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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
ST. MARY'S FOOD BANK ALLIANCE AND SMFBFOUNDATION
Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of St. Mary's Food Bank
Alliance and SMFB Foundation (the "Organization"), which comprise the consolidated statement of
financial position as of June 30, 2019, and the related consolidated statements of activities and
change in net assets, functional expenses, and cash flows for the year then ended, and the related
notes to the consolidated financial statements.

Management's Responsibility for the Consolidated Financial Statements

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

Auditors' Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audit. We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditors' judgment,
including the assessment of the risks of material misstatement of the consolidated 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 consolidated financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity's internal control. Accordingly,
we express no such opinion. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the consolidated financial statements.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of St. Mary's Food Bank Alliance and SMFB
Foundation as of June 30, 2019, and the changes in their net assets and their cash flows for the
year then ended in accordance with accounting principles generally accepted in the United States of
America.

Report on Summarized Comparative Information

We have previously audited St. Mary's Food Bank Alliance and SMFB Foundation's 2018
consolidated financial statements, and we expressed an unmodified opinion on those consolidated
financial statements in our report dated December 7, 2018. In our opinion, the summarized
comparative information presented herein as of and for the year ended June 30, 2018, is consistent,
in all material respects, with the audited consolidated financial statements from which it was derived.

Other Matters
Additional Information

Our audit was conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The accompanying consolidating statement of financial position and
consolidating statement of activities and change in net assets are presented for purposes of
additional analysis of the consolidated financial statements rather than to present the financial
position and results of operations of the individual entities and are not a required part of the
consolidated financial statements. Accordingly, we do not express an opinion on the financial position
or results of operations of the individual entities. 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 consolidated financial statements. The additional information has been
subjected to the auditing procedures applied in the audit of the consolidated financial statementsand
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the consolidated financial statements or to
the consolidated financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the additional
information is fairly stated, in all material respects, in relation to the consolidated financial statements
as awhole.

Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The accompanying schedule of expenditures of federal awards, as required
by Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements,
Cost Principles, and Audit Requirements for Federal Awards, is presented for purposes of additional
analysis and is not a required part of the consolidated 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 consolidated financial statements. The information has been
subjected to the auditing procedures applied in the audit of the consolidated financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the consolidated financial statements or to
the consolidated 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
is fairly stated, in all material respects, in relation to the consolidated financial statements as a whole.




Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December
6, 2019 on our consideration of St. Mary's Food Bank Alliance's and SMFB Foundation's internal
control over financial reporting and on our tests of their compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering St. Mary's Food Bank Alliance's and SMFB Foundation's
internal control over financial reporting and compliance.

Emphasis of Matter

As discussed in Note 1 to the financial statements, St. Mary's Food Bank Alliance and SMFB
Foundation adopted Financial Accounting Standards Update ("ASU") No. 2016-14, Not-for-Profit
Entities (Topic 958): Presentation of Financial Statements of Not-for-Profit Entities, in fiscal 2019. Our
opinion is not modified with respect to this matter.

WW%M MeCean PC.

December 6, 2019




ST. MARY'S FOOD BANKALLIANCE
AND SMFB FOUNDATION

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

June 30, 2019

(with comparative totals at June 30, 2018)

ASSETS

CURRENT ASSETS
Cash and cash equivalents
Inventory
Program and other receivables,
net of allowance for doubtful accounts of $20,000
Pledges receivable
Bequests receivable
Prepaid expenses

TOTAL CURRENT ASSETS
PLEDGES RECEIVABLE, less current portion

INVESTMENTS
PROPERTY AND EQUIPMENT, net

TOTALASSETS

LIABILITIES_AND

CURRENT LIABILITIES
Accounts payable
Accrued payroll expenses
Current maturities of gift annuities payable
Current maturities of capital lease obligations

TOTAL CURRENTLIABILITIES
GIFT ANNUITIE S PAYABLE, less current maturities
CAPITAL LEASE OBLIGATIONS, less current maturities

TOTAL LIABILITIES

NET ASSETS
Net assets without donor restrictions

Undesignated
Board-designated

Total net assets without donor restrictions
Net assets with donor restrictions

TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

See Notes to Consolidated Financial Statements
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2019 2018
$ 5226777 $ 6,420,272
10,476,435 7,599,013
1,845,231 1,359,504
100,000
1,252,695 821,987
112.335 94.628
19,013,473 16,295,404
100,000
21,912,897 16,179,395
18.671.840 19.063.163
$.59.698.210 $ 51.537.962
NET ASSETS
$ 840,662 $ 1,654,828
720,950 616,361
23,082 29,681
310,671 303,392
1,895,365 2,604,262
212,727 237,854
902.659 1.213.327
3.010.751 4,055,443
35,093,338 31,862,417
20.634.382 15.021.627
55,727,720 46,884,044
9569.739 598.475
7.4 47.482.51
$.59.698.210 $ 51.537.962




ST. MARY'S FOOD BANK ALLIANCE

AND SMFB FOUNDATION

CONSOLIDATED STATEMENT OF ACTIVITIES AND CHANGE IN NETASSETS

Year Ended June 30, 2019

(with comparative totals for the year ended June 30, 2018)

SUPPORT AND REVENUES
Donated surplus food and commodities
Community contributions
Government grants
Kids Cafe
Shared maintenance fees
Source program
CK Catering
Investment return
Miscellaneous and other revenue
Net assets released from restrictions
TOTAL SUPPORT ANDREVENUES

EXPENSES

Program Services
Community food
Child nutrition
Commodtiy supplemental food program
Grocery rescue and otherdistributions
Community kitchen

