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Independent Auditor’s Report

Finance Council and Management
The Administrative Offices of the

Catholic Diocese of Evansville

(Chancery and Certain Diocesan Operations)
Evansville, Indiana

We have audited the accompanying financial statements of The Administrative Offices of the
Catholic Diocese of Evansville (Chancery and Certain Diocesan Operations), which comprise the
statements of financial position as of June 30, 2017 and 2016, and the related statements of activities
and cash flows for the years then ended and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

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

Praxity;
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Basis for Qualified Opinion

Asdiscussed in Notes 1 and 5, The Administrative Offices of the Catholic Diocese of Evansville
(Chancery and Certain Diocesan Operations) expenses fixed asset additions and capital
improvements. Additionally, as discussed in Note 9, The Administrative Offices of the Catholic
Diocese of Evansville (Chancery and Certain Diocesan Operations) has not recorded aliability for its
commitment to pay for clergy medical expenses that it provides after retirement. The practice of both
of these, in our opinion, is not in accordance with accounting principles generally accepted in the
United States of America. The effects on the financial statements of the af orementioned practices
cannot be reasonably obtained.

Qualified Opinion

In our opinion, except for the effects of the matters described in the Basis for Qualified Opinion
paragraph, the financial statements referred to above present fairly, in all material respects, the
financial position of The Administrative Offices of the Catholic Diocese of Evansville (Chancery and
Certain Diocesan Operations) as of June 30, 2017 and 2016, and the changes in its net assets and its
cash flows for the years then ended in accordance with accounting principles generally accepted in
the United States of America

Emphasis of Matter

Asdiscussed in Note 1, certain operations of The Administrative Offices of the Catholic Diocese of
Evansville (Chancery and Certain Diocesan Operations) are not included in these financial
statements.

Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the financial statements asa
whole. The accompanying supplementary information listed in the table of contentsis presented for
purposes of additional analysis and is not arequired part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The information
has been subjected to the auditing procedures applied in 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, the information isfairly stated in
all material respectsin relation to the financial statements asawhole.

BED L

Evansville, Indiana
March 13, 2018



The Administrative Offices of the
Catholic Diocese of Evansville
(Chancery and Certain Diocesan Operations)
Statements of Financial Position
June 30, 2017 and 2016

Assets
2017 2016
Cash $ 11,332,717 $ 8,554,405
Receivables
Stewards of God's Grace contributions receivable, net 6,269,776 -
Loans — parishes and ingtitutions, net of allowance;

2017 — $0; 2016 — $17,651 1,227,435 1,909,790
Interest receivable 28,547 28,924
Catholic Parishes Campaign 5,312,838 2,602,923
Services, net of alowance; 2017 — $103,266;

2016 — $86,147 479,208 323,119
Other Diocesan operations 19,127 16,719
Insurance receivable 1,000 102,529
Other — parishes and institutions, net of allowance;

2017 — $59,308; 2016 — $50,353 470,600 372,785

13,808,531 5,356,789
Investments 31,674,094 25,396,420
Beneficial interestsin Foundation 3,126,739 2,810,432
Prepaid expenses and other assets 1,159,779 1,138,226
Total assets $ 61,101,860 $ 43,256,272
Liabilities and Net Assets (Deficit)
Liabilities
Accounts payable $ 22,992 $ 363,722
Dueto related parties, net 1,834,912 -
Other accrued expenses 1,064,707 1,239,484
Unearned service revenue 6,010,804 5,975,160
Deposits held for parishes and other Diocesan operations 25,168,523 22,693,327
Accrued interest 12,351 11,294
Accrued pension liability 31,763,725 33,649,575
Payables to named beneficiaries - 366,107
Other liabilities 190,530 213,583
Total liabilities 66,068,544 64,512,252
Net Assets (Deficit)

Unrestricted
Undesignated (31,057,930) (34,321,254)
Designated 11,151,569 8,134,548
(19,906,361) (26,186,706)
Temporarily restricted 10,588,917 923,502
Permanently restricted 4,350,760 4,007,224
Total net deficit (4,966,684) (21,255,980)
Total liabilities and net deficit $ 61,101,860 $ 43,256,272

See Notes to Financial Statements 3



The Administrative Offices of the
Catholic Diocese of Evansville
(Chancery and Certain Diocesan Operations)
Statements of Activities
Years Ended June 30, 2017 and 2016

2017
Temporarily  Permanently
Unrestricted Restricted Restricted Total
Revenues, Gains (L osses) and Other Support
Catholic community support $ 5972289 $ 22613 % 178206 $ 6,173,108
Stewards of God's Grace contributions - 10,158,896 27,229 10,186,125
Insurance and medical fees 13,343,598 - - 13,343,598
Service fees 283,680 - - 283,680
Net investment return 2,562,622 42,721 - 2,605,343
Change in beneficia interests in Foundation - - 138,101 138,101
Distributions from Foundation and other 162,971 - - 162,971
Net assets released from restrictions 549,822 (549,822) - -
Total revenues, gains (losses) and
other support 22,874,982 9,674,408 343,536 32,892,926
Expenses
Adult formation 208,393 - - 208,393
Catholic Center and other operations 762,426 - - 762,426
Chancery 614,400 - - 614,400
Development 26,336 - - 26,336
Education 389,460 - - 389,460
Contribution — Catholic Education Foundation - - - -
Insurance and medical programs 11,301,561 - - 11,301,561
Spanish speaking ministry 218,567 - - 218,567
Ministry to priests 44,188 - - 44,188
Newspaper and communications 357,938 - - 357,938
Office of Worship 93,311 - - 93,311
Subsidies 581,836 - - 581,836
Tribunal 159,363 - - 159,363
Vocation office 415,786 - - 415,786
Safe Environment 10,817 - - 10,817
Y outh ministries, including Newman Centers 265,923 - - 265,923
Capital improvements 4,060 - - 4,060
Fundraising 494,036 - - 494,036
Beneficiary payables distributions and
changesin accrual - 8,993 - 8,993
Bad debt expenses (recoveries) 26,074 - - 26,074
Total program services 15,974,475 8,993 - 15,983,468
Management and general, including
lay retirement 4,093,542 - - 4,093,542
Total expenses 20,068,017 8,993 - 20,077,010
Changein Net Assets (Deficit) From
Operating and Investing Activities 2,806,965 9,665,415 343,536 12,815,916
Changein Minimum Pension Liability 3,473,380 - - 3,473,380
Changein Net Assets 6,280,345 9,665,415 343,536 16,289,296
Net Assets (Deficit), Beginning of Year (26,186,706) 923,502 4,007,224 (21,255,980)
Net Assets (Deficit), End of Year $ (19,906,361) $ 10588917 $ 4,350,760 $ (4,966,684)

