


San Francisco Conservatory of Music 
 

Independent Auditors’ Report 
and Consolidated Financial Statements 

 

 

 

 
 
 
 
Consolidated Independent Auditors' Report 1 - 2 
 
 
 
Consolidated Financial Statements 

 
 
 
Consolidated Statement of Financial Position 3 
 
 
 
Consolidated Statement of Activities 4 
 
 
 
Consolidated Statement of Cash Flows 5 
 
 
 
Notes to Consolidated Financial Statements 6 - 27 
 
 
 

 





 

 2

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, 2015, 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 SFCM’s June 30, 2014 financial statements, and we expressed an unmodified 
opinion on those audited financial statements in our report dated October 23, 2014. In our opinion, the 
summarized comparative information presented herein as of and for the year ended June 30, 2014, is 
consistent, in all material respects, with the audited financial statements from which it has been derived. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
San Francisco, California 
November 10, 2015 







San Francisco Conservatory of Music

Consolidated Statement of Cash Flows
(in thousands)

Year Ended June 30, 2015 (with comparative totals for 2014) 2015 2014

Operating Activities:
Change in net assets $ (669) $ 17,833
Adjustments to reconcile change in net assets to
   net cash provided by operating activities:

Forgiveness of note receivable (110)
Depreciation 1,536 1,342
Net realized and unrealized loss (gain) on investments 307 (3,516)
(Gain) loss on sale of assets 12 (4)
Contributions of equipment (110) (61)
Contributions received for long-term investment and
   acquisition of long lived assets (3,394) (5,473)

Changes in operating assets and liabilities:
Receivables 1,281 (12,658)
Other assets (286) 171
Accounts payable and accrued liabilities (257) 787
Government advances for loan program 7 8
Deposits and deferred income 817 97

Net cash used by operating activities (756) (1,584)

Investing Activities:
Property and equipment: 

Proceeds from sales 8
Purchases and capital expenditures (15,984) (475)

Investments:
Proceeds from sales 8,231 13,553
Purchases (8,437) (13,866)

Net cash used by investing activities (16,182) (788)

Financing Activities:
Contributions received for long-term investment and
   acquisition of long lived assets 3,394 5,473
Line of credit proceeds 24,700 1,250
Line of credit payments (11,800) (1,000)
Term loan payment (375) (375)

Net cash provided by financing activities 15,919 5,348

Net Change in Cash and Equivalents and Restricted Cash (1,019) 2,976

Cash and Cash Equivalents, beginning of year 4,360 1,384

Cash and Cash Equivalents, end of year $ 3,341 $ 4,360

Supplemental Cash Flow Information:
Interest paid $ 445 $ 181

Components of Cash and Cash Equivalents:
Cash $ 2,927 $ 4,075
Cash and cash equivalents - restricted $ 414 $ 285

The accompanying notes are an integral part of this statement.     
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Note 1 - Organization and Operations: 

San Francisco Conservatory of Music (SFCM) is an independent college of music located in 
San Francisco, California.  SFCM offers undergraduate and graduate degree programs, music 
instruction for adults and children and other public programs. 

SFCM's operations are primarily funded through revenue generated by tuition and fees.  
Private contributions received from donors increase SFCM's ability to provide instruction. 

SFCM assists students in the financing of their education through private and institutional 
scholarships as well as federally-funded student aid programs. 

SFCM is accredited by the Western Association of Schools and Colleges (WASC).  Federally 
funded student aid programs require the accreditation to be maintained. This accreditation is 
subject to periodic review and renewal. 

 
Note 2 - Significant Accounting Policies: 

SFCM’s significant accounting policies include the following: 

a. Basis of Presentation and Description of Net Assets 

The accompanying consolidated financial statements include the accounts of SFCM and 
its single member LLCs (collectively, “SFCM”) after elimination of intercompany 
accounts and transactions. 

SFCM’s financial statements are prepared on the accrual basis of accounting in 
accordance with U.S. generally accepted accounting principles for not-for-profit 
organizations which utilize unrestricted, temporarily restricted, and permanently 
restricted classifications for presentation.   

Unrestricted net assets represent unrestricted resources that are not subject to donor-
imposed restrictions and are available to support all activities of SFCM.  Unrestricted net 
assets include Board designated net assets for endowment (see note 13). 

Temporarily restricted net assets represent contributions that are limited in use by SFCM 
in accordance with donor-imposed stipulations that either expire with the passage of time 
or can be fulfilled and removed by activities conducted by SFCM pursuant to those 
stipulations. 

Permanently restricted net assets represent contributions to be held as investments in 
perpetuity as directed by the original donor. 
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Student accounts receivable are written off when deemed uncollectible and student loans 
receivable may be assigned to the U.S. Department of Education.  Late fees are charged 
on student accounts receivable after the posted registration dates. 