Total Program Services

Supporting Services
Fundraising and communications

General administration

Total Supporting Services

TOTAL EXPENSES

CHANGE INNET ASSETS

NET ASSETS, BEGINNING OF YEAR

NET ASSETS, END OF YEAR

Without Donor
Restrictions

With Donor
Restrictions

2019
Total

2018
Total

$ 137,800,153 $

$ 137,800,153

$ 139,330,126

24,385,054 765,838 25,150,892 23257177
3,869,039 3,869,039 2,624,872
3,605,163 3,605,163 3,677,696
(17,362) (17,362) 103,014
454,807 454,807 422,535
31,469 31,469 37,231
1,211,915 1,211,915 1,160,924
265,578 265,578 251,409
404,574 (404,574)
172,010,390 361,264 172,371,654 170,864,984
104,826,032 104,826,032 106,685,393
5,177,637 5,177,637 4,311,986
7,230,986 7,230,986 4,636,122
37,244,176 37,244176 38,299844
921,461 921,461 803,161
155,400,292 155,400,292 154,736,506
4,875,221 4,875,221 4,479,437
2,891,201 2,891,201 2,832,730
7,766,422 7.766.422 7,312,167
163,166,714 163,166.714 162,048.673
8,843,676 361,264 9,204,940 8,816,311
46,884,044 598.475 47,482,519 38,666,208
55.727.720 $ 959739 $§ 56,687,459 § 47,482,519

See Notes to Consolidated Financial Statements
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ST. MARY'S FOOD BANK ALLIANCE

AND SMFB FOUNDATION

CONSOLIDATEDSTATEMENTOFCASHFLOWS

Yea r Ended June 30, 2019

(wi th comparative totals for the year ended June 30,2018)

CASHFLOWS FROM OPERATING ACTIVITIES
Change in net assets
Adjustments toreconcile change in net assets to net
cash provided by operating activities:
Depreciation
Loss on sale/disposal of property and equipment
Bad debt expense
Contributions restricted to investment inproperty and equipment
Realized and unrealized gains on investments
(Increase) decrease inassets:
Inventory
Program and other receivables
Pledges receivable
Bequests receivable
Prepaid expenses
Increase (decrease) inliabilities:
Accounts payable
Accrued payroll expenses
Gift annuities payable

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment
Proceeds from sale of equipment
Purchase of investments
Proceeds from sale of investments

Net cash used ininvesting activities

CASHFLOW S FROM FINANCING ACTIVITIES
Collection of contributionsrestricted to investment in property and equipment
Payments on capital lease obligations

Net cash provided by (used in) financing activities
NET CHANGE IN CASH AND CASH EQUIVALENTS
CASHAND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid for interest

SUPPLEMENTAL DISCLOSURE OF NONCASH INVESTING ACTIVITIES
Purchase of property and equipment payable in accounts payable at fiscal year end

See Notes to Consolidated Financial Statements
-8-

$

$

$

2019 2018
9,204,940 § 8,816,311
1,860,310 1,640,219
106,992 1,829
2,258
(400,000)
(798,531) (705,891)
(2,877,422)  (2,525,122)
(485,727) (616,626)
(200,000) 2,000
(430,708) 460,427
(17,707) (10,445)
23,198 32,203
104,589 31,192
(31,726) 1,114
6,058208 7,129,469
(2,413,343) (3,958,319)
(1,200)
(5,645,845) (413,631)
710,874 188,436
(7.348.314)_ (4184714
400,000
(303,389) (370,868)
96,611 ___ (370.868)
(1,193,495) 2,573,887
6,420,272 3,846,385
5,226,777 $ 6,420,272
97,390 _S 128,762
$ 837.364




ST. MARY'S FOOD BANK ALLIANCE
AND SMFB FOUNDATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Year EndedJune 30, 2019
(withcomparative totals for the year ended June 30, 2018)

Nature of Operations - St. Mary's Food Bank Alliance ("St. Mary's"), the world's first food bank, was
established in 1967. St. Mary's is a community-based Arizona not-for-profit corporation whose primary
mission is to alleviate hunger through gathering and distributing food to those in need, education, and
advocacy. St. Mary's is supported by various sources including community donations and government
funding. Its main programsinclude:

Community Food - Community Food consists of the Emergency Food and Source Distribution
programs. Emergency Food is distributed at no cost to families in need. Emergency Food Boxes
and supplemental donated items are designed to provide temporary food assistance during times
of crisis while a more permanent solution is found. Source distribution is a volume-buying service
offered by St. Mary's to its partner agency organizations. By purchasing in truckload quantities,
St. Mary's is able to procure popular food items, which are not normally available as donations, at
wholesale prices and pass the savings on to its agencies.

Child Nutrition - Child Nutrition consists of the Kid's Cafe, Backpacks and School Pantry
programs. Kid's Cafe continues to be the largest component of St. Mary's Child Nutrition efforts.
The Kid's Cafe meal-service program, which is funded by the Arizona Department of Education
through the U.S. Department of Agriculture, provides Arizona children with what is often their last
meal of the day. The addition of the weekend Backpack and School Pantry programs has
expanded the services offered to school aged children. St. Mary's collaborates with more than
160 schools, community centers, churches and other neighborhood groups to provide more than
6,000 free, healthy meals daily in after-school and summer programs. In addition to the nutritious
meals, these programs include recreational components and access to after-schooltutoring.

Community Kitchen - The Community Kitchen consists of both the Community Kitchen and CK
Catering programs. Community Kitchen is a life skills and food service training program for those
with barriers to employment. Students gain the skills to get jobs offering livable wages and
opportunities for advancement through hands-on food service training as well as classroom
studies.

Commodity Supplemental Food Program ("CSFP") - CSFP consists of a program solely
funded by federal funds which works to improve the health of elderly people at least 60 years of
age by supplementing their diets with nutritious commodityfoods.

Grocery Rescue and Other Distributions - The vast majority of Grocery Rescue and Other
Distributions consists of food rescued from retail grocery partners directly by St. Mary's and its
partner agencies, totaling approximately $31,681,000 and $28,309,000 for the years ended June
30,2019 and 2018, respectively.

