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To:
Bulletin Editors
Fm:
Joe Kohn



313–237–5943

Dt:
June 24, 2011
Re:
Pope John Paul II Cultural Center Questions & Answers
Q1:
What is the financial condition of the Archdiocese of Detroit?

A1:
In 2006, the Archdiocese began to lose a significant amount of money. Cash losses worsened in 2007 and 2008. The Archdiocese ended the 2008-09 fiscal year with a deficit of $14.5 million. 

By September 2009, the Archdiocese was losing $1.2 million in cash each month, or approximately $42,000 a day. A commission of lay financial experts and priests appointed by Archbishop Vigneron stated at the time that, “Absent any action, these trends will only worsen and the Archdiocese will exhaust its cash by 2011.”

By cutting expenses, reducing subsidies, and through other actions, the Archdiocese will show a deficit, excluding investment returns, of between $6 million and $7 million in the current fiscal year that ends on June 30, 2011.  This deficit primarily results from restructuring costs, archdiocesan subsidies, and up front costs to launch the initial phases of the Changing Lives Together capital stewardship initiative.

Effective July 1, 2012 and going forward, the Archdiocese will operate with a balanced budget. Audited annual financial reports for the Archdiocese are available on the archdiocesan website.
Q2:
How did the Archdiocese get into such a difficult financial situation?

A2:
Two substantial cash outflows, recession-driven declines in investments and real estate, and accumulating parish debt significantly stressed archdiocesan finances. 

Approximately ten years ago, the Archdiocese began loaning and advancing a total of more than $52 million to build and maintain the Pope John Paul II Cultural Center in Washington, D.C.

From 1994 to 2006, the Archdiocese invested approximately $30 million to redevelop the former St. John’s Provincial Seminary in Plymouth Township. From 1996 through 2009, the Archdiocese allocated an additional $23.5 million to operate archdiocesan-wide family and youth ministries from the St. John’s complex and support the Retreat Center at St. John's.
The recession and the financial markets crisis in 2008-09 caused a decline in Archdiocesan investment income. The substantial reduction in regional real estate values diminished the ability of the Archdiocese to sell surplus property to generate cash flow. 

Job losses and population outflows from Detroit, the inner suburbs, and other communities in southeast Michigan affected the ability of many parishes to make loan payments to the archdiocesan Loan Deposit Program, which was created more than 70 years ago as an internal financial platform to facilitate savings from parishes, schools, and other Catholic organizations in the Archdiocese.

While carrying substantial personnel and programmatic overhead expenses, the Archdiocese was also providing significant operating subsidies to several Catholic entities in southeast Michigan, including the Cathedral of the Most Blessed Sacrament, Sacred Heart Major Seminary, the St. Aloysius Community Center in downtown Detroit, the St. John’s Retreat Center in Plymouth Township, the Pontiac Vision 2000 Schools project, and The Michigan Catholic newspaper. 
Q3: 
What has the Archdiocese done to improve the management of its finances?

A3:
The Archdiocese has implemented several measures to control spending, conserve cash, and operate under a balanced budget:

· The Archdiocese secured its financial interest in the building and land at 3900 Harewood Road in Washington, D.C., which is where the Pope John Paul II Cultural Center is located. The Archdiocese is marketing the Cultural Center building and land for sale. When a sale is finalized, the Archdiocese will recoup some of the $52 million in loans made to the Cultural Center Foundation to establish and maintain the Center. While the Archdiocese will not recoup its full investment in the land and the Cultural Center, it will recover some of its investment and cease ongoing outlays of about $65,000 per month to preserve the value of the Cultural Center’s building and grounds. 

· Archdiocesan operational subsides to the Retreat Center at St. John’s in Plymouth Township were ended and Retreat Center operations suspended in November 2009, which has saved the Archdiocese approximately $1 million in annual subsidies. A Troy, Michigan-based private sector firm, Hotel Investment Services, is successfully operating the hotel, conference center, and golf course at St. John’s, generating revenue sufficient to meet all of the operational and maintenance expenses as well as capital expenditures at the complex. Options are now being considered to repurpose the former Retreat Center to enable the Archdiocese to realize more cash flow from operations at the St. John’s. 

· Archdiocesan Central Services, which includes the pastoral and administrative departments of the Archdiocese, has reduced its cash outflow from approximately $15 million in 2009 to $9.3 million in 2010 through cost reduction measures including: 

· By the end of 2009, the Archdiocese eliminated over 70 of 264 Central Services positions, amounting to a 29 percent workforce reduction. The Archdiocese also reduced employee benefits, and implemented employee cost sharing on health benefits.