After a student is no longer enrolled in an institution of higher education and after a grace 
period, interest is charged on student loans receivable and is recognized as it is charged.  
Late charges are charged if payments are not paid by the payment due date and are 
recognized as they are charged.  Student loans receivable are considered to be past due if 
a payment is not made within 90 days of the payment due date.  After receivables become 
past due, the accrual of late charges is suspended.  Students may be granted a deferment, 
forbearance or cancellation of their student loan receivable based on eligibility 
requirements defined by the U.S. Department of Education. 

i. Trusts Receivable 

Trusts receivable are gifts and bequests held by SFCM or a trustee of which the income is 
paid to a beneficiary specified by the donor during the beneficiary's lifetime.  Upon 
maturation, the principal becomes available for use by SFCM in accordance with the 
donor's specified purpose. Currently all recorded trusts contain provisions permanently 
restricting the corpus of the trust, at maturity. Trusts receivable include charitable 
remainder trusts, which are carried at the estimated net present value of SFCM’s 
remainder interest in irrevocable trusts. The net present value was actuarially determined 
a rate of 2%. 

j. Property, Plant and Equipment 

Property, plant and equipment are stated at cost, if purchased, or fair market value at date 
of acquisition, if donated.  Depreciation is recorded using the straight-line method over 
estimated useful lives of 80 years for buildings, 20-40 years for building improvements, 
and 3-10 years for all other depreciable assets.  Included in property and plant assets are 
musical instruments SFCM maintains and records as a collection, and accordingly, no 
depreciation is recognized in operations. 

k. Collections 

SFCM has capitalized its collection of musical instruments since its inception.  If 
purchased, items accessioned into the collection are capitalized at cost, and if donated, 
they are capitalized at their fair value on the accession date.  Gains or losses on the 
deaccession of collection items are classified on the statement of activities as unrestricted 
or temporarily restricted support depending on donor restrictions, if any, placed on the 
item at the time of accession.  

l. Deposits and Deferred Income 

Deposits and deferred income represent tuition that has not been earned at year-end and 
will be recognized in subsequent periods. 
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s. Comparative Financial Statements 

The financial statements include certain prior-year summarized comparative information 
in total but not by net asset class. Such information and certain disclosures do not include 
sufficient detail to constitute a presentation in conformity with generally accepted 
accounting principles. Accordingly, such information should be read in conjunction with 
the organization's financial statements for the year ended June 30, 2014, from which the 
information was derived. 

t. Collective Bargaining Agreement 

Approximately 3.8% of full time staff and faculty are covered by a collective bargaining 
agreement as of June 30, 2015.  The current bargaining agreement expires on August 31, 
2017.  

u. Recent Accounting Pronouncements 

In May 2015, the FASB issued ASU 2015-07, Fair Value Measurement (Topic 820): 
Disclosures for Investments in Certain Entities That Calculate Net Asset Value per Share 
(or Its Equivalent). The amendments in this Update apply to reporting entities that elect 
to measure the fair value of an investment using the net asset value per share (or its 
equivalent) as a practical expedient.  Under Topic 820, a reporting entity is permitted, as 
a practical expedient, to estimate the fair value of certain investments using those 
investments’ NAV per share. Prior to ASU 2015-07, these investments were categorized 
in the fair value hierarchy based on whether the investment was redeemable with the 
investee at net asset value on measurement date, never redeemable with the investee at 
net asset value, or redeemable with the investee at net asset value at a future date. These 
criteria were different from the criteria used for all other investments. All other 
investments are categorized based on inputs to the fair value. 

To alleviate inconsistencies in the categorization of investments within the hierarchy, 
ASU 2015-07 removes the requirement to categorize all investments for which fair value 
is measured using the net asset value per share practical expedient. The amendments also 
clarify that certain disclosure requirements are limited to investments for which the entity 
has elected to measure fair value using that practical expedient, and not all investments 
eligible to be measured at fair value using the practical expedient. The amendments in 
this update will generally be effective for fiscal periods beginning after December 15, 
2016, for non public entities, however early application is permitted. San Francisco 
Conservatory of Music early adopted ASU 2015-07 as of June 30, 2015.  

v. Subsequent Events 

SFCM evaluated subsequent events through November 10, 2015, the date these financial 
statements were available to be issued.  On October 9, 2015 SFCM entered into a 
sublease for student housing (See Note 16).  There were no material subsequent events 
that required recognition or additional disclosure in these financial statements. 
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Note 5 - Fair Value Measurements: 

The table below presents the assets and liabilities measured at fair value at June 30, 2015 on a 
recurring basis. 
 Level 1 Level 2 Level 3 Total 

Assets: 
Investments: 
Cash and equivalents $ 291,000    $ 291,000 
Domestic equities and funds  7,779,000 $ 11,000    7,790,000 
International equities and  

funds  7,211,000     7,211,000 
Domestic fixed income funds  5,706,000     5,706,000 
International fixed income  

funds  1,762,000     1,762,000 
Alternative investment funds:   
Commodities fund  44,000     44,000 
Real assets funds  4,787,000      4,787,000 
Hedge funds  2,215,000     2,215,000 
Net Asset Value Funds (a)        8,295,000 
       

Other Assets: 
Trusts receivable    380,000    380,000 

 
Total assets measured at fair value $ 29,795,000 $ 391,000    $ 38,481,000 
 
Liabilities: 

Post retirement medical benefit  
obligation (Note 11)     $ 2,945,000 $ 2,945,000 

