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Independent Auditors' Report

The Board of Directors
North Carolina Baptist Foundation, Inc.:

We have audited the accompanying statements of financial position of North Carolina Baptist
Foundation, Inc. (the "Foundation") as of December 31, 2006 and 2005, and the related statements of
activities and cash flows for the years then ended. These financial statements are the responsibility of

the Foundation's management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Foundation’s internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures 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 financial statements referred to above present fairly, in all material respects, the
financial position of North Carolina Baptist Foundation, Inc. as December 31, 2006 and 2005, and the
changes in its net assets and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

jaﬁ/u/&% £ Kbty , LLP

October 1, 2007



NORTH CAROLNA BAPTIST FOUNDATION, INC.
Statements of Financial Position

December 31, 2006 and 2005

2006 2005
Assets

Cash and cash equivalents $ 940,504 1,267,960
Investments, at market 151,258,484 133,495,585
Notes receivable, net of allowance of $0 in 2006 and $863 in 2005 515,230 556,162
Property not used in operations, net 835,710 1,022,510
Building, net of accumulated depreciation of $421,855 in 2006

and $396,120 in 2005 338,791 364,526
Equipment, net of accumulated depreciation of $57,447

in 2006 and $46,524 in 2005 68,003 58,134
Furniture and fixtures, net of accumulated depreciation

of $232,431 in 2006 and $227,686 in 2005 44,872 34,475
Automobiles, net of accumulated depreciation of $62,766

in 2006 and $84,450 in 2005 52,202 41,152
Other assets 42,915 30,173
Total assets $ 154,096,711 136,870,677

(Continued)



NORTH CAROLNA BAPTIST FOUNDATION, INC.

Statements of Financial Position, Continued

December 31, 2006 and 2005

Liabilities and Net assets

Liabilities:
Accounts payable
Accrued post-retirement benefits
Notes payable
Obligations to annuitants
Split-interest trusts managed for other institutions
Gift annuities-other
Gift annuities-agency
Agency funds held in trust for the Baptist State Convention of
North Carolina
Agency funds held in trust for other Baptist institutions
Agency gift annuities managed for other Baptist institutions
Agency funds held in trust for individuals
Total liabilities

Net assets:
Unrestricted:
Board-designated
Other

Total unrestricted

Temporarily restricted
Permanently restricted:
Baptist institutions and causes
Split-interest agreements
Subject to life estate
Total permanently restricted

Total net assets

Total liabilities and net assets

See accompanying notes to financial statements.

2006 2005

$ 40,903 39,146
389,933 431,730
12,010 32,894
18,325,279 18,085,104
1,629,219 1,408,451
483,298 512,391
453,354 433,434
12,341,553 11,925,927
36,343,229 29,306,344
510,430 401,353
980,833 1,339,713
71,510,041 63,916,487
360,332 359,545
1,644,176 1,371,594
2,004,508 1,731,139
296,831 279,431
71,509,851 63,481,382
8,676,480 7,363,238
99,000 99,000
80,285,331 70,943,620
82,586,670 72,954,190
$ 154,096,711 136,870,677
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NORTH CAROLINA BAPTIST FOUNDATION, INC.

Statements of Cash flows

Years ended December 31, 2006 and 2005

Operating activities:
Change in net assets
Adjustments to reconcile change in net assets to net cash
used in operating activities:
Depreciation and amortization
Payments to annuitants and other institutions
Interest/dividends restricted for long-term investment
Net realized gains on sale of investments
Net unrealized gains on investments
Net gain on sale of property
Net actuarial loss on annuity obligations
Net actuarial gain on post-retirement benefits obligation
Net gain on sale of automobiles
Changes in operating assets and liabilities:
Other assets
Accounts payable
Accrued post-retirement benefits
Gift annuities-other
Gift annuities-agency
Agency funds held in trust for Baptist State Convention
Agency funds held in trust for other Baptist institutions
Agency funds held in trust for individuals
Agency gift annuities managed for other Baptist
institutions
Contributions restricted for long-term investment
Net cash used in operating activities

Investing activities:
Purchases of property and equipment and other fixed assets
Proceeds from sale of property
Net purchases of investments
Proceeds from conversion of non-cash gifts
Notes receivable issued
Proceeds from the paydown of notes receivable
Net cash used in investing activities

2006 2005
9,632,480 6,270,784
80,362 60,182
2,172,563 1,825,297
(1,724,373) (1,436,183)
(12,610,753). (6,738,643)
(1,132,676) (226,843)
18,350 (299,749)
228,393 299,345
(49,867) (184,756)
(8,000) (14,064)
12,742 5,330
6,959 (45,291)
41,797) (195,915)
(29,064) (1,676)
19,920 17,802
415,626 894,875
7,036,885 2,933,935
(358,880) (133,464)
109,077 82,320
(4,826,339) (4,048,414)
(1,048,392) (935,128)
(83,393) (33,328)
1,368,200 774,729
(8,231,910) (3,049,517)
3,747,030 397,845
(38,100) (59,400)
79,032 63,185
(3,159,141) (1,906,486)
(Continued)