See Notes to Financial Statements



2016

Temporarily

Permanently

Unrestricted Restricted Restricted Total
$ 5966074 $ 11699 $ 23138 $ 6,000,911
12,900,589 - - 12,900,589
323,682 - - 323,682
71,175 (72,274) - (1,099)
- - (233,202) (233,202)
115,461 - - 115,461
542,952 (542,952) - -
19,919,933 (603,527) (210,064) 19,106,342
194,551 - - 194,551
859,028 - - 859,028
596,993 - - 596,993
49,548 - - 49,548
871,009 - - 871,009
4,688 - - 4,688
10,752,423 - - 10,752,423
280,922 - - 280,922
30,416 - - 30,416
368,122 - - 368,122
95,710 - - 95,710
584,562 - - 584,562
160,887 - - 160,887
384,211 - - 384,211
23,830 - - 23,830
218,140 - - 218,140
65,035 - - 65,035
- 172,906 - 172,906
(347,386) - - (347,386)
15,192,689 172,906 - 15,365,595
2,951,455 - - 2,951,455
18,144,144 172,906 - 18,317,050
1,775,789 (776,433) (210,064) 789,292
(9,810,851) - - (9,810,851)
(8,035,062) (776,433) (210,064) (9,021,559)
(18,151,644) 1,699,935 4,217,288 (12,234,421)
$ (26,186,706) $ 923502 $ 4,007,224 $ (21,255,980)




The Administrative Offices of the

Catholic Diocese of Evansville
(Chancery and Certain Diocesan Operations)

Statements of Cash Flows

Years Ended June 30, 2017 and 2016

2017 2016
Operating Activities
Change in net assets $ 16,289,296 $ (9,021,559)
Items not requiring (providing) operating activities cash flows
Net realized and unrealized (gains) losses on investments (2,458,238) 14,128
Net investment return on beneficial interests in Foundation (138,101) 233,202
Contribution of beneficial interest to Foundation
on behalf of the Diocese (156,823) -
Contributions restricted for long-term investment (19,847) -
Imputed interest recognized on interest-free loan (17,651) (3,424)
Provision (recovery) for bad debt 26,074 (347,386)
Change in minimum pension liability (3,473,380) 9,810,851
Changesin
Receivables, other than loans (2,890,395) 1,081,349
Contributions receivable (6,269,776) -
Prepaid expenses and other assets (21,553) (3,621)
Accounts payable (340,730) 348,497
Dueto related parties 1,834,912 -
Payables to named beneficiaries (366,107) (337,741)
Contribution liability — Catholic Education Foundation - (195,312)
Accrued expenses and other liabilities 1,390,757 898,425
Unearned service revenue — Catholic Parishes Campaign 35,644 39,999
Net cash provided by operating activities 3,424,082 2,517,408
Investing Activities
Purchases of investments (16,036,978) (16,468,562)
Proceeds from disposition of investments 12,217,542 14,711,769
Contributions to beneficial interestsin Foundation (21,383) (23,138)
Repayments from loans to parishes and institutions 700,006 1,026,195
Issuance of loans to parishes and institutions - (141,147)
Net cash used in investing activities (3,140,813) (894,883)
Financing Activities
Proceeds from deposits held for parishes and ingtitutions 6,268,145 2,685,003
Payments on deposits held for parishes and institutions (3,792,949) (2,632,223)
Proceeds from contributions restricted for endowment
and long-term purposes
Investment in priests 8,395 -
Investment in seminarians 7,401 -
Investment in other endowments 4,051 -
Net cash provided by financing activities 2,495,043 52,780
Increasein Cash 2,778,312 1,675,305
Cash, Beginning of Year 8,554,405 6,879,100
Cash, End ot Year $ 11,332,717 $ 8,554,405
Supplemental Cash Flows I nformation
Interest paid to parishes and ingtitutions $ 437,497 $ 405,141

See Notes to Financial Statements



The Administrative Offices of the

Catholic Diocese of Evansville
(Chancery and Certain Diocesan Operations)
Notes to Financial Statements
June 30, 2017 and 2016

Note 1. Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

The Administrative Offices of the Catholic Diocese of Evansville (Chancery and Certain Diocesan
Operations) (Diocese) is a not-for-profit organization the mission and principal activity of whichis
to provide administrative services to the parishes and various other institutions and operations
within the Diocese of Southwestern Indiana. The primary sources of revenue for the Diocese are:
(1) fees from Diocesan operations for Diocesan-wide programs sponsored and/or administered by
The Administrative Offices, including property and liability insurance, clergy medical and lay
medical, (2) investment income, (3) amounts received from the Catholic Parishes Campaign
(Campaign) and (4) other bequests and donations.

Fees for Diocesan-wide programs are accrued each month. Each entity is billed based on the
number of covered participants in the case of the medical plans and on physical property in the case
of the property and liability insurance.

Use of Estimates

The preparation of financia statementsin conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported 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, expenses,
gains, losses and other changes in net assets during the reporting period. Actual results could differ
from those estimates.

Description of Chancery and Certain Diocesan Operations

Thefinancia statements include the accounts of the following operations of the Diocese of
Evansville, which are under the supervision of the Bishop of Evansville:

Chancery offices operations Newspaper/communications
Catholic Center operations Office of Worship

Adult formation Vocation office
Administrative support Ministry to priests

Various other operations Devel opment

Y outh ministry Treasury office operations
Education

All significant transactions and account bal ances between operations included in the financial
statements have been eliminated.



The Administrative Offices of the

Catholic Diocese of Evansville
(Chancery and Certain Diocesan Operations)
Notes to Financial Statements
June 30, 2017 and 2016

The financia statements do not include operations of the parishes, schools and certain other
Diocesan operations, including subsidized operations and certain Diocesan-related foundations.
Under canon law, these operations operate, in many ways, autonomously. Additionally, many of
the operations do not have formalized accounting and record keeping that would allow them to be
combined in a cost efficient manner.

Cash

The Diocese considers al liquid investments with original maturities of three months or lessto be
cash equivalents. At June 30, 2017 and 2016, the Diocese had no cash equivalents.

At June 30, 2017, the Diocese’ s cash accounts exceeded federally insured limits by approximately
$11,352,000.

Receivables

Receivables are stated at amounts billed to others (primarily related parties), plus any accrued or
unpaid interest. The Diocese provides an allowance for doubtful accounts, which is based upon a
review of outstanding receivables, historical collection information and existing economic
conditions. Delinquent receivables expected to be uncollected have been written off. Catholic
Parishes Campaign receivables are unrestricted and due within one year.

Contributions Receivable and Amounts Due to Related Parties

During 2017, the Diocese received certain contributions as a part of the Stewards of God's Grace:
Providing for the Needs of the Church in Southwest Indiana campaign (SOGG). These
contribution receivables are recorded as either temporarily restricted or permanently restricted
revenues based on the intent of the donor. The amounts were recorded at fair value, which
represents the gross contribution, less allowances for an estimate of amounts that may be
uncollectible and a discount based on a risk-adjusted interest rate applicable to the year in which
the contribution was made.