SMFB Foundation (the "Foundation") is a 501(c)(3) entity established to enable the growth of St. Mary's long-
term reserves and is controlled by St.Mary's.

The significant accounting policies followed by St. Mary's and the Foundation, collectively referred to in
these consolidated financial statements as the "Organization", are summarized below:




ST. MARY'S FOOD BANK ALLIANCE
AND SMFB FOUNDATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Year Ended June 30,2019
(with comparative totals for the year ended June 30, 2018)

Basis of presentation - The accompanying consolidated financial statements are presented in accordance
with Financial Accounting Standards Board ("FASS") Accounting Standards Codification ("ASC") 958-205,
Not-for-Profit Entities - Presentation of Financial Statements. The Organization adopted Accounting
Standards Update ("ASU") 2016-14, Not-for-Profit Entities (Topic 958) Presentation of Financial Statements
of Not-for-Profit Entities in fiscal 2019, which requires the Organization to report information regarding their
financial position and activities according to two classes of net assets: net assets without donor restrictions
and net assets with donor restrictions.

Net assets without donorrestrictions

Net assets that are not subject to donor-imposed restrictions and may be expended for any purpose in
performing the primary objectives of the Organization. These net assets may be used at the discretionof

the Organization's management and the board of directors.

Net assets with donorrestrictions

Net assets subject to stipulations imposed by donors and granters. Some donor restrictions are temporary
in nature; those restrictions will be met by actions of the Organization or by the passage of time. Other
donor restrictions are perpetual in nature, whereby the donor has stipulated that the funds be maintainedin
perpetuity. AtJune 30, 2019 and 2018 the Organization had no perpetual net assets with donor restrictions.

Donor restricted contributions are reported as increases in net assets with donor restrictions. When a
restriction expires, net assets are reclassified from net assets with donor restrictions to net assets without
donor restrictions in the statement of activities and change in net assets.

Prior-year summarized information - The consolidated financial statements include certain prior year
summarized comparative information in total but not by net asset class. Such information does not include
sufficient detail to constitute a presentation in conformity with accounting principles generally accepted in the
United States of America ("GAAP"). Accordingly, such information should be read in conjunction with the
Organization's consolidated financial statements for the year ended June 30, 2018, from which the
summarized information was derived.

Principles of consolidation - The consolidated financial statements include the accounts of St. Mary's and
the Foundation. All significant inter-organization transactions and accounts have been eliminated in
consolidation.

Management's use of estimates - The preparation of consolidated financial statements in conformity with
accounting principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the consolidated financial statements, and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Cash and cash equivalents - For purposes of reporting cash flows, cash and cash equivalents include
liquid accounts with original maturities of three months or less that are not designated for investment
purposes. Deposits at each institution are insured in limited amounts by the Federal Deposit Insurance
Corporation ("FDIC"). Periodically, the Organization maintains cash in its financial institutions in excess of
the amounts insured by the FDIC.

-10-




ST. MARY'S FOOD BANK ALLIANCE
AND SMFB FOUNDATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Year Ended June 30, 2019
(with comparative totals for the year ended June 30, 2018)

Inventory - Donated inventories are stated at the estimated value per pound as determined by Feeding
America, a national association of food banks which provides assistance and valuation of food and grocery
products. Purchased inventories are stated at the lower of cost, as determined using the first-in, first-out
("FIFQ") basis, or net realizable value.

Program and other receivables - Program and other receivables include amounts due from various
governmental agencies for program services provided and amounts due from agency partners and are
carried at the outstanding balances less an allowance for doubtful accounts, if applicable. Management
provides for probable uncollectible amounts through a charge to earnings and a credit to a valuation
allowance based on its assessment of the current status of individual receivables. Balances that are still
outstanding after management has used reasonable collection efforts are written off through a charge to the
valuation allowance and a credit to program and other receivables.

Bequests - Bequests are recognized as contribution revenue in the period the Organization receives
notification the court has found the will of the donor's estate to be valid and all conditions have been
substantially met. At June 30, 2019 and 2018, bequests receivable are all due within one year.
Management provides for probable uncollectible bequests receivable through a charge to earnings and a
credit to a valuation allowance based on its assessment of the current status of individual bequests
receivable, if necessary. Balances that are still outstanding after management has used reasonable collection
efforts are written off through a charge to the valuation allowance and a credit to bequests receivable. At
June 30, 2019 and 2018, bequests receivable are deemed by management to be fully collectible;
accordingly, an allowance foruncollectible bequests is not considered necessary.

Promises to give - Unconditional promises to give (pledges) that are to be collected within one year are
recorded at net realizable value. Unconditional promises to give that are expected to be collected in future
years are initially recorded at the fair value of their estimated future cash flows as of the date of the promise
to give through the use of a present value discount technique. In periods subsequent to initial recognition,
unconditional promises to give are reported at the amount management expects to collect and are
discounted over the collection period using the same discount rate as determined at the time of initial
recognition. The discount rate determined at the initial recognition of the unconditional promise to give is
based upon management's assessment of many factors, including when the pledge is expected to be
collected, the creditworthiness of the donors, the Organization's past collection experience and its policies
concerning the enforcement of promises to give, expectaitons about possible variations in the amount or
timing, or both, of the cash flows, and other factors concerning the receivable's collectability. Amortization of
the discounts, if any, is included in contributions. Conditional promises to give are recognized when the
conditions on which they depend are substantially met. At June 30, 2019, management considers promises
to give to be collectible in full and, accordingl,y an allowance for uncollectible promises to give is not
considered necessary. At June 30, 2019, St. Mary's recorded a long term pledge receivable of $100,000.
The present value discount for this pledge is not material.

