diocese"), as of December 31, 2012 and 2011, and the related combined statements
of activities and changes in net assets, and cash flows for the vears then ended, and the related notes to the financial
statements.

Management’s Responsibility for the Financial Statements

Management 1s responsible for the preparation and fair presentation of these combined financial statements in
accordance with accounting principies 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 mateinal misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these combined 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 andit to obtain reasonable assurance about whether the
combined financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
combined financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the combined financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal conirol relevant to the entity’s preparation and fair
presentation of the combined fmancial statements in order to design audit procedures that are appropriaie in the
circumnstances, 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
evaiuating the overall presentation of the combined financial statements,

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

513 Sourh Second Street - Louisville, Kentucky 40202 - (502) 583-9587 « FAX (502) 587-8024
WEB Site: WW%‘V.rps»-cpa.com



Basis for Qualified Opinion

As more fully described in Note B to the combined financial statements, land and church buildings of $4,187,886
are recorded based upon insured values at January 1, 1989, In addition, church buildings are nof being depreciated
and any gains or losses on sales of church buildings are not refiected as net of accumulated depreciation. In our
opinion, accounting principles generally accepted in the United States of America require property to be stated at an
amount not in excess of cost and reduced by depreciation, as applicable, on such amount. The effects of that
departure on the financial statements have not been determined.

Qualified Opinion

In our opinion, except for the effects of not recording certain property at cost and depreciating the cost over the
estimated useful lives of the assets, and any gains or losses on sales of church buildings are not reflected net of
accumulated depreciation, the combined financial statements referred to above present fairly, in all material
respects, the financial position of the Diocese as of December 31, 2012 and 2011, and the changes in its net assets
and its cash flows for the vears then ended, in accordance with accounting principles generally accepted in the
United States of America.

Report on Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The
combining statements of financial position and combining statements of activities of the Dioccese (which
collectively nclude the operating fund, plant fund and capital funds, the last referred to as the Foundation), the
Bishop Dudley Trust and Housing Corp. and the statement of financia! position - Foundation and statement of
activities - Foundation (which follow and detail the capital funds of the Diocese which comprise them) are
presented for purposes of additional analysis and are not a required part of the basic financial statements. Such
information is the responsibility of management and was derived from and relates directly to the underlving
accounting and other records used to prepare the financial statements. The information has been subjected to the
auditing procedures applied i the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to prepare
the financial statements or to the financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, except for the effects of
not recording certain property at cost and depreciating the cost over the estimated usefu! life of the asset, and any
gains or losses on sales of church buildings are not refiected net of accumulated depreciation, as explained in the
sixth paragraph of this report, the information is fairly stated in all material respects in relation to the financial
statements as a whole,

R noras~—,

Louigville, Kentucky
August 16, 2013

' FPSsc

Richardson, Pennington & Skinner, PSC CERTIFIED PUBLIC ACCOUNTANTS



Trustees and Councii of the Protestant

Episceopal Diocese of Kentucky

Trustees of the Bishop Dudley Memorial

and 'Episoopal Hoeusing Corporation

Combmed Statements of Financial Position

December 31, 2012 and 2011

Assets

Cash and cash equivalents
Accounts receivable
Investrments (Note C)

Notes receivable (Note D)
Prepaid and other assets
Pledges receivable, net (Note E)

Funds held in trust by others (Note F}

Cash restricted for designated purposes

Property and equipment, net (Note G)
Total Assets

Liabilities and Net Assets

Liabilities

Accounts payable and accrued liabilities
Deferred revenue
Funds held for others (Note L)
Other liabilities
Total Liabilities

Net Assets

Unrestricied
Undesignated
Designated
Funds functioning as endowments
Total Unrestricted Net Assets

Temporarily restricted (Note M)
Permanently restricted (Note N)
Total Net Assets

Total Liabilities and WNet Assets

Richardson, Penningion & Skinner, PSC

2012 2011
$ 980,169 $ 337,558
130.618 90,977
8.262,152 7,964,937
380,428 425,752
100 2,606
7.031 7,431
3,720,394 3,447,155
454 495 453,486
7,487,506 7,712,349
§ 21,422,893 $ 20,442,251
$ 97,188 $ 45875
2,220 1,489
1.372,187 1,184,339
2,665 2,827
1,474,260 1,234,530
204.292 144,258
1,293,538 884,368
577,852 484,012
2,075,682 1,512,638
11,498,305 11,593,676
6,374,646 6,101,407
16,948,633 19,207,721
$ 21,422,893 $ 20,442,251

The accompanying notes are an integral pari of these combined financial statements.

