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To the Board of Directors of www.GrantThornton.com

The Philadelphia Orchestra Association:

We have audited the accompanying consolidated statement of financial position of The Philadelphia
Orchestra Association, and its wholly owned subsidiary (collectively, the “Association”) as of August
31, 2008, and the related consolidated statements of activities and changes in net assets and cash
flows for the year then ended. These consolidated financial statements are the responsibility of the
Association’s management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audit. The prior year summarized compatative information has
been detived from the Association’s fiscal 2007 consolidated information. As discussed in Note
B19, the Association has restated its 2007 financial statements during the current yeat to reflect the
proper accounting treatment for a funding agreement with the Commonwealth of Pennsylvania,
contributed real property classification, net asset classification of realized and unrealized gains and
losses, conttibution recognition and building improvements in conformity with accounting principles
generally accepted in the United States of America. The financial statements of the Association as of
and for the year ended August 31, 2007, wete audited by other auditors. Those auditors expressed an
unqualified opinion on those consolidated financial statements in their report dated April 10, 2008.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America as established by the American Institute of Certified Public Accountants. Those
standards require that we plan and petform 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 apptopriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Association’s internal control over financial reporting. Accordingly, we exptess 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
audit provides a reasonable basis for our opinion.

In our opinion, the 2008 consolidated financial statements referred to above present fairly, in all
material respects, the consolidated financial position of The Philadelphia Otchestra Association and
its wholly owned subsidiary as of August 31, 2008, and the consolidated changes in their net assets
and their cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

Grant Thornton LLP
U.S. member firm of Grant Thornton International Ltd



We also have audited the adjustments as described in Note B19 to the consolidated financial
statements that were applied to restate the August 31, 2007 consolidated financial statements. In our
opinion, such adjustments are appropriate and have been properly applied. However, we were not
engaged to audit, review or apply any procedures to the 2007 consolidated financial statements of the
Association other than with respect to such adjustments and, accordingly, we do not express an
opinion ot any other form of assurance on those 2007 consolidated financial statements taken as 2
whole.

6/:4»\:6 Tharmtons LLP
Philadelphia, Pennsylvania

March 12, 2009



. The Philadelphia Orchestra Association
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
August 31,

(Dollars in thousands)

ASSETS

Cash and cash equivalents

Trade accounts receivable, net of allowance of $167 and $167
Prepaid expenses

Pledges receivable, net

Notes receivable

Investments

Investment in joint venture

Property, plant and equipment, net

Beneficial interest in trusts

Total assets

LIABILITIES AND NET ASSETS

Line of credit

Accounts payable
Accrued expenses
Deferred revenue
Annuities payable

Bonds payable

Other liabilities

Accrued benefit obligation

Total liabilities
NET ASSETS
Unrestricted

Temporarily restricted
Permanently restricted

Total net assets

Total liabilities and net assets

"The accompanying notes are an integral part of these statements.

5

2008 2007
(As restated)
$ 8,353 $ 5,868
2,474 1,741
2,488 2,790
13,408 17,850
262 335
166,658 185,712
575 575
44,112 42,824
4,436 4,992
$ 2427766 $ 262,687
) 8,000 $ 7,300
1,390 1,580
2,020 1,047
8,958 9,313
1,102 992
3,200 3,500
63 113
9,848 8,294
34,581 32,139
45,833 50,386
21,950 42,002
140,402 138,160
208,185 230,548
$ 242766 $ 262,687




The Philadelphia Orchestra Association
CONSOLIDATED STATEMENTS OF ACTIVITIES

Year ended August 31, 2008 (with summarized information for the year ended August 31, 2007)