Property and equipment - Purchased property and equipment are valued at cost and donated property and
equipment are recorded at fair value at the date of gift to the Organization. Maintenance and repairs are
charged to operations when incurred. Generally, property and equipment additions in excess of $5,000 are
capitalized. Depreciation and amortization of property and equipment are computed on a straight-line basis
over estimated useful lives which range from of 3 to 31 years for buildings and improvements, 3 to 20 years
for furniture, fixtures and equipmen,t5 to 8 years for equipment held under capital leases and 3 to 10 years
for vehicles. When assets are retired or otherwise disposed of, the related costs and accumulated
depreciation are removed from the accounts and gains and losses are included in operations.
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ST. MARY'S FOOD BANK ALLIANCE
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Year Ended June 30,2019
(with comparative totals for the year ended June 30,2018)

Impairment of long-lived assets - The Organization accounts for long-lived assets in accordance with the
provisions of FASB ASC 360, Property, Plant, and Equipment. FASB ASC 360 requires that long-lived
assets be reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Recoverability of assets to be held and used is measured by a
comparison of the carrying amount of an asset to future undiscounted net cash flows expected to be
generated by the asset. If such assets are considered to be impaired, the impairment to be recognized is
measured by the amount by which the carrying amount of the assets exceeds the fair value of the assets.
No impairment charges were recorded for years ended June 30, 2019 or 2018.

Investments - The Organization accounts for its investments in accordance with FASB ASC 958-320, Not
for-Profit Entities - Investments - Debt and Equity Securities. Under FASB ASC 958-320 , investments in
equity securities with readily determinable fair values and all investments in debt securities are measured at
fair value in the consolidated statement of financial position. The Organization's investments in corporate
and government bonds are valued using third party pricing models maximizing the use of observable inputs
for similar securities, including basing value on vyields currently available on comparable securities with
similar credit ratings. Investment income or loss (including unrealized and realized gains and losses on
investments, interest, and dividends) is included in net assets without restrictions unless the associated
income or loss is restricted. Declines in the fair value of investments below their cost that are deemed to be
other than temporary are reflected as realized losses. There were no declines in fair value of investments
below their cost that were deemed to be other than temporary as of and for the years ended June 30, 2019
and 2018.

Risks and uncertainties - The Organization invests in various types of investments which are exposed to a
variety of risks, such as interest rate, market and credit risks. Due to the level of risk associated with certain
investments, it is at least reasonably possible that changes in the values of investments will occur in the
near term and that such changes could materially affect the amount reported in the consolidated statement
of financial position.

Fair value measurements - FASB ASC 820, Fair Value Measurement, establishes a common definition for
fair value to be applied to accounting principles generally accepted in the United States of America requiring
use of fair value, establishes a framework for measuring fair value, and expands disclosures about such fair
value measurements. FASB ASC 820 also establishes a hierarchy for ranking the quality and reliability of
the information used to determine fair values. FASB ASC 820 requires that assets and liabilities carried at
fair value be classified and disclosed in one of the following three categories:

Level 1: Unadjusted quoted market prices in active markets for identical assets or liabilities.
Level 2: Unadjusted quoted prices in active markets for similar assets or liabilities, unadjusted

quoted prices for identical or similar assets or liabilities in markets that are not active, or
inputs other than quoted prices that are observable for the asset or liability.

Level 3: Unobservable inputs for the asset or liability.
The asset's or liability's fair value measurement level within the fair value hierarchy is based on the lowest

level of any input that is significant to the fair value measurement. Valuation techniques used maximize the
use of observable inputs and minimize the use of unobservable inputs.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Year Ended June 30,2019
(with comparative totals for the year ended June 30, 2018)

Revenue recognition - Revenue from the Kid's Cafe, community kitchen and the catering program is
recognized when services are rendered.

Government grants - The Organization recognizes amounts received from government grants as earned
when services are rendered under unit of service contracts or as allowable costs are incurred under cost
reimbursement contracts. A receivable is recorded to the extent the amount earned exceeds cash
advances. Conversely, a liability is recorded when cash advances exceed amounts earned.

Funding sources may, at their discretion, request reimbursement for expenses or return of funds, or both,
as a result of noncompliance by the Organization with the terms of the grants or contracts. Additionally, if
the Organization terminates their activities, all unearned amounts are to be returned to the funding sources.

Contributions - The Organization accounts for contributions in accordance with FASS ASC 958-605, Not
for-Profit Entities - Revenue Recognition. In accordance with FASS ASC 958-605, contributions received are
recorded as contributions without donor restrictions or contributions with donor restrictions depending on the
existence and/or nature of any donor restrictions. All donor-restricted support is reported as an increase in
net assets with donor restrictions. When a restriction expires (that is, when a stipulated time restriction ends
or purpose restriction is accomplished), net assets with donor restrictions are reclassified to net assets
without donor restrictions and reported in the consolidated statement of activities and change in net assets
as net assets released from restrictions. Restricted contributions, where restrictions are fulfilled in the same
period in which the contribution is received, are shown as additions to net assets without donor restrictions.

Donated materials and services - Donated materials are recorded at their estimated fair value as of the
date of donation. Donated materials include donated rent and discounted leases on transportation
equipment.

Donated services are recorded in accordance with FASS ASC 958-605 at their estimated fair value ifthey
(a)create or enhance the Organization's nonfinancial assets or (b) require specialized skills, are provided by
individuals possessing those skills and would typically need to be purchased if not provided by donation.
The Organization utilizes the services of numerous volunteers to perform a variety of tasks that assist the
Organization with specific programs, campaign solicitations, and various committee assignments. During the
year ended June 30, 2019, the Organization received the benefit of approximately 226,000 hours from
approximately 81,000 volunteers. During the year ended June 30, 2018, the Organization received the
benefit of approximately 213,000 hours from approximately 75,000 volunteers. This support has not been
recorded as a component of contribution revenue as it does not meet the recognition criteria under FASS
ASC 958-605.