CERTIHED PUBLIC ACCOUNTANTS
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Trustees and Council of the Protestant
Episcopal Diocese of Kentucky
Trustees of the Bishop Dudley Memorial
and Eptscopal Housing Corporation
Combined Statements of Cash Fiows
Years Ended December 31, 2012 and 201

Cash Flows from Operating Activities
Changes in net assets
Adjustments to reconcile changes in net assets
to cash used by operating activities
Depreciation
(Gain) loss on sale of property and equipment
Loss (gain) on sale of investments
Unrealized investment (gains)/losses
Decrease (increase) in value of perpetual trusts
Changes in:
Accounts receivabie
Prepaid and other assets
Pledges receivable, net
Accounts payable and accrued liabilities
Deferred revenue
Ofther liabilities
Funds held for others

Net Cash Provided (Used) by Operating Activities

Cash Flows from Investing Activities
Proceeds from sale of investments
Purchases of investments
Payments received on notes receivable
Issuance of notes receivable
(Increase) decrease in cash restricted for designated purposes
Interest and dividends reinvested
Proceeds from sale of property and equipment
Purchase of property and equipment

Net Cash Provided by Investing Activities

Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year

2012 2011
740,912 (158.442)
57,875 57,868
149,594 .
(112,539) (312,027)
(200,412) 34,448
(273,239 120,044
(39,641} 70,334
2,506 6,607
400 10,833
51,313 {4,105}
731 1,489
(162) (2.232)
187,848 15,390
565,186 (159,793)
1457672 3,719,574
(1,453,854) (3,645,650)
65,325 86,485
(20,000) (14,667)
(1,009) (58,066)
11,916 11,560
70,306 -
(52,931) (18,4573
77.425 80,779
642.611 (79,014}
337,558 416,572
980,169 337,558

The accompanying notes are an integral part of these combined financial statements.

Richardson, Pennington & Skinner, PSC 9
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Trustees and Council of the Protestant
Episcopal Diocese of Kentucky,
Trustees of the Bishop Dudley Memorial
And Episcopal Housing Corporation
Notes to Combined Financial Statements
December 31, 2012 and 2011

Note A — Nature of Organization

The Trustees and Council of the Protestant Diocese of Kentucky, established in 1829, is the administrative office
for the Episcopal churches in North Central and Western Kentucky. Along with administrative duties, the Diocese
offers many Christian programs, including youth and adult camps, mission development and other services.

The Trustees of the Bishop Dudley Memorial is a separately incorporated fund, with its own board of trustees
elected by the Convention. Earnings in investments held in this fund are used to support the Episcopate.

The Episcopal Housing Corporation is a non-profit, non-stock corporation providing elderly, handicapped and
disadvantaged persons with housing facilities and services specially designed to meet physical, social and
psychological needs.

Note B — Significant Accounting Policies

1. Basis of Presentation: The accompanying combined financial statements reflect the financial position and
activities of the Trustees and Council of the Protestant Episcopal Diocese of Kentucky and its wholly
owned subsidiary Episcopal Church Foundation of the Diocese of Kentucky (“the Foundation™), Trustees
of the Bishop Dudley Memorial and Episcopal Housing Corporation {collectively “the Diccese™) and are
presented on the accrual basis of accounting.

All inter and intra organization transactions have been eliminated in the accompanying combined financial
statements,

]

Use of Estimates: The preparation of financial statements in conformity with accounting principles
generallv aceepted in the United States of Amerlca requires management to make estimates and
assumptions that affect the amounts reported in the fmancial statements and accompanying notes. Actual
results could differ from those estimates,

3. Donor-Imposed Restrictions: The Diocése records and reports its assets, liabilities, net assets, revenues,
expenses, gains and losses, and other support based on the existence or absence of donor-imposed
restrictions.

The Diocese 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 time restriction
ends or purpose restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted net
assets and reported in the statement of activities as net assets released from restrictions. However, if a restriction is
fulfilied in the same time period in which the contribution is received, the Diocese reports the support as
unrestricied.  For the years ended December 31, 2012 and 2011, net assets released from temporary program
restriction due to satisifaction of donor restrictions was $633,476 and $593,396, respectively. Net assets released
from permanent restriction due to withdrawal of restrictions by the donor was $-0- and $5,000, respectively.

