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Grant Thornton %

Accountants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Executive Council of
The Domestic and Foreign Missionary Society
of the Protestant Episcopal Church in the
United States of America and Affiliates:

We have audited the accompanying consolidated statements of financial position of The Domestic
and Foreign Missionary Society of the Protestant Episcopal Church in the United States of America
and Affiliates (the “Society”) as of December 31, 2004 and 2003, and the related consolidated
statements of activities and cash flows for the years then ended. These financial statements are the
responsibility of the Society’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America as established by the Auditing Standards Board of the American Institute of
Certified Public Accountants. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes consideration of internal control over financial reporting as a basis for designing audit
procedures that ate approptiate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Society’s internal control over financial reporting. Accordingly,
we exptess no such opinion. An audit alsQ includes examining, on a test basis, evidence supporting
the amounts and disclosutes in the financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present faitly, in all material
respects, the financial position of The Domestic and Foreign Missionary Society of the Protestant
Episcopal Chutch in the United States of America and Affiliates as of December 31, 2004 and 2003,
and the changes in their net assets and their cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

Rt Tarnton. <P

New Yotk, New York
July 29, 2005

THE CHRYSLER CENTER
666 Third Avenue

New York, NY 10017

T 212.599.0100

F 212.370.4520
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The Domestic and Foreign Missionaty Society of the Protestant Episcopal Church
in the United States of America and Affiliates

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

As of December 31, 2004 and 2003
(Dollar amounts in thousands)

ASSETS 2004 2003
Assets:
Cutrent assets-
Cash and cash equivalents $ 12,177 $ 9,150
Accounts receivable:
Diocesan commitments receivable, net (Note B) 1,185 804
Loans receivable, net (Notes D and J) 797 1,497
Government grants 662 1,003
Other receivables 1,895 1,551
Investments - funds held for the benefit of others (Note C) - 15,480
Inventory, net 307 308
Prepaid expenses and other 304 319
Total current assets 17,327 30,112
Investments (Note C):
DFMS-controlled funds 271,645 257,649
Funds held for the benefit of others 65,808 62,885
Total investments 337,453 320,534
Property and equipment, net (Note E) 29,526 27,838
Loans receivable - noncurrent, net (Notes D and J) 3,437 3,335
Other assets 150 144
Beneficial interest in outside trusts 8,169 7,907
Total assets $ 396,062 § 389870
LIABILITIES AND NET ASSETS
Liabilities:
Current liabilities:
Accounts payable and accrued expenses $ 9,176 $ 7,606
Mottgage payable (Note F) 78 75
Grants payable 3,205 4,167
Funds held for the benefit of others - 15,480
Total current liabilities 12,459 27,328
Mortgage payable, net of current installments (Note F) 2,025 2,104
Accrued post-retirement benefits other than pensions (Note H) 9,405 9,279
Funds held for the benefit of others 42,522 41,157
Funds held in a trustee relationship 23,793 22,227
Total liabilities 90,204 102,095
Contingencies (Note K)
Net assets:
Unrestricted:
Available for general operations 69,717 73,125
Executive Council Designated Employee Benefit Program 3,243 3,243
Executive Council Designated Principal and Appreciation 78,252 67,730
Invested in property and equipment (Note E) 29,526 27,838
Total unrestricted 180,738 171,936
Temporarily restricted (Note I 93,140 83,830
Permanently restricted 31,980 32,009
Total net assets 305,858 287,775
Total liabilities and net assets 8§ _ 396,062 & 389.870

The accompanying notes are an integral part of these consolidated financial statements.
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The Domestic and Foreign Missionary Society of the Protestant Episcopal Church
in the United States of America and Affiliates

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended December 31, 2004 and 2003
(Dollar amounts in thousands)

