








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

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the SFCM as of June 30, 2016, and the changes in its net assets and its 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 SFCMos June 30, 2015 financial statements, and we expressed an
unmodified opinion on those audited financial statements in our report dated November 10, 2015. In our
opinion, the summarized comparative information presented herein as of and for the year ended June 30,
2015, is consistent, in all material respects, with the audited financial statements from which it has been
derived.

San Francisco, California
November 8, 2016















San Francisco Conservatory of Music

Notes to Consolidated Financial Statements

b. Revenue Recognition

Student tuition accounts receivable are recorded when students are billed. Tuition
revenue is recorded as earned, on a pro rata basis over the applicable teaching period.
Payments received for tuition for future periods are reported as deferred revenue.
Collection or development of payment plans for tuition is required prior to registration
for the following term.

All contributions and grants, whether or not restricted, are recognized as revenue when
they are received by or unconditionally pledged to SFCM. SFCM classifies gifts of cash
and other assets as temporarily or permanently restricted support if they are received with
donor stipulations that limit the use of the donated assets. When such donor restrictions
expire, that is, when stipulated time restrictions end or purpose restrictions are
accomplished, temporarily restricted net assets are reclassified to unrestricted net assets
and reported in the accompanying Statements of Activities as net assets released from
restrictions.

SFCM reports gifts of land, buildings, and equipment as unrestricted support unless
explicit donor stipulations specify how the donated assets must be used. Gifts of long-
lived assets with explicit restrictions that specify how the assets are to be used and gifts
of cash or other assets that must be used to acquire long-lived assets are reported as
restricted support. Absent explicit donor stipulations about how long those long-lived
assets must be maintained, SFCM reports expirations of donor restrictions when the
donated or acquired long-lived assets are placed in service.

Contributions of services are recorded as revenue and recognized when received if the
services create or enhance nonfinancial assets, or if they require specialized skills, are
provided by individuals possessing those skills, and would typically need to be purchased
if not provided by donation. Corresponding amounts are also recorded as expenses.

Contributions of assets other than cash are recorded at their estimated fair value.
Contributions and grants receivable represent amounts committed by donors that have not
been received by SFCM. Contributions and grants are discounted at an applicable rate at
the time of contribution.

c. Cash Equivalents

SFCM considers all instruments with a maturity of three months or less at the time of
purchase to be cash equivalents for the purposes of the statement of cash flow, except for
cash equivalents included in and managed with SFCM’s investments.






San Francisco Conservatory of Music

Notes to Consolidated Financial Statements

g. Endowment Funds

SFCM’s endowments include donor-restricted endowment funds and funds designated by
the Board of Trustees to function as endowments. Net assets associated with endowment
funds, including funds designated by the Board of Trustees to function as endowments,
are classified and reported based on the existence or absence of donor-imposed
restrictions.

Interpretation of UPMIFA

The Board of Trustees of SFCM has interpreted California’s UPMIFA as requiring the
preservation of the fair value of the original gift as of the gift date of the donor-restricted
endowment funds absent explicit donor stipulations to the contrary. As a result of this
interpretation, SFCM classifies as permanently restricted net assets (a) the original value
of gifts donated to the permanent endowment, (b) the original value of subsequent gifts to
the permanent endowment, and (c) accumulations to the permanent endowment made in
accordance with the direction of the applicable donor gift instrument at the time the
accumulation is added to the fund. The remaining portion of the donor-restricted
endowment fund that is not classified in permanently restricted net assets is classified as
temporarily restricted net assets until those amounts are appropriated for expenditure by
the organization in a manner consistent with the standard of prudence prescribed by
California’s UPMIFA. In accordance with California’s UPMIFA, SFCM considers the
following factors in making a determination to appropriate or accumulate donor-restricted
endowment funds:

1) The duration and preservation of the fund

2) The purposes of the organization and the donor-restricted endowment fund

3) General economic conditions

4) The possible effect of inflation and deflation

5) The expected total return from income and the appreciation of investments

6) Other resources of SFCM

7) The needs of SFCM and the fund to make distributions and to preserve capital
8) The expected tax consequences

9) The role that each investment or course of action plays within the overall Fund

10) The investment policies of SFCM
























San Francisco Conservatory of Music

Notes to Consolidated Financial Statements

SFCM uses the Net Asset Value (NAV) to determine the fair value of all the underlying
investments which do not have readily determinable fair value. The following table lists
investments by major category as of June 30, 2016:

# of Unfunded Redemption Redemption
Strategies Funds Valuation Commitment  Frequency Notice Period

Hedge fund — multi-strategy (a) 1 $ 1,418,000 None Quarterly 65 days
Hedge fund — multi-strategy (b) 1 1,203,000 None Quarterly 95 days
Hedge fund — multi-advisor (c) 2 3,837,000 None Quarterly 45 days
Hedge fund - multi-strategy (d) 1 321,000 None Semi-annual 95 days
Hedge fund — multi-strategy (e) 1 1,101,000 None 1 year lock up 65 days
Comingled Trust (f) 1 2,011,000 None Monthly 28 days
Venture capital fund (g) 1 57,000 None None

Real estate mortgage fund (h) 1 5,000 None None

9 $ 9,953,000

()

(b)

(©)

(d)

The fund is registered under the Mutual Funds Law of the Cayman Islands. The fund’s
investment objective is to seek attractive, absolute and relative returns with volatility that
is lower than that of the equity market and returns that demonstrate a low to moderate
correlation to both the equity and fixed income markets. The fund invests among a
diversified group of hedge funds and separately managed accounts managed by portfolio
managers with differing styles and strategies and cash held by each class and subtracting
all of its liabilities.

The fund is a single manager multi-strategy hedge fund registered under the Mutual
Funds Law of the Cayman Islands. The Fund’s investment objective is to deliver
repeatable alpha-driven returns with minimal volatility and market correlation. The Fund
has a one year soft lock-up period. After one year, 25% of a participant’s interests may be
withdrawn quarterly and the entire balance may be withdrawn over 4 quarters with 95
days notice.

The funds are registered multi-strategy fund of hedge funds. The funds’ investment
objective is to seek attractive risk-adjusted returns and capital appreciation by investing
in 30-35 hedge funds. The funds have quarterly liquidity with no lock up period.

The fund is a registered multi-strategy fund of hedge funds. The fund’s investment
objective is capital appreciation with limited variability of returns. The Funds attempt to
achieve this objective by allocating capital among a number of pooled entities that are
generally organized in non-U.S. jurisdictions and classified as corporations for U.S.
federal income tax purposes, each managed by an independent investment adviser who
invest in a variety of historically uncorrelated and lower volatility strategies.
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