Richardson, Penningten & Skinner, PSC CERTIFIED PUBLIC ACCOUNTANTS



Trustees and Council of the Protestant

Episcopal Diocese of Kentucky,

Trustees of the Bishop Dudley Memorial

And Episcopal Housing Corporation
Notes to Combined Financial Statements (Continued)
December 31, 2012 and 2011

Note B — Significant Accounting Policies (Continued)

3. Donor-Imposed Restrictions {Continued): The Diocese reports gifts as unrestricted support unless explicit
donor stipulations specify how the donated assets must be used. Designated net assets are unrestricted but
have been designated by the appropriate governing authority for a particular purpose. Funds functioning as
endowments are net assets that have been designated by the appropriate governing authority as a Board-
designated endowment to be invested to provide income for a long-term, but unspecified purpose.

Permanently restricted net assets include those contributions and other inflows of assets whose use by the
Diocese is limited by donor-imposed stipulations that neither expire by passage of time nor can be fulfilied
or otherwise removed by actions of the Diocese.

4. Contributions:  All unconditional promises to give {(contributions) are considered to be available for
unrestricted use unless specifically restricted by the donor. Amounts received that are designated for future
periods or restricted by the donor for specific purposes are reported as temporarily restricted support.

Uncenditional promises fo give that are expected to be collected within one year are recorded at net
realizable fair value, which is unconditional promises to give that are expected to be collected in future
years, and are recorded at the present value of their estimated future cash flows. 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. Conditional promises to give
are not included as support until the conditions are substantially met.

5. Cash and Cash Eguivalents: The Diocese considers all cash accounts, which are not subject to withdrawal
restrictions or penalties, and all highly liquid debt instruments purchased with a maturity of three months or
less, not restricted for a designated purpose, to be cash equivalents. The Diocese typically maintains cash
on deposit at banks in excess of federally insured limits. Accordingly, at various times during the vears
ended December 31, 2012 and 2011, balances were vmsecured and uncollateralized.

6. Investments: Investments consist of debt securities and marketable equity securities and are stated at fair
value. Realized and unrealized hoiding gains and losses, determined using the average cost method, are
reflected in the accompanying statement of activities and changes in net assets. Donated securities are
recorded as coniributions at their estimated fair value at the date of the contribution. All investment
securities are subject fo the risks common to financial markets, inciuding interest rate risk, credit risk, and
overall market risk. Due to the Jevel of risk associated with all investments, it is at least reasonably
possible that changes in the values of investments will occur in the near term and that such changes could
materially affect the amounts reported in the accompanying consolidated statements of financial position.
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderty
transaction between market participants at the measurement date.

7. Cash restricted for Designated Purposes: Cash restricied for designated purposes represents cash and short
term securities restricted by the donor for future investment in property and equipment and for loans to
parishes, missions and clergy.

Richardson, Pennington & Skinner, PSC CERTIFIED PUBLIC ACCOUNTANTS



Trustees and Council of the Protestant

Episcopal Diocese of Kentucky,

Trustees of the Bishop Dudley Memorial

And Episcopal Housing Corporation
Notes to Combined Financial Statements (Continued)
December 31, 2012 and 2011

Note B ~ Significant Accounting Policies (Continued)

8. Property and Equipment: The Diocese capitalizes all expenditures for property and equipment in excess of
$500. At January 1, 1989, land and buildings were recorded based on insured values at January 1, 1989,
where original cost amounts were not determinable. All other land and buildings are recorded at cost, It is
the policy of the Diocese not to recognize depreciation on church buildings. In addition, sales of church
buiidings are not reflected net of accumulated depreciation as a result of not recording depreciation of
church buiidings.

Furniture, equipment and vehicles are stated at cost. Donated assets are recorded at estimated fair value on
the date of the gift. Depreciation of furniture, equipment and vehicles is provided using principally the
straight-line method over the expected useful lives of the assets ranging from 5 to 25 vears. Depreciation
expense was $57,875 and 357,868 for the vears ended December 31, 2012 and 2011, respectively.