Advertising - Advertising costs are expensed as incurred. Advertising expenses totaled $8,858 and
$45,191 respectively, forthe years ended June 30, 2019 and 2018.
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N ‘ . | f signifi . licies (continued)

Functional expenses - The costs of providing the Organization's various programs and other activities have
been reported on a functional basis in the accompanying consolidated statement of activities and change in
net assets. The consolidated statement of functional expenses presents the natural classification detail of
expense by function. Accordingly, certain costs have been allocated among the programs and supporting
services benefited. Directly identifiable expenses are charged to programs and supporting services. The
Organization charges substantially all of the expenses directly to the appropriate function. Program services
expenses are allocated among the specific programs on the basis of pounds of food distributed during the
fiscal year. General and administrative expenses include those expenses that are not directly identifiable
with any other specific function but provide for the overall support and direction of the Organization.

Income tax status - St. Mary's and the Foundation qualify as tax-exempt organizations under Section
501(c)(3) of the Internal Revenue Code (the "Code") and, accordingly, there is no provision for income
taxes for these organizations. In addition, they qualify for the charitable contribution deduction under Section
170 of the Code and have been classified as organizations that are not private foundations. Income
determined to be unrelated business taxable income would be taxable.

St. Mary's and the Foundation evaluate their uncertain tax positions, if any, on a continual basis through
review of their policies and procedures, review of their regular tax filings, and discussions with outside
experts. At June 30, 2019 and 2018, management believes St. Mary's and the Foundation did not have any
uncertain tax positions.

St. Mary's and the Foundation's federal Returns of Organizations Exempt from Income Tax (Form 990) for
2016, 2017, and 2018 are subject to examination by the IRS, generally for three years after they were filed.
As of the date of this report, the 2019 returns had not yet been filed.

Recent accounting pronouncements - In May 2014, the FASB issued Accounting Standards Update
("ASU") No. 2014-09, Revenue from Contracts with Customers (Topic 606), that will supersede most current
revenue recognition guidance, including industry-specific guidance. The core principle of the new guidance
is that an entity will recognize revenue to depict the transfer of promised goods or services to customers in
an amount that reflects the consideration to which the entity expects to be entitled in exchange for those
goods or services. The standard provides a five-step analysis of transactions to determine when and how
revenue is recognized. Other major provisions include the capitalization and amortization of certain contract
costs, ensuring the time value of money is considered in the transaction price, and allowing estimates of
variable consideration to be recognized before contingencies are resolved in certain circumstances.
Additionally, the guidance requires disclosures related to the nature, amount, timing, and uncertainty of
revenue that is recognized.

In August 2015, the FASB issued ASU No. 2015-14, Revenue from Contracts with Customers (Topic 606),
which changed the effective date of the provisions of FASB ASU No. 2014-09. As a result, the new effective
dates for public business entities, certain not-for-profit entities, and certain employee benefit plans to apply
the guidance in FASB ASU No. 2014-09 is for annual reporting periods beginning after December 15,2017.
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N ‘ . | f signifi . licies (continued)

All other entities should apply the guidance in FASB ASU No. 2014-09 to annual reporting periods
beginning after December 15, 2018. This standard will be adopted by the Organization for the fiscal year
ending June 30, 2020. Transition to the new guidance may be done using either a full or modified
retrospective method. The Organization is currently evaluating the full effect that the adoption of this
standard will have on the consolidated financial statements.

In June 2018, the FASB issued ASU No. 2018-08, Not-for-Profit Entities (Topic 958), Clarifying the Scope
and the Accounting Guidance for Contributions Received and Contributions Made. ASU 2018-08 is intended
to clarify current accounting guidance about whether a transfer of assets is a contribution or an exchange
transaction. ASU 2018-08 is effective for annual periods beginning after December 15, 2019. Early adoption
is permitted. The update is intended to be applied on a modified prospective basis, but retrospective
application is permitted. The Organization is currently evaluating the full effect that the adoption of this
standard will have on the consolidated financial statements.

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). ASU 2016-02 requires that a
lease liability and related right-of-use-asset representing the lessee's right to use or control the asset be
recorded on the consolidated statement of financial position upon the commencement of all leases except
for short-term leases. Leases will be classified as either finance leases or operating leases, which are
substantially similar to the classification criteria for distinguishing between capital leases and operating
leases in existing lease accounting guidance. ASU 2016-02 is effective for fiscal year beginning after
December 15, 2020. Early adoption is permitted. The Organization has estimated that if they were to adopt
ASU 2016-02 for the year ended June 30, 2019, a non-current right of use asset of approximately $573,000
and a corresponding current and non-current lease liability of approximately $143,000 and $430,000
respectively, would be recorded in the accompanying consolidated statement of financial position as of
June 30, 2019. The estimate was calculated using the minimum future lease payments (See Note 10) and a
discount rate of 2.12% representing an estimated risk free rate.