Temporarily Permanently 2008 2007
Unrestricted restricted restricted total total
(Dollars in thousands) (As restated)
PERFORMANCE REVENUES
Philadelphia concerts $ 11395 $ - $ - § 11,395 § 11221
Summer concerts 1,957 - - 1,957 1,865
Other concerts 987 - - 987 885
Tours 1,609 - - 1,609 1,682
. Recording, radio and television 230 - - 230 208
16,178 - - 16,178 15,861
PERFORMANCE EXPENSES
Orchestra and concert production 33,278 - - 33,278 31,406
Recording, radio and television 824 - - 824 712
34,102 - - 34,102 32,118
PERFORMANCE DEFICIT (17,924) - - (17,924) (16,257)
OTHER OPERATING REVENUES
Annual public support 12,124 3,107 - 15,231 12,900
Volunteer project revenue 633 495 - 1,128 1,312
I return, d d for current operations 9,684 - - 9,684 9,382
Other revenues 1,323 - - 1,323 1,008
Gifts in kind 77 - - 77 267
Investment in joint venture 187 - - 187 341
(Expense) revenue from Encore Series, Inc. (246) - - (246) 420
Special events revenue 120 - - 120 557
Net assets released from restrictions 2,281 (2,281) - - -
TOTAL OTHER OPERATING REVENUES 26,183 1,321 - 27,504 26,187
OTHER OPERATING EXPENSES
Fundraising expenses . .
Annual fundraising 1,480 - - 1,480 1,147
Volunteer project 468 - - 468 437
1,948 - - 1,948 1,584
Management and general
Administrative expense 9,589 - - 9,589 8,773
Bad debt 9 - 212 221 65
TOTAL OTHER OPERATING EXPENSES 11,546 - 212 11,758 10,422
CHANGES IN NET ASSETS FROM
OPERATING ACTIVITIES BEFORE DEPRECIATION (3,287) 1,321 212 (2,178) 492
Depreciation 432 - - 432 322
CHANGES IN NET ASSETS FROM
OPERATING ACTIVITIES (3,719 1,321 12 (2,610) (814)
NON OPERATING REVENUE (EXPENSE)
Endowment contributions - - 6,814 6,814 5,596
Endowment fundraising expenses 750) - (750) (753)
Investment (loss) return, net of spending policy (4,005) (19,520) (767) (24,292) 11,557
I return, designated for Academy of Music - 901 - 901 850
Academy of Music contributions and other income 5,771 - - 5,771 10,214
Academy of Music expense (5,979} - - (5,979 (3,948)
Redesignation of net assets 5,614 2,021) (3,593} - -
Net assets released from restrictions 733 (733) - . _
(Loss) gain on pension benefit obligation (2,218) - - 2,218) 2,620
TOTAL NON OPERATING REVENUE ( EXPENSE) (834) (21373 2454 (19,753) 26,136
CHANGES IN NET ASSETS BEFORE THE EFFECT
OF ADOPTION OF FAS 158 (4,553) (20,052 2242 (22,363) 25,322
EFFECT OF ADOPTION OF FAS 158 - - - - (834)
CHANGES IN NET ASSETS (4,553) (20,052) 2,242 (22,363) 24,488
NET ASSETS, BEGINNING - AS RESTATED Note B19 50,386 42,002 138,160 230,548 206,060
NET ASSETS, ENDING $ 45833 §$ 21950 $ 140,402 §$ 208,185 $ 230,548

The accompanying notes are an integral part of these statements.




The Philadelphia Orchestra Association
STATEMENTS OF CASH FLOWS
Year ended August 31,

(Dollars in thousands)

2008 2007

(As restated)
Cash flows from operating activities

Change in net assets $  (22,363) $ 24488
Adjustments to reconcile (decrease) increase in net assets to net cash
provided by operating activities