In conjunction with administering the SOGG campaign, the Diocese receives campaign payments
directly from donors. Unless otherwise specified by the donor, the original pledge agreements
provide that 50% of contributions up to the respective organization’s goal are due directly to the
parishes and other institutions named in the campaign pledge agreements. Donations between
101% and 125% of the organization’s goa will be allocated 80/20 to the respective
organization/Diocese. Donations exceeding 125% of the organization’s goal will be allocated
entirely to the respective organization. The amounts due directly to the parishes and other
institutions do not represent revenue to the Diocese; therefore, the Diocese records amounts due to
related parties for cash received on behalf of the parishes and other institutions not yet distributed.



The Administrative Offices of the

Catholic Diocese of Evansville
(Chancery and Certain Diocesan Operations)
Notes to Financial Statements
June 30, 2017 and 2016

Investments and Investment Return

Investments in equity securities having readily determinable fair values and all debt securities are
carried at fair value. Other investments are valued at the lower of cost (or fair value at time of
donation, if acquired by contribution) or fair value. Investment return includes dividend, interest
and other investment income, realized and unrealized gains and losses on investments carried at
fair value and realized gains and |osses on other investments.

Investment return that isinitially restricted by donor stipulation and for which the restriction will
be satisfied in the same year isincluded in unrestricted net assets. Other investment returnis
reflected in the statements of activities as unrestricted, temporarily restricted or permanently
restricted based upon the existence and nature of any donor or legally imposed restrictions.

The Diocese maintains pooled investment accounts for its endowments. Investment income and
realized and unrealized gains and losses from securities in the pooled investment accounts are
allocated monthly to the individual endowments based on the relationship of the fair value of the
interest of each endowment to the total fair value of the pooled investments accounts, as adjusted
for additions to or deductions from those accounts.

Property and Equipment

Fixed asset additions and capital improvements are expensed when purchased rather than
capitalized and depreciated over their estimated useful lives. Accordingly, no depreciation expense
isrecognized by the Diocese. This practiceis not in accordance with accounting principles
generally accepted in the United States of America

Payables to Named Beneficiaries

The Diocese was the recipient of certain gifts that require future payments to the donors' named
beneficiaries. The assets received from the donors are recorded at fair value within segregated
funds held by the Diocese. The Diocese has recorded aliability at June 30, 2017 and 2016, of $0
and $366,107, respectively, which represents the fair value of the assets held in the funds and the
present value of the future obligations. For one of the gift instruments, the income is required to be
distributed not less than annually in perpetuity. The Diocese is also authorized to distribute a
portion of the original gift, as it deems appropriate to benefit the recipients, which are not-for-profit
entities. Distributions, however, may not cause the fair value of the assets of the funds to go below
the original values of the assets at date of contribution. For the other gift, the principal only is
required to be distributed to certain organizations for designated programs.

For one of the gift instruments, upon the death of the donor, which occurred during fiscal year
2010, the Diocese has the right to terminate the funds and transfer all remaining assets to the
Catholic Foundation of Southwestern Indianato be added to and administered by the Foundation



The Administrative Offices of the

Catholic Diocese of Evansville
(Chancery and Certain Diocesan Operations)
Notes to Financial Statements
June 30, 2017 and 2016

for the benefit of the donor’s named beneficiaries without restrictions, within the original
agreement, but in accordance with the Foundation’s endowment policies. As of June 30, 2017, the
Diocese has distributed all the funds of this gift instrument.

Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets are those whose use by the Diocese has been limited by donorsto
a specific time period or purpose. Permanently restricted net assets have been restricted by donors
to be maintained by the Diocese in perpetuity.

Contributions

Gifts of cash and other assets received without donor stipulations are reported as unrestricted
revenue and net assets. Gifts received with adonor stipulation that limits their use are reported as
temporarily or permanently restricted revenue and net assets. When a donor-stipulated time
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. Gifts having donor stipulations that are satisfied in the period the gift is
received are reported as unrestricted revenue and net assets.

In-Kind Contributions

In addition to receiving cash contributions, the Diocese receives in-kind contributions from various
donors, which may consist of supplies or long-lived assets, such as equipment. It isthe policy of
the Diocese to record the estimated fair value of certain in-kind donations as an expensein its
financial statements and similarly increase unrestricted revenue by alike amount, unless explicit
donor stipulations specify how such assets are to be used, in which case, they are reported as
temporarily or permanently restricted revenue. For the years ended June 30, 2017 and 2016, these
contributions were minimal and, therefore, no amounts have been reflected in the financial
statements for in-kind contributions.

Contributed Services

Contributions of services are recognized as revenue at their estimated fair values only when the
services received create or enhance nonfinancial assets or require specialized skills possessed by
the individual s providing the service and the service would typically need to be purchased if not
donated. Contributions of services also include services received from personnel of an affiliate.
The Diocese pays for most services requiring specific expertise; therefore, no amounts have been
reflected in the financial statements for donated services.



The Administrative Offices of the
Catholic Diocese of Evansville
(Chancery and Certain Diocesan Operations)
Notes to Financial Statements
June 30, 2017 and 2016

Unearned Service Revenue

The Catholic Parishes Campaign is the method used to fund the annual assessment on each parish,
which occursin the spring. The funds are used for the operations of the Chancery, Diocesan
programs and other Diocesan operations for the succeeding fiscal year. The Campaign funds of
$5,984,949 and $5,944,305 are included within unearned service revenue in the financia
statements at June 30, 2017 and 2016, respectively. Additionally, the Diocese recognizes other
revenues as unearned relating to other religious education programs and cathedral renovations.

Income Taxes
The Diocese is exempt from income taxes under Section 501 of the Internal Revenue Code and a

similar provision of state law. However, the Diocese is subject to federal income tax on any
unrelated business taxable income.

Functional Allocation of Expenses

The costs of supporting the various programs and other activities have been summarized on a
functional basisin the statements of activities. Certain costs have been allocated among the
program, management and general, and fundraising categories based on actual direct expenditures.

Note 2: Contributions Receivable

Contributions receivable at June 30, 2017, consisted of the following:

2017
Temporarily Permanently
Restricted Restricted Total
Due within one year $ 2,871,039 $ 6,342 $ 2,877,381
Duein oneto five years 3,927,078 8,251 3,935,329
6,798,117 14,593 6,812,710
Less
Allowance for uncollectible
contributions 339,906 730 340,636
Unamortized discount 201,870 428 202,298

$ 6,256,341 $ 13,435 $ 6,269,776

The discount rate utilized was 2.35% for 2017. There were no contributions receivabl e associ ated
with the SOGG campaign at June 30, 2016.

10



The Administrative Offices of the
Catholic Diocese of Evansville
(Chancery and Certain Diocesan Operations)
Notes to Financial Statements
June 30, 2017 and 2016

Contributions receivable designated for specific purposes and with time restrictions at June 30,
2017, were as follows:

2017
Stewards of God's Grace campaign, undesignated (1) $ 5,844,216
Diocesan segment 258,350
Priests 4,400
Seminarians 1,810
Socia outreach 4,512
Schools 285
Catechesis 285
Endowments 2,256
Parishes 153,662

$ 6,269,776

(1) The SOGG campaign isintended to support seminarians and priests, Catholic education and
faith formation, socia outreach, facility improvements, campaign costs and parishes.