9. Income Taxes: The Diocess is exempt from income taxes pursuant to Section 501(c) {3) of the Internal
Revenue Service Code under a group exemption for Episcopal Churches and Diocese in the United States.

Note C — Investments

Cost and fair vaiues of investment securities at December 31, 2012 and 2011 consist of the following:

2012 2011
Cost Fair Value Cost Far Value
Cash equuvalents $ 167426 NS 167426 % 185911 $ 185911
Mual fund equities L,157,702 1,227 348 1112440 1,061,898
Cormmon stock 3,637,182 5,108,288 3,815,604 5,225333
Fixed income maumual furds 460,502 469822 299185 266,013
Fped incone bonds 1,154,011 1,289 268 1.070401 1,195,782

§ 6576823 S BI262152

2

6.483.541 3 7064937

Note D — Notes Receivable

Notes receivable represent loans to parishes, missions and clergy at interest rates caleulated based on a formula in
the year the loan was made. Maturity dates of the notes range from May 2013 through December 2017,

Richardson, Pennisgton & Skinner, PSC CERTIFIED PUBLIC ACCOUNTANTS



Trustees and Council of the Protestant

Episcopal Diocese of Kentucky,

Trustees of the Bishop Dudley Memorial

And Episcopal Housing Corporation
Notes to Combined Financial Statements (Continued)
December 31, 2012 and 2011

Note E — Pledges Receivable
During 2002, the Diocese began a capital campaign to be used to build facilities at All Saints’ Center. As of
December 31, 2012, the Diocese has raised $2.1 million in contributed and pledged cash and property toward this

goal.

The present value of pledges receivable at December 31, 2012 and 2011 is as follows:

2012 2011
Gross pledges receivable $ 10,990 g 10.390
Less allowance for uncollectible pledges {3,959 {2,959
5 7031 ¥ 7A31

Gross pledges receivable at December 31, 2012 are expected to be collected according to the following schedule:

i ess than one vear $ 10,990
5 10,990

The Diocese receives contributions primarily from individuals in the community. The Diocese uses an allowance
for uncoliectible pledges based on a reasonable estimate of possible uncollectible pledges.

Note F — Funds Held in Trust by Others

The Diocese is a beneficiary of the Robert E. Brennan irrevocable Trust (“the Brennan Trust™). The Brennan Trust
15 neither in the possession nor under the control of the Diocese, buf is held and administered by an independent
trustee. The Diocese receives a portion of the income from the Brennan Trust. The Diocese has recorded its
beneficial interest in the Brennan Trust at the fair value of its proportionate share of the Breanan Trust assets.
During the years ended December 31, 2012 and 2011, the Diocese received $113,277 and $113,967, respectively,
from this Brennan Trust.

The Diocese is a beneficiary of the John L. Terry Charitable Remainder Trust (“the Terry Trust™}. The Terry Trust
is neither in the possession nor under the control of the Diocese, but is held and administered by an independent
trustee, The Diccese will receive a portion of the Terry Trust in fee simple upon the death of the last named
beneficiary. The Diocese has recorded its beneficial interest in the Terry Trust at the fair value of its proportionate
share of the Terry Trust assets less payments to be made to the remaining beneficiary.

The Brennan Trust and Terry Trust are held and administered by independent trustees. The investment and
distribution policies for these trusts are determined by the independent trustees, not the Diocese.

Richardson, Pennington & Skinner, PSC CERTIFIED PUBLIC ACCOUNTANTS



Trustees and Council of the Protestant

Episcopal Diocese of Kentucky,

Trustees of the Bishop Dudley Memorial

And Lpiscopal Housing Corporation
Notes to Combined Financial Statements (Continued)
December 31, 2012 and 2611

Note G —Property and Equipment

Property and equipment at December 31, 2012 and 2011 consists of the following:

2012 2011

TLand 5 4142713 b 414271
Buildings 6,879,959 7099859
Capital improverrents 550,494 517202
Office furniture and equipmert 361,258 341,619
Vehicles _ 23321 23320

Total Property and equipment 8229303 8395271
Accurmilated depreciation (741,797 (683.922)

"Total Property arkl equipernt, nct 5 7487506 & 7712349

Note H — Pension Plan

The Diocese participates in a multi-emplover defined benefit and contribution plan sponsored by the National
Church Pension Fund, The plan covers clergy and lay peopie on the payroll of the Diocese. Contributions made by
the Diocese are based on the participants® salaries at 18% for clergy and 9% for lav persons. Total contributions
during 2012 and 2011 amounted to $49,074 and $59,034 respectively.