· The Archdiocese reduced its subsidies for operations at Sacred Heart Major Seminary and merged fundraising operations between the Archdiocese and the Seminary.

· The Archdiocese has reduced with the intent to eliminate its subsidy to cover operating losses at The Michigan Catholic newspaper, which downsized staff and reduced its publishing schedule from weekly to semimonthly.

· As operating improvements take hold, the Archdiocese is consolidating and refinancing its debt under longer terms to maintain an appropriate financial buffer commensurate with its improving cash flow.

Q4:
Will these actions stabilize archdiocesan finances?
A4:
The Archdiocese must continue to control spending, determine the sustainability and rationale of every archdiocesan financial subsidy, complete the refinancing of archdiocesan debt, and ensure adequate cash reserves. 

It will take longer for the Archdiocese to stabilize the financial position of its Loan Deposit Program, which will be addressed in detail in an upcoming Sharing the Light communication. 
The Archdiocese is now making budgetary decisions on a breakeven basis with archdiocesan administrative offices and parishes subject to increasing financial and operational transparency and efficiency. 

The Archdiocese is in the pilot phase of the Changing Lives Together capital stewardship initiative in which the top priority is to help stabilize and strengthen parishes. The Archdiocese is also sharpening the focus of its annual Catholic Services Appeal to increase participation and improve the effectiveness of CSA-funded programs.

The second phase of the Together in Faith pastoral planning process, now underway, is complementing the archdiocesan drive for fiscal stability by helping parishes and schools to share and maximize resources. Together in Faith is facilitating parish-by-parish discernments of projected financial needs and commitments. The Together in Faith process requires every parish to appoint parish councils and finance councils to help ensure lay participation, leadership, and oversight of parish finances.

Q5: 
Are the archdiocesan financial problems mainly a result of commitments to the Pope John Paul II Cultural Center in Washington, D.C.?  

A5:
The $52 million in loans to the Pope John Paul II Cultural Center Foundation certainly contributed to the archdiocesan financial situation. However, the Cultural Center was not the only factor in what became an unsustainable budget. 

The $30 million invested in redeveloping the former St. John’s Provincial Seminary between 1994 and 2006 represented a significant additional outflow of archdiocesan funds. 

Because of population shifts, changing worship behaviors among Catholics, and the recession, some parishes and schools in the Archdiocese are struggling financially and have fallen behind on making their loan payments to the Loan Deposit Program, further stressing archdiocesan finances. 

These factors, as well as gaps in oversight and corrective actions by the Archdiocese resulted in a financial situation that required immediate reforms in late 2009.

Q6:
How much does the Archdiocese owe to outside entities?

A6: 
In 2007, the Archdiocese renewed an existing $21.7 million term loan obtained in 2002 from Allied Irish Bank to support archdiocesan operations and the Pope John Paul II Cultural Center in Washington, D.C. The Archdiocese is current on servicing this loan, on which $18.3 million is owed.

A municipal bond issue for the Pontiac Vision 2000 Schools project, initially totaling $22.1 million, has been paid down to approximately $11.1 million, on which the Archdiocese has a letter of credit. The Archdiocese pays a fee for this letter of credit, currently issued through Allied Irish Bank. Pontiac-area parishes and schools have paid $9.7 million on the bond issue. The Pontiac area parishes and schools that have benefitted from the bond issue will continue paying down the $11.1 million balance. To date, the Archdiocese has provided $1.3 million toward the Pontiac Vision bond issue, which is the only other external archdiocesan debt. 

The Archdiocese is now renegotiating its debt on the $18.3 million loan and the $11.1 million letter of credit. 

Q7:
What are the archdiocesan investment accounts and how have they performed?
A7:
The Archdiocese has three separate funds invested in the financial markets to generate revenue to fit the goals and objectives of each fund. Proceeds from these separate investments are retained for the specific purposes set forth for each fund. Investment earnings for each fund are segregated and not mixed between the funds.

The Stewards for Tomorrow fundraising campaign raised more than $84 million and established the Archdiocese of Detroit Endowment Foundation. Since 1995, the archdiocesan Endowment fund has distributed over $55 million for tuition grants to K-12 Catholic school students, support to Sacred Heart Major Seminary, financial aid for catechetical instructors, supplementary support for retired priests, and support for other Catholic organizations. Catholics throughout southeast Michigan continue to benefit from the Endowment, which distributes funds annually under the supervision of a board appointed by Archbishop Vigneron. 