Note 3: Investments and Investment Return

Investments at June 30, 2017 and 2016, consisted of the following:

2017 2016

Money market mutual funds $ 1,612,467 $ 1,040,956
Cash equivalents - 17
Certificates of deposit 1,014,805 865,024
U.S. Government securities 215,805 93,774
Corporate debt securities 264,178 373,610
U.S. Treasury securities 1,423,171 2,218,720
Common stocks 127,815 132,264
Mutual funds

International 5,336,446 4,350,041

Small cap 2,240,452 1,719,643

Short-term 4,225,609 3,159,505

Intermediate-term 8,143,845 6,143,097

Large growth 7,069,501 5,299,769

$ 31,674,094 $ 25,396,420

11



The Administrative Offices of the

Catholic Diocese of Evansville
(Chancery and Certain Diocesan Operations)
Notes to Financial Statements
June 30, 2017 and 2016

Total investment return for the years ended June 30, 2017 and 2016, is comprised of the following:

2017 2016
Interest and dividend income $ 104435 $ 85,363
Net realized and unrealized gains (losses) on
investments reported at fair value 2,458,238 (14,128)
Other changes 42,670 (72,334)

$ 2,605,343 $  (1,099)

Note 4: Beneficial Interests in the Catholic Foundation of Southwest Indiana
(Foundation)

The Diocese has transferred assets to the Foundation and retained a beneficial interest in those
assets. The Diocese isto receive earnings as determined by the Foundation board annually, but
none of the principal. The Diocese named itself as beneficiary of al future earnings. The
cumulative amount of retained beneficial interestsincluded in the statements of financial position
was $3,126,739 and $2,810,432 at June 30, 2017 and 2016, respectively.

Note 5: Property and Equipment

The Diocese owns properties that were purchased, constructed or donated. Asisacommon
practice with religious organizations, these properties are not recorded in the financial statements.
The Diocese believes many of these properties are single use, religious facilities with limited value,
except to the Catholic community, and the cost related to these facilities is more a measure of
contributions and general architectural styles at the time of construction, which may be
significantly different from current styles or trends.

The replacement value of the buildings and equipment of all Diocesan operations for insurance
purposes at June 30, 2017 and 2016, was approximately $665,000,000 and $641,000,000,
respectively, of which approximately $11,573,000 and $11,538,000 as of June 30, 2017 and 2016,
respectively, was attributable to properties of operations included in these financial statements.

Financial Accounting Standards Board (FASB) guidance requires capitalization of land, buildings
and equipment and recognition of depreciation expense thereon. The Diocese currently does not
intend to adopt this particular FASB guidancein its financial reporting and no attempt has been
made by management to determine the impact of not adopting this standard.

12



The Administrative Offices of the

Catholic Diocese of Evansville
(Chancery and Certain Diocesan Operations)
Notes to Financial Statements
June 30, 2017 and 2016

Note 6: Loans and Deposits — Related Parties

The Administrative Offices operate a centralized financing program. Diocesan operations remit
funds in excess of immediate operating needs to the Diocese throughout the year. Other Diocesan
operations may borrow from the fund at rates below the prevailing commercial rates (5% for fiscal
periods 2017 and 2016) for operational needs or construction projects. This program gives
operations with excess funds the opportunity to assist other operations. Interest ispaid on funds on
deposit at 1.75% for fiscal years 2017 and 2016. Theinterest rate differential covers administrative
costs. The deposits are payable on demand. The loans are payable based upon the terms of the
note agreements, which typically range from on demand to seven years from substantial

completion of the financed project. One loan has been extended beyond its original due date to be
amortized on a straight-line method over 15 years.

The loans outstanding and deposits on hand from operations at June 30, 2017 and 2016, are
summarized below:

2017 2016
Loans Deposits Loans Deposits
Parishes $ 1,072,842 $ 19,827,717 $ 1,707,159 $ 17,969,254
Institutions 154,593 5,340,806 220,282 4,724,073
1,227,435 25,168,523 1,927,441 22,693,327
Less allowance - - 17,651 -

$ 1,227,435 $ 25,168,523 $ 1,909,790 $ 22,693,327

Interest expense relative to the deposits on hand for the years ended June 30, 2017 and 2016, was
$438,554 and $405,328, respectively.
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The following table represents the amounts past due under the Diocese’ s loan program as of

June 30, 2017 and 2016:

June 30, 2017
Loans receivable
Parishes
Institutions

June 30, 2016
Loans receivable
Parishes
Institutions

Note 7: Net Assets

30-59 60-89 Greater Total Total
Days Days Than Past Loans
Past Due Past Due 90 Days Due Current Receivable
$ 14891 $ 14,829 $100,727 $130,447 $ 942,395 $1,072,842

288 - - 288 154,305 154,593
$ 15179 $ 14,829 $100,727 $130,735 $1,096,700 $1,227,435
$ 14166 $ 14,108 $ 97,128 $125402 $1,581,757 $1,707,159

- - - - 220,282 220,282
$ 14166 $ 14,108 $ 97,128 $125402 $1,802,039 $1,927,441

Designated Unrestricted Net Assets

Designated unrestricted net assets at June 30, 2017 and 2016, were designated for the following

pUrposes:

Disaster relief
Plant funds

Office machine operations
Evansville Catholic schools

Religious education
Property acquisition
Insurance reserve

2017 2016
$ 3,584 $ 3,584
50,000 50,000
63,603 63,603
108,510 108,510
272,550 272,550
158,058 158,058
10,495,264 7,478,243
$ 11,151,569 $ 8,134,548
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Temporarily Restricted Net Assets

Temporarily restricted net assets at June 30, 2017 and 2016, were available for the following

purposes or periods:

2017 2016
Human devel opment $ 42,861 $ 31,786
Evansville Catholic high schools 166,300 166,300
Religious education and pooled income funds 634,129 645,951
Communications 80,766 79,465
Stewards of God' s Grace campaign (1) 9,664,861 -
$ 10,588,917 $ 923502

(1) The SOGG campaign isintended to support seminarians and priests, Catholic education and
faith formation, social outreach, facility improvements, campaign costs and parishes.

Permanently Restricted Net Assets

Permanently restricted net assets at June 30, 2017 and 2016, were restricted to:

2017 2016
Investment in perpetuity, the income of whichis
expendable to support

Diocesan general operations (life income) $ 61,936 $ 61,936
Religious education 942,660 942,660
Religious education of Diocesan seminarians 192,196 192,196
Stewards of God’s Grace campaign (1) 27,229 -

Beneficial interests in Foundation various
endowments, primarily religious education 3,126,739 2,810,432
$ 4,350,760 $ 4,007,224

(1) The SOGG campaign isintended to support seminarians and priests, Catholic education and
faith formation, social outreach, facility improvements, campaign costs and parishes.
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Net Assets Released From Restrictions

Net assets were released from donor restrictions by incurring expenses satisfying the restricted
purposes or by occurrence of other events specified by donors for the years ended June 30, 2017
and 2016, asfollows:

2017 2016
Purpose restrictions accomplished
Education Grant Trust $ - $ 484,893
Communications 4,934 5,704
Pooled income fund 6,000 6,000
Religious education 44,852 46,355
Stewards of God's Grace campaign 494,036 -

$ 549,822 $ 542,952

Note 8¢ Endowment

The Diocese’ s endowment consists of 17 individual funds established for avariety of purposes.
The endowment includes both donor-restricted endowment funds and a fund designated by the
Diocese to function as endowment (designated endowment fund). Asrequired by accounting
principles generally accepted in the United States of America, net assets associated with
endowment funds, including designated endowment funds, are classified and reported based on the
existence or absence of donor-imposed restrictions.