NORTH CAROLINA BAPTIST FOUNDATION, INC.
Statements of Cash flows, Continued

Years ended December 31, 2006 and 2005

2006 2005
Financing activities:
Proceeds from contributions restricted for long-term
investment 4,354,353 3,793,800
Proceeds from interest/dividends restricted for long-term
investment 1,724,373 1,436,183
Proceeds from notes payable, net (26,086) 6,373
Payments of annuity obligations (2,172,563)  _(1,825,297)
Net cash provided by financing activities 3,880,077 3,411,059
Net change in cash and cash equivalents (327,456) . 569,445
Cash and cash equivalents, beginning of year 1,267,960 698,515
Cash and cash equivalents, end of year $ 940,504 1,267,960
Supplemental disclosure of cash flow information:
Interest paid $ 1,257 2,914
Noncash investing and financing activities:
Noncash increases in:
Furniture and fixtures - 800
Property not used in operations 1,202,300 330,500
Invested assets 2,486,703 1,232,539
$ 3,689,003 1,563,839
Contributions held for long-term investment:
Permanently restricted 282,042 246,265
Split-interest 377,341 177,783
Unrestricted - 800
$ 659,383 424,848
Decrease in notes receivable $ 863 -

See accompanying notes to financial statements.



NORTH CAROLINA BAPTIST FOUNDATION, INC.
Notes to Financial Statements

December 31, 2006 and 2005

(1) The Organization and Significant Accounting Policies

(a) The Foundation

North Carolina Baptist Foundation (the "Foundation") was chartered in 1920. The Foundation
promotes the making of gifts and bequests which, in turn, are invested so as to provide a
continuous flow of income for North Carolina and Southern Baptist causes. To provide a level
of diversity for donors, the Foundation maintains funds in managed, pooled accounts. Certain

trusts and agency accounts may buy or sell units in these funds based on the fair value of the
related fund on specified valuation dates.

The Foundation provides various vehicles to facilitate charitable giving. A summary of the
most common trust arrangements follows:

Split-Interest Agreements

As of December 31, 2006 and 2005, respectively, approximately $28,630,978 and $26,856,793
of trust assets were held under split-interest agreements. This is a form of contribution
whereby the Foundation shares benefits with other beneficiaries designated by the donor.
Charitable Remainder Annuity Trusts (CRATSs) and Charitable Remainder Unitrusts (CRUTsS)
are types of split-interest agreements most often used by the Foundation's donors. The donor
specifies distributions to be made to designated beneficiaries over the trust's term, which is
typically the life of the donor and /or beneficiaries. Distributions may be for a specified dollar
amount (CRAT) or a specified percentage of the trust's fair value as determined annually
(CRUT). In either case, obligations to beneficiaries are limited to trust assets. Upon

termination of the trust, any remaining assets revert to the Foundation for unrestricted or
restricted use.

The Foundation recognizes support under split-interest agreements when the agreements
become irrevocable or when the assets are distributed to the Foundation for charitable causes,
whichever occurs first. The assets held in trust are recorded at their estimated fair value when
received, with the obligation to the donor or their beneficiary recorded at the estimated fair
value of the future annuities payable. The fair value of the estimated future payments is
calculated using applicable distribution rates, a discount rate adjusted to reflect the lower
market risk of obligations that are largely limited to segregated trust assets, and applicable
mortality tables. The amount of the contributions is the difference between these amounts and
is classified as either temporarily or permanently restricted support. Adjustments to the liability
to reflect amortization of the discount, remeasurement of the fair value of the obligation, and
changes in actuarial assumptions, as well as the close-out of the liability upon the death of the
donor (or beneficiary), are recognized as changes in the value of split-interest agreements in
either the temporarily or permanently restricted net asset class. The fair value of the
obligations as of December 31, 2006 and 2005 were calculated using a discount rate of 5.6%
and 5.0%, respectively.

10



NORTH CAROLINA BAPTIST FOUNDATION, INC.
Notes to Financial Statements, Continued

December 31, 2006 and 2005

(1) The Organization and Significant Accounting Policies, Continued

(a) The Foundation, Continued

Split-Interest Agreements, Continued

Assets held under revocable split-interest agreements are valued at fair value when received,
with an obligation recorded for an equal amount. Income earned on these assets, distributions,

and changes in carrying value of the assets are recognized as adjustments to the assets and
related obligations.

Agency Funds

The Foundation holds, invests, and manages certain monies for the Baptist State Convention of
North Carolina (BSC) and various other Baptist institutions and individuals. The invested
assets are valued at fair value, with an obligation recorded in an equal amount. These
institutions and individuals have the right to withdraw both the principal and income at their
discretion. Income on these funds is distributed in accordance with the governing document.
Because of the custodial nature of these funds, the activity from such is not included in the
Foundation's change in net assets. All changes in agency funds are effected by adjusting the
assets and related liabilities.