In August 2016, the FASB issued ASU No. 2016-14, Not-for-Profit Entities (Topic 958), Presentation of
Financial Statements of Not-for-Profit Entities. ASU 2016-14 improves the current net asset classification
requirements and the information presented in financial statements and notes about a not-for-profit entity's
liquidity, financial performance, and cash flows. ASU 2016-14 is effective for annual financial statements
issued for fiscal years beginning after December 15, 2017. The Organization has adopted ASU 2016-14 for
the year ended June 30, 2019. The amendments of this ASU are to be applied on a retrospective basis in
the year that the ASU is first applied, which for the Organization is the fiscal year ended June 30, 2018. All
amounts previously reported as temporarily restricted or permanently restricted net assets have been
reclassified to net assets with donor restrictions upon adoption of this standard. In accordance with the
amendments of this ASU, the Organization elected to present expenses by function and nature as a
separate statement of functional expenses. Disclosure around liquidity and availability of resources as of
June 30, 2019 is included in Note 13. The Organization has elected not to present comparative information
for the liquidity and availability of resources disclosure in the year of adoption as permitted by the ASU.
Current standards allow not-for-profit entities to decide whether to present operating cash flows using either
the direct method or the indirect method. The Organization will present the operating cash flows using the
indirect method. Investment fees have been reclassified to be presented net against investment return in
the consolidated statement of activities and change in net assets. As a result, investment fees expense
totaling $64,348 was reclassified in the fiscal 2018 consolidated statement of activities and change in net
assets.
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N ‘ . | f sinifi . licies (continued)

A summary of the beginning net asset reclassifications as of June 30, 2018 driven by the adoption of ASU
2016-14 is as follows:

ASU 2016-14 Classificati
Without donor With donor

Net Asset Classifications restrictions restrictions Total
As previouslyreported:
Unrestricted $ 31,862,417 §$ $ 31,862,417
Board designated 15,021,627 15,021,627
Temporaril yrestricted 598,475 598,475
Net assets, asreclassified $ 46.884.044 $ 598,475 $ 47 482,519

Subsequent events - The Organization has evaluated events through December 6, 2019, which is the date
the consolidated financial statements were available to be issued.

c . f creditrist

Financial instruments that subject the Organization to potential concentrations of credit risk consist
principally of cash and investments. The Organization maintains its cash in bank accounts, which at times
may exceed federally insured limits.

The Organization also maintains cash in accounts with investment firms. The accounts contain cash and
securities. Balances are insured up to $500,000 (with a limit of $250,000 for cash) by the Securities Investor
Protection Corporation ("SIPC"). The Organization has not experienced any losses in such accounts and
believes it is not exposed to any significant creditrisk on cash balances.

Of the program and other receivables at June 30, 2019 and 2018, 69% and 49%, respectively, are due from
departments within the State of Arizona, and 32% was a grant due from a single individual at June 30,
2018. Concentrations of credit risk with respect to these receivables are limited due to the nature of the
receivables and the collection history with the funding sources. The Organization requires no collateral on
its program and other receivables.

Of the bequests receivable at June 30, 2019, 63% are due from three donors, and at June 30, 2018 47%,
were due from two donors.

Of donated surplus food and commodities revenues during the years ended June 30, 2019 and 2018, 21%
and 24%, respectively, was donated from 2 organizations.
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Inventory
Inventory consists of the following at June 30:
2019 2018

Donated food inventory $ 7,952,720 $§ 4,741,842
Government food 2,054,203 2,390,467
Purchased food inventory 450,795 452,302
Otherinventory 18,717 14,402

Total cost and donated value $ _10.76.J 8 7. .Ql

The Organization receives donated food from various private and public sources. In order to provide a
measurable basis for evaluating the primary mission of the Organization, management values food for
purposes of including donated and distributed food as components of the accompanying consolidated
financial statements. For the years ended June 30, 2019 and 2018, donated food of approximately
90,806,000 pounds and 88,640,000 pounds, respectively, valued at a composite price of $1.52 and $1.57
per pound, respectively, is reflected in the accompanying consolidated statements of activities and change
in net assets as donated surplus food and commodities. The composite price is the estimated weighted
average wholesale amount per pound, as determined by Feeding America.

Shipping and handling costs for donated food are expensed as they are incurred, and are included in the
accompanying consolidated statement of activiies and change in net assets within program services
expense.

I | fair val f §i ial i

The following is a summary of financial instruments measured at fair value on a recurring basis at June 30,
2019:

(Level 1) (Level 2) (Level 3)
Investments:
Cash and money marketfunds $ 40,201 $ $
Mutual funds:
Large cap equity 2,300,698
Small cap equity 629,797
Other equity 576,879
Fixed income 3,193,256
Other 997,184
Fixed income:
Corporate bonds 1,630,384
Government bonds 2,301,818
Other 281,790
Exchange traded funds 9.960.890
Totalinvestments $ 17698905 3 4.21 2 %
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(4) Investments and fair value of financial instruments (continued)

The following is a summary of financial instruments measured at fair value on a recurring basis at June 30,

2018:
{Level 1} {Level 2} jLevel 3}
Investments:
Cash and money marketfunds $ 76,284 $ $
Mutual funds:
Large cap equity 2,429,389
Small cap equity 726,995
Other equity 614,683
Fixed income 2,202,278
Other 885,793
Fixed income:
Corporate bonds 702,219
Government bonds 906,798
Other 286,720
Exchange traded funds 7,348,236
Total investments $ 14283658 $§ 1895737 $

Investment return is summarized as follows for the years ended June 30:

2019 — 2018

Interest and dividends $ 497,778 $ 519,381
Unrealized investment gains 335,691 639,607
Realized investment gains 462,840 66,284
Investment fees (84,394) (64,348)
Total investment return $ 1211915 $ 16092

(5) Split interest agreements

The Organization currently administers charitable gift annuities that provide an annual income payment to
the beneficiaries until the income obligation is completed in accordance with the donor's trust agreement.
The assets contributed under the charitable gift annuities are carried at fair value. Contribution revenues are
recognized at the date the annuities are established after recording liabilities for the present value of the
estimated future payments to be made to the donors and/or other beneficiaries. Present values are
calculated using a risk-free discount rate determined at the time the annuities are established, and actuarial
tables and guidelines used for calculating the available deduction for income tax purposes. The liabilities are
adjusted for the accretion of the discount and other changes in the estimates of future benefits. As of June
30, 2019 and 2018, the present value of the annuity payment liability is $235,809 and $267,535
respectively. To calculate the present value of the charitable gift annuity, management used the applicable
federal rate of approximately 5% as of June 30, 2019 and 6% as of June 30, 2018. Charitable gift annuities
are estimated to mature through 2033. Assets of the Organization that are reserved for charitable gift
annuities totaled $424,956 and $529,082 at June 30, 2019 and 2018, respectively, and are included within
investments in the accompanying consolidated statements of financial position.
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Property and equipment