 
Total liabilities measured at fair value     $ 2,945,000 $ 2,945,000 
 

(a) In accordance with FASB ASC Subtopic 820-10, certain investments that are measured at 
fair value using the net asset value per share (or its equivalent) practical expedient have 
not been classified in the fair value hierarchy. The fair value amounts presented in this 
table are intended to permit reconciliation of the fair value hierarchy to the amounts 
presented in the Consolidated Statement of Financial Position. 
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Note 10 -  Multiemployer Pension Plan: 

The multiemployer defined benefit pension plan is under the terms of collective-bargaining 
agreements that cover its union-represented employees which are approximating 3.8% of 
total faculty and staff of SFCM at June 30, 2015. The risks of participating in these 
multiemployer plans are different from single-employer plans in the following aspects:  

1. Assets contributed to the multiemployer plan by one employer may be used to provide 
benefits to employees of other participating employers.  

2. If a participating employer stops contributing to the plan, the unfunded obligations of the 
plan may be borne by the remaining participating employers.  

3. If SFCM chooses to stop participating in some of its multiemployer plans, SFCM may be 
required to pay those plans an amount based on the underfunded status  of the plan, 
referred to as a withdrawal liability.  

SFCM’s participation in this plan for the annual period ended December 31, 2014, is outlined 
in the table below. The “EIN/Pension Plan Number” column provides the Employee 
Identification Number (EIN) and the three-digit plan number. The most recent Pension 
Protection Act (PPA) zone status available in 2014 and 2013 is for the plan years ending in 
2014 and 2013, respectively. The zone status is based on information that SFCM received 
from the plan. Among other factors, plans in the red zone are generally less than 65% funded, 
plans in the yellow and orange zones are less than 80% funded, and plans in the green zone 
are at least 80% funded. The Plan was not certified as endangered or critical status at the 
beginning of the year for the full plan year. The last column lists the expiration date of the 
collective-bargaining agreements to which the plans are subject.  

 
       Expiration Date 
     FIP/RP  Date of 
    Pension Protection Status The Conservatory Collective 
   EIN/Pension Act Zone Status Pending or Contributions Bargaining 
  Pension Fund Plan Number 2014 2013 Implemented 2014 2013 Agreement 
     
 Stationary Engineers Local 94-6118939/ 
 39 Trust Funds 001 Green Green N/A $ 53,000 $ 50,000 8/31/17 

 

There have been no other significant changes that affect the comparability of 2014 and 2013 
contributions.  

SFCM has not received information from the plans’ administrators to determine its share of 
unfunded vested benefits. SFCM does not, however, anticipate withdrawal from the plan, nor 
is SFCM aware of any expected plan terminations. 
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SFCM did not provide more than 5% of the total contributions to the plan during 2014 or 
2013, the date of the plan’s most recently available annual reports.  Additionally, there were 
no surcharges in effect for any of the plan. 

 
Note 11 -  Postretirement Health Benefit Plan: 

SFCM adopted an unfunded noncontributory postretirement health benefit plan effective July 
1, 1997. All qualifying employees will receive a fixed benefit of the cost of health insurance 
premiums for the individual at age 65 and beyond under the plan. Effective May 1, 2010, the 
Plan’s service requirement for benefit eligibility was changed from 10 years to 20 years.  The 
valuation of the accumulated benefit obligation and accrued benefit costs are as follows: 

Accumulated benefit obligation at beginning of year   $ 3,153,000 
Service cost    204,000 
Interest cost    138,000 
Actuarial loss    (513,000) 
Benefits paid    (37,000) 

 
Accumulated benefit obligation at end of year   $ 2,945,000 
 
Unfunded status of the plan at end of year   $ (2,945,000) 
 

The benefits expected to be paid from SFCM’s noncontributory postretirement health benefit 
plan in each of the next five years, and in aggregate for the five years thereafter are as 
follows: 
 
 Year Ended June 30, 
 2016 $ 46,000 
 2017  51,000 
 2018  59,000 
 2019  64,000 
 2020  76,000 
 2021 - 2025  538,000 
 
Weighted average assumptions as of June 30, 2015: 

Discount Rate  4.49% 

SFCM’s projected medical cost trend rate related to its noncontributory postretirement health 
benefit plan in 2015 was 7% (Hartford/Kaiser) The assumed medical cost trend rate is 
expected to gradually decrease in subsequent years to 5% in 2021 and thereafter. 
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Note 13 - Net Assets: 

Net assets consisted of the following at June 30: 
 
  2015  
  Temporarily Permanently  2014 
 Unrestricted Restricted Restricted Total Total 
Endowment: 

Quasi-endowment funds $ 102,000     $ 102,000 $ 107,000 

 
True endowment funds: 

General purpose $ (122,000) $ 267,000 $ 6,053,000 $ 6,198,000 $ 6,159,000 
Scholarship  (1,535,000)  1,066,000  25,375,000  24,906,000  25,758,000 
Faculty support  (217,000)  464,000  7,670,000  7,917,000  7,953,000 
Other program support  (3,000)  93,000  961,000  1,051,000  1,030,000 
Retirement of 