The Diocese has interpreted the State of Indiana Prudent Management of Institutional Funds Act
(SPMIFA) as requiring preservation of the fair value of the original gift as of the gift date of the
donor-restricted endowment funds absent explicit donor stipulationsto the contrary. Asaresult of
thisinterpretation, the Diocese 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 donor-restricted endowment fundsis classified as temporarily
restricted net assets until those amounts are appropriated for expenditure by the Diocese in a
manner consistent with the standard of prudence prescribed by SPMIFA. In accordance with
SPMIFA, the Diocese considers the following factors in making a determination to appropriate or
accumul ate donor-restricted endowment funds:

1. Duration and preservation of the fund
2. Purposes of the Diocese and the fund

3. Genera economic conditions
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Possible effect of inflation and deflation

Expected total return from investment income and appreciation or depreciation of
investments

Other resources of the Diocese
Investment policies of the Diocese

The composition of net assets by type of endowment fund at June 30, 2017 and 2016, was:

Temporarily Permanently

Unrestricted Restricted Restricted Total

June 30, 2017

Donor-restricted

endowment funds $ - $ 691,115 $ 1,224020 $ 1,915,135
Designated

endowment funds 272,550 - - 272,550

Total endowment

funds $ 272550 $ 691,115 $ 1224020 $ 2,187,685
June 30, 2016

Donor-restricted

endowment funds $ - $ 696,731 $ 1,196,791 $ 1,893,522
Designated

endowment funds 272,550 - - 272,550

Total endowment
funds $ 272550 $ 696,731 $ 1,196,791 $ 2,166,072
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Changes in endowment net assets for the years ended June 30, 2017 and 2016, was:

Temporarily Permanently
Unrestricted Restricted Restricted Total
June 30, 2017

Endowment net assets,

beginning of year $ 272550 $ 696,731 $ 1,196,791 $ 2,166,072
Investment return

Investment income - 33,977 - 33,977
Contributions - 5,259 27,229 32,488
Appropriation of

endowment assets

for expenditure - (44,852) - (44,852
Endowment net assets,

end of year $ 272550 $ 691,115 $ 1224020 $ 2,187,685

June 30, 2016

Endowment net assets,

beginning of year $ 272550 $ 702646 $ 1,196,791 $ 2,171,987
Investment return

Investment income - 28,741 - 28,741
Contributions - 11,699 - 11,699
Appropriation of

endowment assets

for expenditure - (46,355) - (46,355)
Endowment net assets,

end of year $ 272550 $ 696,731 $ 1,196,791 $ 2,166,072

Amounts of donor-restricted endowment funds classified as permanently and temporarily restricted

net assets at June 30, 2017 and 2016, consisted of:

Permanently restricted net assets — portion of

perpetual endowment funds required to be retained
permanently by explicit donor stipulation or SPMIFA

Temporarily restricted net assets — portion of

perpetual endowment funds subject to atime
restriction under SPMIFA with purpose restrictions

2017 2016
$ 1,224,020 $ 1,196,791
$ 691,115 $ 696,731
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From time to time, the fair value of assets associated with individual donor-restricted endowment
funds may fall below the level the Diocese is required to retain as afund of perpetual duration
pursuant to donor stipulation or SPMIFA. In accordance with accounting principles generally
accepted in the United States of America, deficiencies of this nature are reported in unrestricted net
assets. No such deficiencies existed at June 30, 2017 and 2016.

The Diocese has adopted investment and spending policies for endowment assets that attempt to
provide a predictable stream of funding to programs and other items supported by its endowment
while seeking to maintain the purchasing power of the endowment. Endowment assets include
those assets of donor-restricted endowment funds the Diocese must hold in perpetuity or for donor-
specified periods, as well as those of designated endowment funds.

To satisfy itslong-term rate of return objectives, the Diocese relies on atotal return strategy in
which investment returns are achieved through both current yield (investment income, such as
dividends and interest) and capital appreciation (both realized and unrealized). The Diocese targets
adiversified asset allocation that places a greater emphasis on equity-based investments to achieve
its long-term return objectives within prudent risk constraints.

Annually, the Diocese evaluates designated endowments and determines any changes and
appropriations.

Note 9: Medical Plans

Lay Employees

The medical plan for benefits for lay employees at the various parishes and schools throughout the
entire Diocese of Evansville, including the lay employees at The Administrative Offices, is
partialy self-funded and is administered by athird-party administrator. The plan isfunded by
direct billings to the operations of the various parishes and schools based upon the number of
employees participating in the program at rates determined by The Administrative Offices on an
annual basis. Coverage for The Administrative Offices’ employeesis provided at no charge to the
employee for single-covered employees. An employee can elect to pay an additional amount for
family coverage. Lossesin excess of $150,000 per participant are insured with a general insurance
carrier for the years ended June 30, 2017 and 2016. Lay medical and health care expense
(including actual claims paid, insurance premiums paid for the stop loss coverage and accruals for
the estimate of claims incurred but not paid) for the years ended June 30, 2017 and 2016, was
approximately $8,000,000 and $8,300,000, respectively. The Chancery, through action of the
Bishop, funds any shortfall in this Diocesan-wide plan.
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Clergy

The medical plan for clergy (Clergy Medical Plan) is administered by athird-party administrator.
The plan is partially self-funded with losses in excess of $150,000 per participant insured with a
general insurance carrier. The Clergy Medical Plan provides medical and health benefits to all
current and retired clergy in the entire Diocese of Evansville (approximately 90), including priests
assigned to The Administrative Offices.

The plan is funded by direct billings to each parish, school or other entity within the entire Diocese.
Each operation pays a predetermined amount to the plan for clergy assigned to it at rates
determined by The Administrative Offices on an annual basis. Clergy medical and health care
expense (including actual claims paid, insurance premiums paid for the stop loss coverage and an
accrual for the estimate of claimsincurred but not paid) for the years ended June 30, 2017 and
2016, was approximately $1,038,000 and $754,000, respectively. The Chancery, through action of
the Bishop, funds any shortfall in this Diocesan-wide plan.

The Diocese has an unwritten commitment to provide and pay for clergy’s medical expenses after
retirement. Asof June 30, 2017, there are approximately 25 retired clergy covered under this
commitment. Accounting principles generally accepted in the United States of Americarequire
that aliability be recorded for the present value of that commitment. The Diocese has elected not
to determine the extent of that liability or record it with the understanding that, through action of
the Bishop, the Chancery will fund any future shortfallsin this plan. For the years ended June 30,
2017 and 2016, there were overages of $300,646 and $520,316, respectively, relating to premiums
collected in excess of claims paid.