Property and equipment consist of the following at June 30:

2019 2018
Land $ 2202865 $ 2,202,865
Buildings and improvements 22,257,346 17,836,486
Furniture, fixtures, and equipment 4,447,399 4,194,926
Vehicles 2,202,997 1,694,185
Equipment held under capital leases 2,673,641 2,673,641
33,784,248 28,602,103
Accumulated depreciation and amortization (15,174,869) (14,064,813)
18,609,379 14,537,290
Construction in progress 62,461 4,525,873
Property and equipment, net $_ 18671840 $ 19.063.163

Depreciation expense charged to operations was $1,860,310 and $1,640,219 respectively, for the years
ended June 30, 2019 and 2018.

Construction in progress at June 30, 2018 related to renovations and improvements to the Organization's
primary warehouse and office and was completed and placed in service in October2018.

Li f credi

The Organization maintained a line of credit with a bank that bore interest at the greater of the lender's
prime rate or 4%. The line of credit had an original maturity date of February 1, 2018. Effective September
25, 2017, the Organization amended the line of credit agreement with a bank increasing the available
balance from $1,000,000 to $4,200,000 and modifying the interest rate to equal the one month London
Interbank Offered Rate ("LIBOR") published by ICE Benchmark Administration Limited plus 1.25% (3.69%
at June 30, 2019). The line of credit was secured by the Organization's inventory, accounts and equipment
and matured on April 1, 2019. The Organization did not renew the line of credit. There was no outstanding
balance or activity on this line of credit as of and for the years ended June 30, 2019 and 2018.

Capital | bligati

The Organization has entered into capital leases for vehicles and other equipment. These leases expire at
various periods through March 2024. The assets and liabilities under capital leases are recorded at the
lower of the present value of the minimum future lease payments or the fair value of the assets.
Amortization expense under these capital leases is included in depreciation expense. Interest rates on these
capital leases vary from 4.73% t05.25%.

The following is a summary of assets held under capital leases at June 30:

2019 2018
Vehicle and other equipment $ 2673641 $ 2,673,641
Accumulated depreciation and amortization (1.562014) (1.251.710)
Assets held under capitalleases, net $ 1111627 $ 1.421.931
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Capital | bligations (continued)

Future minimum lease payments under these capital leases are as follows:

Years Ending June 30,

2020 $ 397,635
2021 397,635
2022 336,487
2023 190,323
2024 141.115
Total minimum lease payments $ 1,463,195

Less amounts representing interest {249,865)
Presentvalue of minimum lease payments 1,213,330

Current maturities {310,671)
Noncurrent maturities 902,659

Interest expense related to the capital leases above totaled approximately $98,000 and $129,000
respectively, for the years ended June 30, 2019 and 2018.

Net assets

Net assets without donor restrictions include board-designated assets that have been set aside by the
Board of Directors of St. Mary's. Board-designated funds are intended to fund future capital projects and
early-stage strategic initiatives which are Board-approved but not considered in the annual operating budget,
as well as provide potential funding for food purchases in the event of scarcity and for a future recession,
should such situations present themselves. In the event the need arises to utilize the board designated
funds for liquidity purposes, the reserves could be drawn upon through board resolution. The board
designated net assets are held in investment accounts by the Foundation and total $20,634,382 and
$15,021,627 respectively, as of June 30, 2019 and 2018.

Net assets with donor restrictionsare available for the following restricted purposes as of June 30:

2019 2018
Time restrictions $ 218,667 $ 18,667
Purpose restrictions 741,072 579,808
Total net assets with donor restrictions $ 959,739 $ .598/47.5

Net assets with donor restrictions released from restriction during the year ended June 30, 2019 are as
follows:

Satisfaction of purposerestriction:

Community kitchen $ 8,657
Kids cafe truck and equipment 203,260
School pantry 192,657

Total net assets with donor restrictions released from restrictions $ 404,574
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Operating leases
The Organization leases office equipment and office space under operating lease agreements that expire

through July 2024. Future minimum payments under these non-cancelable operating leases as of June 30,
2019 are asfollows:

Years Ending.June 30,
2020 $ 146,048
2021 144,411
2022 131,476
2023 135,636
2024 48,474
Total minimum lease payments $ 606.045

It is expected that in the normal course of business, leases that expire will be renewed or replaced by other
leases.

Total rental expense under these leases as well as short term vehicle leases was approximately $898,000
and $1,031,000respectively, for the years ended June 30,2019 and 2018.

Additionally, the Organization entered into an agreement in September 1998 to receive donated office and
warehouse facilities from an unrelated party in Surprise, Arizona. The lease automatically renews annually
and can be terminated by either party. The space has an estimated fair value of $.50 per square foot. For
the years ended June 30, 2019 and 2018, the Organization recognized an in-kind contribution of $173,526
related to this donated space which is included in community contributions in the accompanying
consolidated statement of activities and change in net assets.

Retirement plan

The Organization participates in a qualified 401(k) defined contribution retirement plan (the "Plan") for
eligible employees. Subsequent to the employee completing 3 months of employment with the Organization
and the employee being 21 years of age, an employee is eligible to participate in the plan. Contributions are
based on a percentage of salary. The Organization has a discretionary match policy and the Organization
elects on an annual basis what percentage to match of the employee contributions made to the plan.
Contributions to the Plan under this arrangement were $313,343 and $208,958 respectively, for the years
ended June 30,2019 and 2018.