Depreciation of property, plant and equipment 2,418 2,276
Provision for bad debt expense (838) -
Permanently restricted contributions received (7,260) (20,397)
Net realized and unrealized loss (gain) return on investments 23,909 (9,833)
Unrealized depreciation (appreciation) in beneficial interest in trust 302 (554)
Minimum pension liability adjustment 2,218 (2,620)
Effect of adoption of FASB Statement No. 158 - 834
Changes in assets and labilities
(Increase) decrease in trade accounts receivable (733) 489
Decrease in pledges receivable 5,280 12,852
Decrease (increase) in prepaid expenses 302 (366)
Decrease in other assets - 85
Distribution from beneficial interest in trust 254 245
Increase (decrease) in accounts payable and accrued expenses 783 73)
Decrease in deferred revenues (355) (226)
Increase in annuities payable 110 136
Decrease in accrued benefit obligations (664) (126)
Decrease in other labilities (50) (50)

Net cash provided by operating activities 3,313 7,160

Cash flows from investing activities

Purchases of investments (101,020) (90,065)
Proceeds from sales of investments 96,164 67,447
Purchase of property, plant and equipment (3,705) (1,494
Loan disbursements to employees (44 92
Repayments of employee loans 117 71
Net cash used in investing activities (8,488) (24,133)

Cash flows from financing activities

Payments of bonds payable (300) (300)
Permanently restricted contributions received 7,260 20,397
Proceeds from line of credit 8,000 7,300
Repayment on line of credit (7,300) (8,500)
Net cash provided by financing activities 7,660 18,897
Net increase in cash and cash equivalents 2,485 1,924

Cash and cash equivalents

Beginning of year 5,868 3,944
End of year $ 8,353 § 5,868
Interest paid $ 359 $ 511

The accompanying notes are an integral part of these statements.



‘The Philadelphia Orchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2008 and 2007

NOTE A - NATURE OF OPERATIONS

1. QOrganization

These consolidated financial statements include the accounts of The Philadelphia Orchestra Association (the
“Orchestra” and its wholly-owned subsidiary the Academy of Music of Philadelphia, Inc. (the
“Academy”)(collectively the “Association™). All significant intercompany balances and transactions have been
eliminated. The Academy was otganized to operate, manage and maintain the Academy of Music. The operations
of the Academy are managed by the Kimmel Center, Inc. (“KCI”) an unaffiliated organization. In addition, the
Association has invested in a nonprofit joint venture which provides ticket sales and servicing operations for
events held in the Academy, Kimmel Center and other venues (“Ticket Philadelphia™). This venture is accounted
for as an equity investment. As more fully discussed in Note M, the Association also has an administeative
relationship with Encore Seties, Inc.

2. Definition of Operating Activities

The operations of the Otchestra, including all concert, recording, and touring activities are presented in the
operating activities section of the statement of activities. Also included with operating activities are all Orchestra
annual fund raising activities, as well as earnings from endowment as determined using the spending rate method
of investment income allocation as desctibed below. Depreciation for the Orchestra’s operating assets is included
In other operating activities in the consolidated statement of activities. Depreciation for the Academy’s assets is
included in Academy of Music expense in Non Operating Expense. The Orchestra owns the Academy of Music,
which is managed by KCI. Opetating results of the Academy of Music are not included in these statements as they
are part of KCI’s operations. KCI leases the property of the Academy for a dollar a year through 2031. The lease
contains various options to extend at current matket rates through 2090.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
1. Basis of Presentation

The financial statements of the Association have been prepared in conformity with accounting principles generally
accepted in the United States of America. The Association presents its financial statements in accordance with the
provisions of Statement of Financial Accounting Standards (“SFAS”) No. 117, Financial Statements of Not for Profit
Organizations. This statement requires that net assets and revenues, gains, expenses and losses be classified as
unrestricted, temporarily restricted or permanently restricted based on the existence or absence of donor-imposed
restrictions as follows:

® Unrestricted - Net assets that are not subject to donor-imposed restrictions. Unrestricted net assets may be
designated for specific purposes by action of the Board of Directors. Approximately $35,269,000 and
$35,579,000 of the Association’s unrestricted net assets at August 31, 2008 and 2007, respectively, have been
designated by the Board of Directors to function as endowment. The principal of these funds cannot be
used for any other purpose without further action by the Boatrd of Directors.