Note 10: Pension Plan

The Diocese has a noncontributory defined benefit pension plan, which covered substantially all
full-time lay employees throughout the Diocese, including those at the administrative offices
through July 1, 2013. During 2013, the Diocese amended its pension plan to remove al plan
participants under the age of 40 and freeze the plan to new participants as of July 1, 2013.

Although this plan covers employees from related Diocesan operations whose operations are not
included in these financial statements, the Diocese would fund any shortfall or retain any
overfunding of this plan in the event the plan isterminated. The Catholic Diocese of Evansville
Retirement Income Plan provides benefits based on years of credited service multiplied by 1.125%
of the participant’ s average compensation, as defined, over the preceding five years. The Diocese
makes annual contributions to fund the plan. The most recent actuarial valuation report, which was
prepared as of June 30, 2017, indicates the Diocese is expected to contribute $2,400,000 to the plan
in fiscal year 2018.
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The Diocese used a June 30 measurement date for the plan. Information about the plan’s funded
status follows:

2017 2016
Benefit obligation $ (66,234,425) $ (64,666,986)
Fair value of plan assets 34,470,700 31,017,411
Funded status $ (31,763,725) $ (33,649,575)

Amounts recognized in the statements of financia position as of June 30, 2017 and 2016, are as
follows:

2017 2016

Accrued pension liability $ (31,763,725) $ (33,649,575)

Amounts recognized in unrestricted net assets not yet recognized as components of net periodic
benefit position costs as of June 30, 2017 and 2016, consist of:

2017 2016
Net loss $ 17,521,656 $ 20,646,088
Prior service cost 877,043 1,225,991

$ 18,398,699 $ 21872079

The accumulated benefit obligation for the defined benefit pension plan was $59,797,561 and
$57,839,239 at June 30, 2017 and 2016, respectively.
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Components of net periodic benefit costs for the years ended June 30, 2017 and 2016, are as
follows:

2017 2016
Service cost $ 1,689,977 $ 1,536,719
Interest cost 2,540,470 2,624,838
Expected return on assets (2,167,353) (2,213,703)
Amortization of prior service costs 348,948 267,467
Recognition of net loss 1,575,488 659,062
Net periodic benefit costs $ 3,987,530 $ 2,874,383
Other significant balances and costs are:
2017 2016
Net benefit costs $ 3,987,530 $ 2,874,383
Employer contributions $ 2,400,000 $ 2,200,000
Benefits paid $ 2,122,847 $ 1,661,428

The following amounts have been recognized in the statements of activities for the years ended
June 30, 2017 and 2016:

2017 2016
Amounts arising during the period
Net (gai n) Iosg $ (1,548,944) $ 10,005,471
Net prior service cost $ 1,754,086 $ 733,322
Amounts reclassified as components of net periodic
benefit costs during the period
Net loss $ 1,575,488 $ 659,062
Prior service cost $ 348,948 $ 267,467

The estimated net loss and prior service cost for the defined benefit pension plan that will be
amortized from unrestricted net assets into net periodic benefit costs over the next fiscal year is
$1,362,277 and $306,683, respectively.
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Significant assumptions include:

2017 2016
Wel ghted-average assumptions used to determine
benefit obligations
Discount rate 4.00% 4.00%
Rate of compensation increase 3.00% 3.00%
Weighted-average assumptions used to determine
benefit costs
Discount rate 4.00% 5.00%
Expected return on plan assets 7.00% 7.25%
Rate of compensation increase 3.00% 3.00%

The Diocese has estimated the long-term return on plan assets based primarily on review of target
asset alocation, an underlying inflation rate assumption and the effects of asset diversification and
periodic fund rebalancing.

The following benefit payments, which reflect expected future service, as appropriate, are expected
to be paid as of June 30, 2017:

2018 $ 2,740,547
2019 3,152,300
2020 2,543,720
2021 3,406,020
2022 3,397,722
2023-2027 19,432,703

$ 34,673,012

Plan assets are administered by Prudential Retirement, which invests the plan assets in accordance
with the provisions of the plan agreement. The plan’s asset allocation is designed using modern
portfolio theory, which quantifies the impact of diversification among various asset classes.
Current target allocation percentages are 40%—60% invested in equities and 40%—60% invested in
fixed income assets and 5% invested in other. No additional asset categories are included beyond
equity securities, debt securities and other.
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At June 30, 2017 and 2016, plan assets by category are as follows:

2017 2016
Weighted-average asset allocation
Equity securities 55% 51%
Debt securities 41 45
Other 4 4
100% 100%

Pension Plan Assets

Following is a description of the valuation methodologies used for pension plan assets measured at
fair value on arecurring basis and recognized in the accompanying statements of financial position,
aswell asthe general classification of pension plan assets pursuant to the valuation hierarchy.

Where quoted market prices are available in an active market, plan assets are classified within
Level 1 of thevaluation hierarchy. Level 1 plan assetsinclude cash and mutual fundsinvested in
U.S. stocks, international stocks, U.S. bonds and stable value funds. If quoted market prices are
not available, then fair values are estimated by using pricing models, quoted prices of plan assets
with similar characteristics or discounted cash flows. In certain caseswhere Level 1 or Level 2
inputs are not available, plan assets are classified within Level 3 of the hierarchy. The plan did not
have any Level 2 or Level 3 assets.
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The fair values of the Diocese’ s pension plan assets at June 30, 2017 and 2016, by asset class, are

as follows:

Fair Value Measurements Using

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Fair Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
June 30, 2017
Plan assets

Mutual funds
Large cap $ 7,287,242 $ 7,287,242 $ -
Mid cap 978,997 978,997 -
Small cap 3,210,983 3,210,983 -
T. Rowe Price Growth 3,907,250 3,907,250 -
International stocks 3,499,003 3,499,003 -
U.S. bonds 10,797,340 10,797,340 -
Stable value 3,356,734 3,356,734 -
Cash 1,433,151 1,433,151 -
$ 34,470,700 $ 34,470,700 $ -

June 30, 2016
Plan assets

Mutual funds
Large cap $ 6,201,127 $ 6,201,127 $ -
Mid cap 822,086 822,086 -
Small cap 2,802,266 2,802,266 -
T. Rowe Price Growth 3,028,765 3,028,765 -
International stocks 2,953,854 2,953,854 -
U.S. bonds 10,668,895 10,668,895 -
Stable value 3,297,122 3,297,122 -
Cash 1,243,296 1,243,296 -
$ 31,017,411 $ 31,017,411 $ -
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403 (b) Plan

The Diocese has a403(b) plan, which covers substantially al eligible full-time employees
throughout the Diocese, including those at The Administrative Offices. Effective July 1, 2013, the
Diocese amended its defined contribution 403(b) plan to allow the Diocese to make matching
contributions of 50% of employee deferral amounts up to 5% of employees' eligible compensation.
During 2017 and 2016, the Diocese has also elected a 2.5% discretionary contribution for eligible
participants. The Diocese’s 2017 employer contribution to the plan consisted of approximately
$255,000 of matching contribution and approximately $376,000 of discretionary contributions.
The Diocese’ s 2016 employer contribution to the plan consisted of approximately $188,000 of
matching contribution and approximately $343,000 of discretionary contributions.