Governmental regulations impose certain requirements relative to multi-employer plans, In the event of plan
termination or empiover withdrawal, an employer may be liable for a portion of the plan’s unfunded vested
benefits. At March 31, 2012, the audited financial statements of the National Church Pension Fund report no
unfunded vested benefits. The Diocese has not received information from the plans’ administrators to determine its
share of unfunded vested benefits, if any, at December 31, 2012. The Diocese does not anticipate withdrawal from
the plan, and the Diocese is not aware of any expected plan terminations.

Note I — Donated Materials, Facilities and Services

Denated materials and equipment are refiected as contributions in the accompanying combined statements at their
estimated values at the date of receipt. No amounts have been reflected in the statements for donated services in as
much as no objective basis is available 1o measure the vaiue of such services; however, a substantial number of
volunteers have donated significant amounts of time in the Diocese’s program services.

Richardson, Pennington & Skinner, PSC CERTIFIED PUBLIC ACCOUNTANTS



Trustees and Council of the Protestant

Episcopal Diocese of Kentucky,

Trustees of the Bishop Dudley Memorial

And Episcopal Housing Corporation
Notes to Combined Financial Statements (Continued)
December 31,2012 and 2011

Note J - Fair Value Measurement

The ASC established a fair value hierarchy that prioritizes observable and unobservable inputs used to measure fair
value into three broad levels. These levels, in order of highest to lowest priority are described below.
Level 1 — Quoted prices (unadjusted) in active markets that are accessible at the measurement date for
identical assets or iiabilities.
Level 2 — Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities;
quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data.
Level 3 — Unobservable inputs that are supported by little or no market activity and are significant to the
fair value of the assets or Habilities. Level 3 includes values determined using pricing models, discounted
cash flow methodologies, or similar techmques reflecting the Diocese’s own assumptions.

The methods described above may produce a fair value calculation that may be indicative of net realizable value or
reflective of future fair values. Furthermore, while the Diocese believes its valuation methods are appropriate and
consistent with other market participants, the use of different methodologies or assumptions to determine the fair
value of certain financial instruments could result in a different fair value measurement af the reporting date.
The foliowing is a description of the valuation methodologies used for the assets and liabilities measured at fair
value. There have been no changes in the methodologies used to determine fair vaive at December 31, 2012 and
2011,

e Mutual Fund Equities: Valued at the net asset vajue of the shares held at year-end.

e Common Stock: Valued at the quoted market price of the shares held at year-end.

¢ Fixed Income Mutual Funds and Bonds: Valued at guoted prices for similar assets in active markets.

The foliowing tables sets forth by level, within the fair value hierarchy, the Diocese’s assets at fair value as of
December 31, 2012:

T »Ta%in]
(S}

Investimeris at Fair Value as of Decerrber 31, 2012

Lewvel 1 Level 2 TLevel 3 Toxal

Cash and Cash Equivalents g 167426 % - S - b 167426
Mutual Fond Eouities 1227349 - - 1,227,349
Comnon Stock 5,108,287 - - 5,108,287
Foed Incorre Mictual Furkds 4609 822 - - 469,822
Fixed Incomre Bods 128G 268 - - 1,289,268

$ 822152 % - 3 - 5 8.262,152

Funds Held in Trust by Others at Fair Vahe as of Decervber 31, 2012

Tevel 1 Fevel 2 Level 3 Tatal
Beneficial interest m charitable rusts  $ - % 37203 5 - 3 3,720,394
5 - $  3.7203%4 5. - 5 3,7203594
Richardson, Pennington & Skinner, PSC CERTIFIED PUBLIC ACCOUNTANTS
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Neotes to Combined Financial Statements (Continued)
December 31,2012 and 2611

Note J — Fair Value Measurement (Continued)

Investirernts at Far Value as of Decermber 31, 2011

Level 1 Level 2 Level 3 Toxal
Cash Eqpivalents 5 185911 $ - % - $ 185911
Mutual Fund Equities 1.061,898 1,061,808
Corrren Stock 5225333 - - 5,225.333
Fixed Income Mutual Funds 296,013 - - 266,013
Fixed Incomre Bonds 1,195,782 - - 1195782
$ 7964937 % - % - $ 7964937