2004 2003
Cash flows from operating activities:
Change in net assets $ 18,083 $§ 39,035
Adjustments to reconcile change in net assets to net cash used in operating activities:
Non-cash items:
Depreciation 1,351 1,408
Provision for bad debts 368 1,003
Total non-cash adjustments 1,719 2,411
Change in working capital:
Increase in diocesan commitments receivable (381) (1,290)
Dectrease in loans receivable 700 1,136
Decrease in government grants receivable 341 1,345
Increase in other receivables (344) (356)
Decrease in inventory, prepaid expenses and other 16 30
(Increase) decrease in other assets (6) 70
Increase in accounts payable and accrued expenses 1,570 1,485
Decrease in grants payable (962) (157)
Total change in working capital accounts 934 2,263
Change in investments:
Net realized and unrealized gains on investments (23,892) (44.795)
Total change in investments (23,892) (44,795)
Other changes:
Change in beneficial interests in outside trusts (262) (811)
Increase in accrued post-retirement benefits other than pensions 155 2
Permanently restricted contributions (2) -
Total other changes (109) (809)
Total change in working capital accounts and other (21,348) (40,930)
Net cash used in operating activities (3,265) (1,895)
Cash flows from investing activities:
Purchases of property and equipment (3,039) (326)
Proceeds from sales of investments 9,529 2,873
Purchases of investments (124) (1.271)
Net cash provided by investing activities 6,366 1,276
Cash flows from financing activities:
Permanently restricted contributions 2 -
Principal payments on mortgage loan (76) (68)
Net cash used in financing activities (74) (68)
Net increase (decrease) in cash and cash equivalents 3,027 (687)
Cash and cash equivalents, beginning of year 9,150 9,837
Cash and cash equivalents, end of year $ 12,177 § 9150
Supplemental disclosute of cash flow information:
Cash paid for interest during the year $ 141 $ 148

The accompanying notes are an integral part of these consolidated financial statements.
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The Domestic and Foreign Missionary Society of the Protestant Episcopal Church
in the United States of America And Affiliates

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2004 and 2003
(Dollar amounts in thousands)

NOTE A - ORGANIZATION AND NATURE OF ACTIVITIES

The Domestic and Foreign Missionary Society of the Protestant Episcopal Church in the United States of
America (“DFMS”) is the corporate organization charged with the legal and financial responsibilities for
the opetations of the Episcopal Church in the United States. It does not, however, opetate or otherwise
control individual dioceses. The General Convention is the legislative body of the Episcopal Church and
meets in convention once every three yeats. Between conventions, the Executive Council of the General
Convention is charged with the responsibility of implementing the programs and policies adopted by the
General Convention.

Prior to 2002, Episcopal Relief and Development (“ERD”) was reported as a program within the Society’s
financial statements. In February 2002, the Executive Council approved the incorporation of ERD as a
separate 501(c)(3) not-for-profit corporation. As a result of this action, the net assets, revenues, and
expenses of ERD were transferred to a separately incorporated 501(c)(3) cotporation in 2002 in accordance
with the Memorandum of Understanding between the Executive Council of the Episcopal Church and
ERD.

The Society’s consolidated financial statements include the activities of ERD, Episcopal Church Women,
United Thank Offering and all other direct agencies of the Society, as well as missional church and school
activities in Micronesia (Guam). All intercompany transactions are eliminated upon consolidation. These
entities and programs are collectively known as the “Society”.

A significant amount of the Society’s support comes from amounts provided by the dioceses.

The Society has been classified by the Intetnal Revenue Service as a not-for-profit organization exempt
from federal income taxes under Section 501(c)(3) of the Internal Revenue Code. Therefore, no provision
fot income taxes has been made in the accompanying consolidated financial statements.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
1. Basis of Presentation

The accompanying consolidated financial statements have been prepared on the accrual basis of
accounting in accordance with accounting principles generally accepted in the United States of America.
Accordingly, the classification of the Society’s net assets and its suppott, tevenues and expenses are
based on the existence ot absence of donor-imposed restrictions. The amounts for each of three
classes of _net assets, permanently restricted, temporarily restricted and untestricted, ate displayed in the
consolidated statements of financial position and the amounts of change in each of those classes of net
assets are displayed in the consolidated statements of activities.

_5.



The Domestic and Foreign Missionaty Society of the Protestant Episcopal Church
in the United States of America and Affiliates

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

December 31, 2004 and 2003
(Dollar amounts in thousands)

NOTE B (continued)

2.

Net assets consist of the following:

Unrestricted — Net assets that are neither permanently not temporatily restricted by donor-imposed
stipulations and, therefore, are available to carry out the Society’s operations. Untestricted net
assets also include those net assets that are restricted as to their use by action of the Executive
Council.

Tempotarily Restricted — Net assets resulting from contributions and other inflows of assets whose
use by the Society is limited by donor-imposed stipulations that either expire by passage of time or
can be fulfilled and removed by actions of the Society pursuant to those stipulations. When such
stipulations end or ate fulfilled, such temporarily restricted net assets ate reclassified to unrestricted
net assets and teported in the consolidated statements of activities as net assets released from
testriction.

Permanently Restricted — Net assets resulting from contributions and other inflows of assets whose
use by the Society is limited in perpetuity by donor-imposed stipulations that neither expire by the
passage of time nor can be fulfilled or otherwise removed by actions of the Society.

Cash and Cash Equivalents

The Society considers all highly liquid investments with original maturities of less than three months to
be cash ot cash equivalents.