Note 11: Property and Liability Insurance

A partially self-insured property and liability insurance program is administered by the Chancery
for all Diocesan facilities. For property coverage, the Diocese’ sinitial deductible is $225,000 with
total coverage of $70,000,000. The additional liability program is funded by assessments billed to
all Diocesan operations and it pays the initial $680,000 of certain claims with insurance coverage
of $750,000 in excess of these claims. Claimsin excess of these limits are insured with various
general insurance carriers through an overall risk manager who charges afee for providing
insurance management services. Property and liability insurance expense for the years ended

June 30, 2017 and 2016, was approximately $2,094,000 and $1,748,000, respectively, comprised of
$1,222,000 and $1,221,000, respectively, for premiums to general insurance carriers, $102,000 and
$87,000, respectively, for feesto an overall risk manager and $770,000 and $440,000, respectively,
for claimsincurred.

Provisions for losses expected under these programs are recorded based upon the Diocese' s
estimates of the aggregate liability for claims incurred and totaled approximately $260,000 and
$140,000 for the years ended June 30, 2017 and 2016, respectively. The amount of actual losses
incurred could differ materially from the estimates reflected in these financial statements. The
Diocese has provided letters of credit totaling $625,000 in connection with these insurance
programs, which renews automatically on an annual basis. These letters of credit are collateralized
by certificates of deposit totaling $625,000.

Note 12: Disclosures About Fair Value of Financial Instruments

Fair value is the price that would be received to sell an asset or paid to transfer aliability in an
orderly transaction between market participants at the measurement date. Fair value measurements
must maximize the use of observable inputs and minimize the use of unobservable inputs. Thereis
a hierarchy of three levels of inputs that may be used to measure fair value:

Level 1  Quoted pricesin active markets for identical assets or liabilities
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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 for substantially the
full term of the assets or liabilities

Level 3 Unobservable inputs that are supported by little or no market activity and that are
significant to the fair value of the assets or liabilities

Recurring Measurements

The following tables present the fair value measurements of assets and liabilities recognized in the
accompanying statements of financial position measured at fair value on arecurring basis and the
level within the fair value hierarchy in which the fair value measurements fall at June 30, 2017 and

2016.

June 30, 2017
Investments
Money market mutual funds
U.S. Government securities
Corporate debt securities
U.S. Treasury securities
Common stocks
Mutual funds
International
Small cap
Short term
Intermediate term
Large growth

Beneficial interestsin
Foundation

Fair Value Measurements Using

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Fair Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
$ 1612467 $ 1612467 $ - $ -
215,805 - 215,805 -
264,178 - 264,178 -
1,423,171 - 1,423,171 -
127,815 127,815 - -
5,336,446 5,336,446 - -
2,240,452 2,240,452 - -
4,225,609 4,225,609 - -
8,143,845 8,143,845 - -
7,069,501 7,069,501 - -
$30,659,280 $ 28,756,135 $ 1903154 $ -
$ 3,126,739 $ - $ - $ 3,126,739
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Fair Value Measurements Using

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Fair Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
June 30, 2016
Investments
Money market mutual funds $ 1040956 $ 1,040,956 $ - % -
U.S. Government securities 93,774 - 93,774 -
Corporate debt securities 373,610 - 373,610 -
U.S. Treasury securities 2,218,720 - 2,218,720 -
Common stocks 132,264 132,264 - -
Mutual funds
International 4,350,041 4,350,041 - -
Small cap 1,719,643 1,719,643 - -
Short term 3,159,505 3,159,505 - -
Intermediate term 6,143,097 6,143,097 - -
Large growth 5,299,769 5,299,769 - -

$24531,379 $ 21845275 $ 2,686,104 $ -

Beneficial interestsin

Foundation $ 2810432 $ - $ - _$ 2810432
Payables to named
beneficiaries $ 366,107 $ - $ 366107 % -

Following is a description of the valuation methodol ogies and inputs used for assets and liabilities
measured at fair value on arecurring basis and recognized in the accompanying statements of
financial position, aswell as the general classification of such assets and liabilities pursuant to the
valuation hierarchy. There have been no significant changes in the valuation techniques during the
year ended June 30, 2017. For assets classified within Level 1, 2 and 3 of the fair value hierarchy,
the process used to develop the reported fair value is described below.

Investments

Where quoted market prices are available in an active market, securities are classified within

Level 1 of thevaluation hierarchy. If quoted market prices are not available, then fair values are
estimated by using quoted prices of securities with similar characteristics or independent asset
pricing services and pricing models, the inputs of which are market-based or independently sourced
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market parameters, including, but not limited to, yield curves, interest rates, volatilities,
prepayments, defaults, cumulative loss projections and cash flows. Such securities are classified in
Level 2 of the valuation hierarchy. In certain cases where Level 1 or Level 2 inputs are not
available, securities are classified within Level 3 of the hierarchy. See the table below for inputs
and valuation techniques used for Level 3 securities.

Beneficial Interests in Foundation

Fair value is estimated at the present value of the future distributions expected to be received over
the term of the agreement. Due to the nature of the valuation inputs, the interest is classified within
Level 3 of the hierarchy.

Payables to Named Beneficiaries

Fair value is estimated based on the present value of future distributions expected to be paid to the
beneficiaries in perpetuity. Due to the nature of the valuation inputs, the interest is classified
within Level 2 of the hierarchy.

Thefollowing is areconciliation of the beginning and ending balances of recurring fair value
measurements recognized in the statements of financial position using significant observable
(Leve 3) inputs:

Beneficial Interests
in Foundation

2017 2016
Balance, July 1 $ 2,810,432 $ 3,020,496
Total realized and unrealized gains (losses) included
in change in beneficial interestsin Foundation 271,633 (101,262)
Purchases 178,206 23,138
Distributions (133,532) (131,940)
Balance, June 30 $ 3,126,739 $ 2,810,432
Total gains (losses) for the period included in net
investment return on beneficial interests
in Foundation attributable to the change in
unrealized gains and losses related to assets
still held at the reporting date $ 271,633 $ (101,262)
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Realized and unrealized gains and losses included in net investment return on beneficial interestsin
Foundation for the years ended June 30, 2017 and 2016, are reported in the statements of activities

as follows:
Beneficial Interests
in Foundation
2017 2016
Total gains (losses) $ 271,633 $ (101,262)

Change in unrealized gains and | osses relating
to assets still held at the statements of

financial position date $ 271,633 $ (101,262)
Unobservable (Level 3) Inputs
Range
Fair Valuation Unobservable (Weighted
Value Technique Inputs Average)
June 30, 2017 Discount rates
Beneficial interests Discounted market return
in Foundation $ 3,126,739 cash flows rates N/A
June 30, 2016 Discount rates
Beneficial interests Discounted market return
in Foundation $ 2,810,432 cashflows rates N/A

Note 13: Significant Estimates and Concentrations

Accounting principles generally accepted in the United States of America require disclosure of
certain significant estimates and current vulnerabilities due to certain concentrations. Those

matters include the following:

Contributions Receivable

During 2017 and 2016, there were no significant concentrations within contributions. As of

June 30, 2017, the Diocese has recorded significant contribution pledges receivable. The estimated
allowances for uncollectible amounts and discounts are based on factors that could change in the
near term and for which such changes could materially affect the amount reported in the financial

statements.
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Litigation

The Diocese is subject to claims and lawsuits that arise primarily in the ordinary course of its
activities. It isthe opinion of management that the disposition or ultimate resolution of such claims
and lawsuits will not have a material adverse effect on the financial position, change in net assets
and cash flows of the Diocese. However, events could occur that would change this estimate
materially in the near term.