Funds Held in Trust by Others at Fair Value as of Decemmber 31, 2013

Level 1 Level2 Level 3 Total
Bereficial interest in charitable rusts § - § 3447155 5 - $ 3447155
5 - % 34473155 & - $ 3447155

Note K — Endowments

The Diocese’s endowment consists of 8 individual funds established for a variety of purposes. Iis endowment
includes both donor-restricted endowment funds and funds designated by the Board of Directors to function as
endowments. As required by generally accepted accounting principles, net assets assoctated with endowment
funds, including funds designated by the Board of Directors to function as endowments, are classified and reported

S ) : PR S ~ tas prdmey by o

based on the existence or absence of donor-imposed restrictions.

In August 2008, the FASB issued ASC 958-205-45-28, Classification of Donor-Restricted Endowment Funds
Subject 10 an Enacted Version of the Uniform Pruden: Managemeni of Institutional Funds Aci.  This
pronouncement provides guidance on the net asset classification of donor-restricted endowment funds for a not-for-
profit organization that is subject t0 an enacted version of the Uniform Prudent Management of Institutional Funds
Act of 2006 (UPMIFA). The pronouncement also improves disclosures about an organization’s endowment funds

(both donor restricted endowment funds and board designated endowment funds) whether or not the organization is
subject to UPMIFA.

The Diocese has interpreted the UPMIFA as requiring the preservation of the fair value of the original gift as of the
gift date of donor-restricted endowment funds absent explicit donor stipulations to the contrary. As a result of this
interpretation, the Diocese classifies as permanently restricted net assets (1) the original value of gifts donated to
the permanent endowment, (2) the original value of subsequent gifts to the permanent endowment, and (3)
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 doner-restricted
endowment fund that is not classified in permanently resiricted net assets is classified as temporarily restricted net

Richardson, Pennington & Skinner, PSC CERTIFIED PUBLIC AGCOUNTANTS



Trustees and Council of the Protestant

Episcopal Diocese of Kentucky,

Trustees of the Bishop Dudiey Memorial

And Episcopal Housing Corporation
Notes to Combined Financial Statements (Continued)
December 31, 2012 and 2011

Note K — Endowments (Continued)

assets until those amounts are appropriated for expenditure by the Diccese in a manner consistent with the standard
of prudence prescribed by UPMIFA. In accordance with UPMIFA, the Diocese considers the following factors in
making a determination to appropriate or accumuiate donor-restricted endowment funds: (1) the duration and
preservation of the various funds, (2) the purposes of the donor-restricted endowment funds, (3) general economic
conditions, (4) the possible effect of inflation and deflation, (5} the expected total return from income and the
appreciation of investments, (6) other resources of the Diocese, and {7) the Diocese’s investment policies.

The Diocese 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. Under this policy, as approved by the Board, the equity portion of the endowment
assets are invested in a manner that is infended to produce results that exceed the price and yield results of the S&P
500 index while assuming a moderate level of investment risk. The Diocese expects its endowment funds, over
time, to provide an annual rate of return of approximately 5% - 6%. Actual results in any given year may vary from
this amount.

To satisfy its long-term rate-of-return objective, the Diocese relies on a total return strategy in which investment
returns are achieved through both capital appreciation and current vield. The Diocese targets diversified assets
atlocations that place a greater emphasis on equity-based investments to achieve its long-term objective within
prudent risk constraints.

The Diocese has a policy of distribution each vear a percentage of its endowment funds® average fair value over the
prior twelve quarters in which the distribution is pianned. The percentage distributed is: 6.0% in 2009, 5.5% in
2010, 4.5% in 2011 and moving down 4% each year until 2011, when the maximum percentage shall be 5%. In
establishing this policy, the Diocese considered the long-term expected return on its endowment and its objective to
maintain the purchasing power of the endowment assets held in perpetuity as well as additional growth through new
gifts and investment return. The value of net assets for this fund that are board designated unrestricted funds
functioning as endowments as of December 31, 2012 and 2011 1s $162,959 and $147,704, respectively.