Diocesan Commitments Recetvable

The Society provides for an allowance for uncollectible receivables based on an assessment of various
factors, including historical information and current conditions. The allowance for uncollectible
accounts was approximately $1,400 and $2,000 at December 31, 2004 and 2003, respectively.

Investments

Investments, which include those that belong to the Society as well as those held on behalf of others,
are stated at quoted market values. The realized and unrealized gains ot losses on investments
belonging to the Society have been reflected in the accompanying consolidated statements of activities.
Investment securities, in general, are exposed to various risks, such as interest rate, credit and overall
market volatility risks. Due to the level of risk associated with certain investment securities, it is
reasonably possible that changes in the values of investment securities will occut in the near term and
such changes could materially affect the amounts reported in the financial statements.

-6-



The Domestic and Foreign Missionaty Society of the Protestant Episcopal Church
in the United States of Ametica and Affihates

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

December 31, 2004 and 2003
(Dollar amounts in thousands)

NOTE B (continued)

5.

Inventory

Inventory is recorded at the lower of cost or market and is accounted for using the average cost
method. Such inventory consists ptimarily of program-related literature and other mateials.

Property and Equipment

The Society’s investment in property and equipment represents its New Yotk headquarters and the
school and missional churches of Micronesia. Property and equipment, with the exception of land, ate
depreciated using the straight-line method over the estimated setvice lives of the respective assets.

Beneficial Interest in Ountside Trusts

From time to time, certain donors have established trusts with third party administrators, typically
banks ot other Episcopal entities, that call for the income earned on these gifts to be paid to the Society
and/or other beneficiaries and the principal to be invested in perpetuity. Historically, the income
received from these outside trusts has been recorded as eithet temporatily restricted or unrestricted
based upon the donors’ imposed stipulations. Accounting principles generally accepted in the United
States of America require that the fair value of these outside trust assets be recognized as permanently
restricted net assets. The recorded value is changed each year and recognized in the consolidated
statements of activities as a change in beneficial interest in outside trusts.

Grants Payable

The awarding of grants is reflected in the consolidated financial statements at the time they are
approved by the appropriate board. Grants represent unconditional promises to give that are expected
to be paid within one year.

Funds Held for the Benefit of Others

In the ordinary course of business, the Society sometimes acts as a custodian for funds owned by
others and for which no benefit of income ot ptincipal is received. In these cases, the balances are
treated as liabilities rather than included in the Society’s net assets and as assets held in the investment
accounts. The income from these investments is not included in the accompanying consolidated
statements of activities.



The Domestic and Foreign Missionary Society of the Protestant Episcopal Church
in the United States of America and Affiliates

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

December 31, 2004 and 2003
(Dollar amounts in thousands)

NOTE B (continued)

10.

11.

12.

13.

14.

Funds Held in a Trustee Relationship

Funds held in a trustee relationship are funds held in a fiduciary relationship by the Society, as trustee,
where the otiginal principal is invested permanently and the income is used in support of specific third-
party beneficiaries.

Contributed Goods and Services

The Society benefits from contributed goods and setvices. Contributed goods have not been reflected
in the accompanying consolidated financial statements since they are deemed by management to be
immaterial. Conttibuted services are received by the Society but have not been recorded in the
accompanying consolidated financial statements since they do not meet the criteria for recognition.

Fair Value of Financial Instruments

The Society estimates that the fair value of all financial instruments does not differ materially from
catrying values as presented in the accompanying consolidated statements of financial position.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and judgments that affect the
reported amounts of assets and lLabilities and disclosures of contingencies at the date of the financial
statements and revenues and expenses recognized duting the reporting period. It is the Society’s policy
to provide a specific reserve against loans and other amounts receivable which are deemed to have had
an impairment in value. Actual results may differ from these estimates.

Reclassfication

Certain 2003 balances have been reclassified to conform to the 2004 presentation.



The Domestic and Foreign Missionary Society of the Protestant Episcopal Church
in the United States of America and Affihates

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

December 31, 2004 and 2003
(Dollar amounts in thousands)

NOTE C - INVESTMENTS

At December 31, 2004, the total investments of approximately $337,000 consisted of $290,000 in trust fund
assets, $13,000 in unit-trust and pooled income funds, $27,000 in medium-term investments, $4,000 in St.
John’s School (Guam) investments and $3,000 in certificates of deposit with minority-controlled banks. At
December 31, 2003, the total investments of approximately $336,000 consisted of $287,000 in trust fund
endowment assets, $13,000 in unit-trust and pooled income funds, $29,000 in medium-term investments,
$4,000 in St. John’s School (Guam) investments and $3,000 in certificates of deposit with minority-
controlled banks.