	Investment Account
	Balance

June 30, 2008
	Balance 

June 30, 2009
	Balance 

June 30, 2010
	Balance 

April 30, 2011

(unaudited)

	Endowment Fund
	$79.5 million
	$64.3 million
	$69.4 million
	$84.2 million


To provide for their retirement years, priests in the Detroit archdiocese participate in the Priests’ Pension Plan, a defined benefit program. Managed by a board appointed by Archbishop Vigneron, this separately maintained program receives its funding from annual parish assessments and currently provides benefits to approximately 140 retired diocesan priests. Plan benefits include a monthly cash distribution of up to $1,500 as well as medical and dental insurance, Medicare Part B costs, auto insurance, and reimbursement for educational expenses. 

	Investment Account
	Balance

June 30, 2008
	Balance 

June 30, 2009
	Balance 

June 30, 2010
	Balance 

April 30, 2011

(unaudited)

	Priests’ Pension Fund
	$40.8 million
	$36.2 million
	$40.2 million
	$48.9 million


The Archdiocese maintains about 60 days of cash in its General Fund to meet operating expenses. Funds received by the Archdiocese beyond 60 days of cash are invested. 

	Investment Account
	Balance

June 30, 2008
	Balance 

June 30, 2009
	Balance 

June 30, 2010
	Balance 

April 30, 2011

(unaudited)

	General Fund
	$41.9 million
	$20.3 million
	$21.5 million
	$28.1 million


The $21.6 million decline in the archdiocesan General Fund balance from 2008 to 2009 resulted from $6 million in net investment losses during the recession and $15.6 million for administrative and operational expenses, capital expenditures, grants and subsidies.
The archdiocesan recovery plan formulated in late 2009 and the recovery of the financial markets have helped to improve archdiocesan finances.
Q8:
Where has the Archdiocese invested these funds? 

A8:
Archdiocesan investments are in diverse portfolios of domestic equity, international equity, fixed income, and other alternative investments. 

In the current fiscal year through April 30, 2011, these investments have produced returns of more than five percent. 

A private-sector firm, CapTrust, advises the archdiocesan Finance Council on these investments. The Finance Council-approved investment policy requires CapTrust to follow Socially Responsible Investment Guidelines to ensure all archdiocesan investments are consistent with Catholic teachings and values.
Q9:
Who manages the Archdiocese’s financial assets and operations?

A9:
The Archbishop is ultimately responsible for the overall stewardship of archdiocesan property and financial assets.

On a day-to-day basis, the financial management of archdiocesan operations and investments are the responsibility of Central Services staff, specifically the Department of Finance and Administration, which reports to the Moderator of the Curia. In the private sector, the Moderator of the Curia has responsibilities similar to a chief operating officer and reports to the Archbishop.

The archdiocesan Finance Council, a nine-member committee comprised of lay financial experts and clergy, provides oversight and advice to Archbishop Vigneron on all financial matters. The archdiocesan College of Consultors, which is the priest council of advisors to the Archbishop, also provides input on administrative and financial issues.

Plante & Moran, PLLC annually audits the financial statements of certain Archdiocesan funds including its central operations, designated funds, properties, the Loan Deposit Program and archdiocesan collections.

The Archdiocese has consistently received unqualified (also known as clean) audit opinions from Plante & Moran. The annual reports in their entirety are published on the archdiocesan website. 

Q10:
What measures are in place to prevent a recurrence of these financial problems?

A10: 
Based on the recommendations of the two task forces appointed in 2009 by Archbishop Vigneron, significant improvements have been made in monitoring and controlling archdiocesan finances and operations. 

While Archbishop Vigneron has authority on most archdiocesan financial matters, he has implemented formal policies and procedures regarding the management of archdiocesan operating funds, endowments, and other accounts. 

These reforms, which include consultative consent on some financial issues, exceed standards required by statute under canon law as well as those set by the U.S. Conference of Catholic Bishops in areas of diocesan financial responsibilities. The Detroit Archdiocese reforms include:

· An improved accounting system at the archdiocesan and parish levels, providing more timely and insightful financial reporting;

· An enhanced archdiocesan Finance and Administration staff with a clearer definition of responsibilities and separation of duties including the controller and treasurer functions separated to provide defined checks and balances; and,
· The retention of a full time turnaround consultant to oversee the implementation of recommendations from the task forces appointed in 2009.

The governance of financial management has been strengthened by reorganizing archdiocesan financial operations and the archdiocesan Finance Council. The level of Finance Council engagement in archdiocesan fiscal matters has increased significantly. 

The Finance Council is working in close collaboration with the Archbishop, the Moderator of the Curia, and the College of Consultors to provide greater oversight and guidance to the Archbishop regarding the financial affairs of the Archdiocese. 

Archbishop Vigneron continues to implement other recommendations of the 2009 task forces including austerity measures and other efforts achieve an annualized balanced budget by July 1, 2012. 
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