Noie L — Funds Held for Others

The Diocese maintains a Commingled Fund that invests funds received by the Diocese by gift that have specific
designations for use of the income and principal, Certain congregations have also deposited assets in this fund to
gain the benefit of professional money management. The receipt and distribution of investment earnings on other
congregations’ investments are excluded from the Diocese’s statement of activities. The fair value of funds held for
cthers as of December 31, 2012 and 2011 s $1,372,187 and $1,184,339, respectively.

Richardson, Pennington & Skinner, $5C CERTIFIED PUBLIC ACCOUNTANTS
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Episcopal Diocese of Kentucky,
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Notes to Combined Financial Statements (Continued)
December 31, 2012 and 2011

Note M — Temporarily Restricted Net Asseis
Temporarily restricted net assets are reported in the accompanying combined financial statements as required by the

donor. The net assets are available for use by the Diocese as outhined in the donor’s restrictions. Restrictions range
from meeting the needs of operating expenses to religious training to capital improvements.

2012 2011

Advance Fund $ 13,083 5 13,083
Breman Lecture Fund 56,973 54,884
Brennan Theological Fund 57386 56,022
Capital Campaign Fund - 16
Commingled Fund 965,687 923,924
Forward Fund 267,525 214,487
Kohler Farnily Fund 63,612 48,893
Edith Parker Fund 220,919 247,059
Marmion Revolving Fund 1,671,785 1,644,112
Operating Fund 72,509 81,041
Plant Fund 6,679,076 6,978,264
Trustees of Bishop Dudiey Memorial 1,429,750 1,329,379
Episcopal Housing Corporation - 2512

$ 11,498,305 $ 11,593,676

Note N — Permanently Restricted Net Assets

Permanently restricied net assets are investments in perpetuity, the income from which is expendable to support the
programs of the Diocese. Except with regard to the Diocese’s beneficial interest in the Brennan Theological Fund
and the Terry Trust (see Note F), permanently restricted net assets stated at their statutorily determined historic
daollar vaive at December 31, 2012 and 2011 consist of the following:

2012 2011

Trustees of the Bishop Dudiey Mermorial $ 2,000,000 $ 2,000,000
Terry Trust (Advarnce Furkd) FO0,019 683,705
Brerman Theological Furxd 3,011,375 2,763,450
Comeningled Fund 280,909 280,900
Forward Fund 206,823 206,823
Kohler Family Fund 166520 166,520

5 6,374,646 $ 6,101 407

Richardson, Penpington & Skinner, PSC CERTIFIED PUBLIC ACCOUNTANTS
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Episcopal Diocese of Kentucky,

Trustees of the Bishop Dudley Memorial

And Episcopal Housing Corporation
Notes to Combined Financial Statements {Continued)
December 31,2012 and 2011

Note O — Functional Expense Classification

The Diocese’s expenses by functional classification for the years ended December 31, 2012 and 2011 are as
foliows:

2012 2011
Program service £ 1,248 851 5 1,227,426
Managemernt and general 618015 684,040
$ 1,866,866 3 1,911,466

Note P — Lease Commitment

On February 12, 1998, the Diocese entered into a lease agreement with the Bishop, Dean and Chapter of Christ
Church Cathedral for certain office facilities located within the property at 425 South Second Street. On November
1, 2008, the Diocese extended the lease until November 1, 2013, Rent expense for the vears ended December 31,
2012 and 2011 was $45,146 and $45,146, respectively.

At December 31, 2012, aggregate future minimum rental payments required under the non-cancelable operating
lease are as follows:

Year Ending

December 31, Amount
2013 § 37.620
$ 37,620

Note O — Subseguent Events

The Diocese has evaluated subsequent events through August 16, 2013, the date which the financial statements
were availabie 10 be issued.

Note R — Accounting for Uncertain Tax Positions

The Diocese adopted the accounting standard regarding the “Accounting for Uncertain Tax Positions.” This
standard provides detailed guidance for financial statement recognition, measurement, and disclosure of uncertain
tax positions recognized in the Diocese’s financial statements. It requires an entity to recognize the financial
statement benefit of tax position when it is more likely than not that the position will be sustained upon
examination., With few exceptions, the Diocess is no longer subject to U.S. federal, state or local tax examinations
by tax authorities for years before 2008, The adoption of this standard had no material effect on the Diccese’s
financial position, results of operations, or cash flow.

Richardson, Penningion & Skinner, PSC CERTIFIED PUBLIC ACCOUNTANTS
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