Life Estates

Under a life estate arrangement, the donor retains rights to the use of property, rentals
therefrom, tax responsibilities, and other benefits/obligations of ownership. If irrevocable, the
donation results in an immediate tax deduction to the donor. Upon the death of the donor, the
property must be used or liquidated and the proceeds used as specified by the donor.

Insurance Trusts

Donors may take out life insurance policies from which the Foundation will receive a portion of
the proceeds upon the death of the insured. Premiums are primarily paid by the Foundation,
with funds provided by the donor. The Foundation has one trust where it borrows funds to pay
the majority of the premium. The loan is currently guaranteed by the insured, though this is
not a requirement. The trust is the owner and beneficiary of the life insurance policy, and the
policy is pledged as collateral for these loans. Life insurance trusts hold no other assets and are
revocable during the insured individual’s lifetime. The cash value of life insurance policies as
of December 31, 2006 and 2005 were $663,230 and $653,172, respectively. Subsequent to
December 31, 2006, one insurance policy was surrendered; the proceeds totaled $618,000.

11



NORTH CAROLINA BAPTIST FOUNDATION, INC.
Notes to Financial Statements, Continued

December 31, 2006 and 2005

(1) The Organization and Significant Accounting Policies, Continued

(@)

(b)

©

(d

(e)

The Foundation, Continued

Unfunded Agreements

Numerous individuals have expressed an intention to give a remainder interest in their estate to
the Foundation. Because these agreements are generally revocable during the donor's lifetime,
the Foundation recognizes such as contributions only after the death of the donor and after a
court's ruling as to the validity of the will.

Reclassifications

Certain amounts in the financial statements for 2005 have been reclassified to conform to the
presentation for 2006. These reclassifications have no impact on net assets.

Accounting Basis

The Foundation's financial statements are presented on the accrual basis of accounting.

Display of Net Assets by Class

The Foundation is required to report information regarding its financial position and activities
according to three classes of net assets: unrestricted net assets, temporarily restricted net assets
and permanently restricted net assets. Net assets of the two restricted classes are created only
by donor-imposed restrictions on their use.

Promises to Give

Unconditional promises to give are recognized as support or gains in the period received and as
assets, decreases of liabilities, or expenses depending on the form of the benefits received.
Conditional promises to give are recognized when the conditions on which they depend are
substantially met.

Cash Equivalents

The Foundation considers all highly liquid investments, other than those held in common
investment funds which totaled $1,765,733 and $1,374,704 as of December 31, 2006 and 2005,
respectively, having an initial maturity of three months or less, to be cash equivalents for
purposes of the accompanying financial staternents.

12



NORTH CAROLINA BAPTIST FOUNDATION, INC.
Notes to Financial Statements, Continued

December 31, 2006 and 2005

(1) The Organization and Significant Accounting Policies, Continued

®

(g

(h)

@

V)

Deposits in Excess of Federal Insured Limits

The Foundation had $1,665,733 and $1,274,704 on deposit with financial institutions in excess
of federally insured limits as of December 31, 2006 and 2005, respectively. The Foundation
considers these financial institutions to be of high quality.

Investments

Investments are carried at quoted market values. Purchases and sales of securities are recorded
on a trade-date basis. Interest income is recorded on the accrual basis. Dividends are recorded
on the ex-dividend date. Gains and losses, both realized and unrealized, are determined based
on purchased cost or, for securities contributed by donors, based on fair market value on the
date received. Investment income, including realized and unrealized gains and losses on
investments, is allocated to common investment funds using the average balance in each fund
during the year. Funds held by the Foundation earn investment income based upon earnings of
the specific investments held for each fund.

Notes Receivable

The Foundation provides loans for various purposes in accordance with trust terms and
provisions. Notes receivable balances for student loans are unsecured. Given the historically
high collection rate on student loans, the Foundation has not provided an allowance for
uncollectible student loans. Other notes receivable balances are secured by property of the
borrowers. An allowance for losses has been provided for uncollectible loans based primarily
on the estimated fair value of the underlying collateral.

Fixed Assets

Fixed assets, if purchased, are stated at cost. Contributed fixed assets are recorded at fair value
at the date of donation. Other contributions of fixed assets are recorded as unrestricted support,
in the absence of donor stipulations regarding how long the contributed assets must be used.
Depreciation is computed on a straight-line basis over the estimated useful lives of the
respective assets. Purchases of less than $500 are expensed when incurred.

Property Not Used in Operations

The Foundation accepts non-cash gifts from its donors. It is the Foundation's policy to
liquidate these non-cash gifts, with the proceeds transferred to one of its common investment
funds. Depreciation is recorded only in connection with any buildings held in excess of five
years.
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