Investments are carried at market value and consist of the following at December 31:

Market Value Cost
2004 2003 2004 2003
Common stock $237,659 §$238744 § 207,004 § 219,072
Bonds:
Corporate 26,519 32,021 25,783 30,935
Government 44,336 41,744 43,465 40,883
Other, primarily mutual bond funds 8,078 8,909 7.908 8,821
Total bonds 78,933 82,674 77,156 80,639
Mutual funds (primatily common stock and bonds) 8,817 8,628 9,129 9,346
Certificates of deposit 2,700 3,278 2,700 3,278
Other, ptimarily money market and other cash
equivalents 9,344 2,690 9,343 2,690
Total investments 337,453 336,014 305,332 315,025
Funds held for others (65,808) (78,365) (62,200) (75,004)
Total DFMS-controlled funds $271645 $257,649 § 243132 $§ 240,021

Subject to donor restrictions and consistent with the provisions of the Uniform Management of
Institutional Funds Act, earnings on temporarily and permanently restricted net assets are available for the
operations of the Society unless otherwise restricted by the dono.

The Society follows the “Total Retutn Approach” to investments whereby it applies a prudent portion of
the realized and unrealized returns on investments to meet current designated and undesignated
expenditures. Total return consists of two elements: yield and appreciation. Based on the Society’s long-
term investment strategy, the Executive Council sets the payout rate on the DFMS trust funds at
percentage (cutrently 5.5%) of a five-year moving average market value of the portfolio. Any return n
excess of this percentage is reinvested to protect the real dollar value of these funds against the effects of
mnflation.



The Domestic and Foreign Missionary Society of the Protestant Episcopal Church
in the United States of America and Affiliates

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

December 31, 2004 and 2003
(Dollar amounts in thousands)

NOTE C (continued)

During fiscal 2004, approximately $15,480 of investments held for the benefit of others was transferred to
the beneficiary diocese.

Investment income is comprised of the following for the years ended December 31:

2004 2003
Intetest and dividends $ 4,277 $ 4,958
Realized and unrealized gains 23,892 44,795
Total investment income 28,169 49,753
Less: ERD investment income (1,566) (2,494)
Investment return $ 26,603 $ 47,259
NOTE D - LOANS RECEIVABLE, NET
Loans receivable are comprised of the following at December 31:
2004 2003
Construction loans to dioceses and missionary districts $ 915 $ 1,208
Economic justice and community investment loans 3,588 3,099
Programmatic loans (community development banks) 491 1,223
Residential loans to employees 63 238
5,057 5,768
Resetve for uncollectible accounts (823) (936)
4,234 4,832
Less: Current portion (297) (1,497)
Long-term loan receivables $ 3437 § 3335

Such loans bear interest in varying amounts ranging from 0.9% to 8.0% and are payable as installment loans
or on demand. These loans are generally unsecured.

-10-



The Domestic and Foreign Missionary Society of the Protestant Episcopal Church
in the United States of America and Affiliates

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

December 31, 2004 and 2003
(Dollar amounts in thousands)

NOTE E - PROPERTY AND EQUIPMENT, NET

Property and equipment consist of the following as of December 31:

2004 2003 Useful Lives
Land $ 7,635 $ 7,635 -
Buildings and improvements 36,782 36,607 30
Other equipment and furnishings 6,409 5,818 5
Building renovations 2,273 -

53,099 50,060
Less: Accumulated depreciation (23,573) (22,222)

Propetty and equipment, net $ 29,526 $ 27,838

Depreciation expense amounted to $1,351 and $1,408 for the years ended December 31, 2004 and 2003,
respectively.

NOTE F - MORTGAGE PAYABLE

7.

Property

In June 1998, the St. John’s School obtained a loan from DFMS to rebuild school properties destroyed
by a typhoon in 1997. In February 1999, the School repaid this loan by obtaining a $2,400 mortgage
(secured by the underlying property owned by DFMS) which carried an interest rate of 7.60% pet
annum through February 2002. The interest rate was adjusted in February 2002 to 6.5% and was
adjusted in February 2005 to 5.7%, which is a rate equal to the Federal Home Loan three-year fixed rate
in effect for those dates plus 1.75%. The full balance of unpaid principal and accrued interest is due

and payable n February 2008.

Principal payments due under the mortgage for the years ended subsequent to December 31, 2004 are

as follows:
2005 $ 78
2006 82
2007 86
2008 1,857
Total payments due $§ 2103

11-