Pension Plan

The Diocese has recorded certain liahilities as more fully described in Note 10. Certain
assumptions and estimates made by the Diocese in calculating these liabilities may be different in
the future.

Note 14. Commitments and Contingent Liabilities

Diocesan operations, separate from The Administrative Offices, have entered into various
agreements and activities that could, by action of the Bishop, become liabilities of The
Administrative Offices.

At June 30, 2017, $458,000 of debt recorded in the financial statements of certain Diocesan
operations was not included in these financial statements. Should those operations default on the
|oans, the Diocese would be liable for the debt.

The Diocese of Evansville clergy are provided with a defined benefit retirement plan. Donations
were received to fund the initial cost of the plan. The most recent actuarial valuation report, which
was prepared as of July 1, 2017, indicates that the fair value of plan assets exceeds the present
value of the accumulated benefits by approximately $666,820 for 79 participants. Thisisnot a
receivable of The Administrative Offices. However, The Administrative Offices could, by action
of the Bishop, incur expenses in subsequent years in connection with the funding of this plan. The
Bishop has not determined how a plan deficiency will be funded.
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Note 15: Risks and Uncertainties

Investments

The Diocese invests in various investment securities, has beneficial interests held at the Foundation
and funds its defined benefit pension plan with investment securities. Investment securities and
beneficial interests are exposed to various risks, such as interest rate, market and credit risks. Due
to the level of risk associated with certain investment securities and beneficial interests, it is at least
reasonably possible that changesin the values of investment securities and beneficial interests will
occur in the near term and that such changes could materialy affect the amounts reported in the
statements of financial position.

Loans — Parishes and Institutions

The Diocese has unsecured loans to its various parishes and institutions, which are exposed to the
risks that the cash flows of these entities may not be adequate to provide for full payment of
principal and interest due to the level of risk associated with these loans. It is at |east reasonably
possible that changes in values may occur in the near term and that such changes could materially
affect the amounts reported in the statements of financia position.

Management’s Liquidity Plan

The Diocese has an ongoing significant deficit of net assets. While there was a positive changein
net assets (deficit) from operating, investing and fundraising activities for the years ended June 30,
2017 and 2016, there are severa economic factors and uncertainties that affect the financial health
of the Diocese. The ongoing deficit is primarily the result of the impact of its noncontributory
defined benefit pension plan, which covered a significant number of the full-time employees
throughout the Diocese. The Diocese contributes annually to the plan through assessments to its
parishes and various other institutions. The liability associated with this planislargely computed
based on discount rates, which fluctuate with market conditions, expected mortalities of the
participants and the investments held by the plan to fund this liability.

Note 16: Subsequent Events

Subsequent events have been evaluated through March 13, 2018, which is the date the financial
statements were available to be issued.
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Catholic Diocese of Evansville
(Chancery and Certain Diocesan Operations)
Statement of Activities for Unrestricted Net Assets

Year Ended June 30, 2017

Revenues, Gains (L osses) and
Other Support
Catholic community support
Catholic Parishes Campaign
Bequests and donations

Insurance and medical fees
Property and liability insurance
Clergy medical plan
Lay medical plan

Service fees
Newspaper and communications
Catholic Center
Spanish speaking ministry

Interest income
Investments
Parishes
Institutions

Net realized and unrealized
investment gains

Distributions from Foundation
and other

Net assets released from restrictions

Total revenues, gains and
other support

Interfund
Operating Insurance Eliminations
Fund Fund Debit Credit Total
$5944305 $ - - $ - $5,944,305
27,984 - - - 27,984
5,972,289 - - - 5,972,289
- 2,874,062 87,697 - 2,786,365
- 1,338,755 500,110 - 838,645
- 10,105,765 387,177 - 9,718,588
- 14,318,582 974,984 - 13,343,598
134,145 - - - 134,145
99,455 - - - 99,455
50,080 - - - 50,080
283,680 - - - 283,680
17,154 - - - 17,154
69,086 - - - 69,086
18,195 - - - 18,195
104,435 - - - 104,435
2,458,187 - - - 2,458,187
162,971 - - - 162,971
549,822 - - - 549,822
9,531,384 14,318,582 974,984 - 22,874,982
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(Continued)

Interfund
Operating Insurance Eliminations
Fund Fund Debit Credit Total
Expenses
Adult formation $ 241,123 % - - $ 32730 $ 208,393
Catholic Center and other operations 1,412,824 - - 156,362 1,256,462
Chancery 678,431 - - 64,031 614,400
Development 31,990 - - 5,654 26,336
Education 431,340 - - 41,880 389,460
Bad debt expenses 26,074 - - - 26,074
General and administrative
Interest expense
Parishes 319,091 - - - 319,091
Institutions 119,463 - - - 119,463
438,554 - - - 438,554
Lay employee retirement plan 2,744,570 - - - 2,744,570
Other clergy salaries and expenses 47,259 - - 18,880 28,379
Employee 403(b) benefits 632,725 - - - 632,725
Miscellaneous 717,298 - - 467,984 249,314
4,580,406 - - 486,864 4,093,542
Insurance and medical programs
Property and liability insurance - 2,094,370 - - 2,094,370
Clergy medical plan - 1,038,109 - - 1,038,109
Lay medical plan - 8,169,082 - - 8,169,082
- 11,301,561 - - 11,301,561
Spanish speaking ministry 237,432 - - 18,865 218,567
Ministry to priests 44,188 - - - 44,188
Newspaper and communications 400,983 - - 43,045 357,938
Office of Worship 104,221 - - 10,910 93,311
Subsidies
Catholic Charities 475,206 - - - 475,206
Christian sharing 106,630 - - - 106,630
581,836 - - - 581,836
Tribunal 181,143 - - 21,780 159,363
Vocation office 465,816 - - 50,030 415,786
Safe Environment 10,817 - - - 10,817
Y outh ministries, including
Newman Centers 308,756 - - 42,833 265,923
Capital improvements 4,060 - - - 4,060
Total expenses 9,741,440 11,301,561 - 974,984 20,068,017
Changein Net Assets From Operating
and Investing Activities $ (210,056) $3,017,021 $974,984 $974,984 $ 2,806,965
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