Effective January 1, 2018, employees are eligible to participate in the Plan after 30 days of employment and
are automatically enrolled at a 5% elective deferral rate. Additionally, employees receive an employer match
of the first 3% of their eligible pay contributed to the Plan and 50% of the next 2% of their eligible pay
contributed to the Plan.

Conti .
Periodically, the Organization is involved in litigation and claims arising in the normal course of operations.

In the opinion of management and based on consultation with legal counsel, losses, if any, from these
matters are covered by insurance or are immaterial.
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(13) Liquidit | availability of

The Organization regularly monitors the availability of resources required to meet its operating needs and
other contractual commitments, while also striving to maximize the return on investment of its available
funds. For purposes of analyzing resources available to meet general expenditures over a 12-month period,
the Organization considers all expenditures related to its ongoing mission-based activities as well as the
conduct of services undertaken to support those activities to be general expenditures.

The following table reflects the Organization's financial assets as of June 30, 2019, reduced by amounts
that are not currently available to meet general expenditures within one year of the consolidated statement
of financial position date because of contractual restrictions or internal board designations. Amounts not
available include investments necessary to fund gift annuities, net assets with donor restrictions and board
designated funds. Board-designated funds are intended to fund future capital projects and early-stage
strategic initiatives which are Board-approved but not considered in the annual operating budget, as well as
provide potential funding for food purchases in the event of scarcity and for a future recession, should such

situations present themselves. In the event the need arises to utilize the board-designated funds for liquidity
purposes, the reserves could be drawn upon through board resolution.

Cash and cashequivalents

$ 5,226,777
Program and other receivables, net 1,845,231
Pledges receivable 200,000
Bequests receivable 1,252,695
Investments 21.912897
Total financial assets 30,437,600
Less: Board designated netassets (20,634,382
Less: Investments designated to fund gift annuities (424,956
Less: Net assets withdonor restriction (959,739)
Financial assets available to meet cash needs for general
expenditures within oneyear $ 8418523

While the Organization's investments are classified as long-term in the accompanying consolidated
statement of financial position based on management's intent, the investments could be readily liquidated
without significant penalty to fund operating cash flow needs, except as noted above.
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ADDITIQNAL INFQRMATION

CONSOLIDATING STATEMENT OF FINANCIAL POSITION

CURRENT ASSETS
Cash and cash equivalents
Inventory
Program and otherreceivables,
net of allowance for doubtful accounts of $20,000
Pledges receivable
Bequests receivable
Prepaid expenses
TOTAL CURRENT ASSETS

PLEDGES RECEIVABLE, less currentportion
INVESTMENTS
PROPERTY AND EQUIPMENT, net

TOTALASSETS

CURRENT LIABILITIES
Accounts payable
Accrued payroll expenses
Current maturities of gift annuities pay able
Current maturities of capital leas eobligations
TOTAL CURRENT LIABILITIES

GIFT ANNUITIES PAYABLE, less currentmaturities

CAPITAL LEASE OBLIGATIONS, less current maturities
TOTAL LIABILITIES

NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

June 30,2019

ASSETS
St.Mal)'.'s Eoundation Eliminations Total

$ 2,785,418 § 2,441,359 § N 5,226777
10,476,435 10,476,435
1,845,231 1,845,231
100,000 100,000
1,252,695 1,252,695
112,335 112335
16,572,114 2,441,359 19,013,473
100,000 100,000
3,719,874 18,193,023 21,912,897
18,671,840 18,671,840

$ 39063828 § 20634382 $ $ 59,698,210

LIABILITIES AND NET ASSETS

$ 840,662 $ $ $ 840,662
720,950 720,950

23,082 23,082

310671 310,671
1,895,365 1,895,365
212,727 212,727

902,659 902659
3,010,751 3,010,751
36,053,077 20,634,382 56,687,459

$ 39,063,828 $ 20,634,382 % $ 59,698,210

See Independent Auditors' Report
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ST. MARY'S FOOD BANK ALLIANCE

AND SMFB FOUNDATION

ADDITIONAL INFORMATION

CONSOLIDATING STATEMENT OF ACTIVITIES AND CHANGE IN NET ASSETS

SUPPORT AND REVENUES
Donated surplus food and commodities
Community contributions
Government grants
Kids Cafe
Shared maintenance fees
Source program
CK Catering
Investment return
Miscellaneous and otherrevenue
TOTAL SUPPORT AND REVENUES

EXPENSES

Program Services
Community food
Child nutrition
Commodity supplemental food program
Grocery rescue and other distributions
Community kitchen

Total Program Services

Supporting Services
Fundraising and communications

General administration
Total Supporting Services

TOTAL EXPENSES

CHANGE IN NETASSETS
TRANSFER OF NET ASSETS

NET ASSETS, BEGINNING OF YEAR

NET ASSETS, END OF YEAR

Year Ended June 30, 2019

Found ation

St Mal}''s

Elim ination s

Total

$ 137,800,153 $

$ 137,800,153

25,150,892 25,150,892
3,869,039 3,869,039
3,605,163 3,605,163

(17,362) (17,362)
454,807 454,807
31,469 31,469
1,193642 1,055,544 (1,037,271) 1,211,915
265,578 265,578
172,353,381 1055544 __ (1.037.271) 172,371654

104,826,032 104,826,032
5,177,637 5,177,637
7,230,986 7,230,986
37,244,176 37,244,176

921,461 921 461

155,400,292 155,400,292
4,875,221 4,875,221
2,890,910 1,037,562 (1,037,271) 2,891,201
7,766,131 1,037,562 ___ (1.037.271) 1.766.422

163,166,423 1,037,562 (1.037.271) 163,166,714
9,186,958 17,982 9,204,940

(9,203,966) 9,203,966

36,070,085 11,412,434 47,482,519

$ 36053077 $ 20634382 _$ $  56,687.459

See Independent Auditors' Report
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