(Continued)



The Philadelphia Otchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2008 and 2007

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

* Temporarily Restricted - Net assets whose use by the Association is subject to donor-imposed testrictions
that can be fulfilled by actions of the Association pursuant to those restrictions or that expire by the passage
of time. Temporarily restricted net assets consist primarily of contributions receivable and accumulated
endowment gains which can be expended, but for which restrictions have not yet been met.

® Permanently Restricted - Net assets subject to donor-imposed restrictions that they be maintained
permanently by the Association or are permanently maintained in the control of third-party trustees or
administrators Permanently restricted assets are primarily comprised of otiginal endowment gifts given to
the Association by donors. Generally, the donors of these assets permit the Association to use all or patt of
the income on these assets.

Revenues are reported as increases in unrestricted net assets unless use of the related assets is limited by donot-
imposed restrictions. Expenses are generally reported as decteases in unrestricted net assets. Expirations of
donor-imposed restrictions that simultaneously increase one class of net assets and decrease another are reported
as releases between the applicable classes of net assets.

2. Comparative Financial Information

The financial statements include certain prior year information which has been summarized This information was
derived from the Association’s fiscal 2007 consolidated information. Such information does not include sufficient
detail to constitute a presentation in conformity with accounting principles generally accepted in the United States
of Ametica. The consolidated financial statements of the Association as of and for the year ended August 31, 2007
have been restated as discussed in Note B19. Accordingly, such information should be read in conjunction with
the financial statements as of and for the year ended August 31, 2007 and the information contained in Note B19
from which the summatized information was detived.

3. Cash and Cash Equivalents

Cash and cash equivalents include short tetm investments with original maturities of three months ot less. The
Association maintains cash accounts, which, at times, may exceed federally insured limits. The Association has not
expetienced any losses from maintaining cash accounts in excess of federally insured limits. Management believes
that it is not exposed to any significant credit risk on its cash accounts.

4. Trade Accounts Receivable

Trade accounts receivable consists of performance related receivables, royalties, Academy Ball program receivables
and other amounts. '

(Continued)



The Philadelphia Orchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2008 and 2007

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

5. Property and Egquipment

Property and equipment, net is recorded at cost as of the date of acquisition or fair value as of the date of receipt
in the case of gifts. Depreciation is tecorded as an expense using the straight-line method of depreciation over the
estimated useful lives of the respective assets. The useful lives are as follows:

Office condofniniurn, building and building improvements 30 yeats
Equipment and other 5-10 years
Office equipment 3-10 years

The cost and accumulated depreciation of property sold or retired is removed from the related asset and
accumulated depreciation amounts and any resulting gain or loss is recorded in the petiod of disposal.

Renewals and improvements which extend the useful lives of assets are capitalized at cost. Maintenance and
repairs are included as expenses in the consolidated statement of activities.

Fine instruments have been recognized at their estimated fair value based upon appraisals ot similar valuations at
the date of acquisition or donation. Fine instruments are not depreciated. The aggregate carrying value of such
assets at both June 30, 2008 and 2007 is $295,000.

6. Investments

The Association records investments at fair value. Debt securities, equity securities and mutual funds are valued at
quoted market prices. Alternative investments are recorded at the estimated fair value established by the fund
managers and reviewed by the investment consultant. Because such investments are not readily marketable, their
estimated value is subject to uncertainty, and, therefore, may differ from the value that would have been used had a
ready market for such investments existed. The Association reviews and evaluates the values provided by the
outside parties and agrees with the valuation methods and assumptions used in determining the fair value of
alternative investments.

Gains and losses on investments ate determined using an average cost method for securities and the specific
identification method for other investments. Gains and losses are based on the trade date for investments.

The Association has adopted an endowment spending policy which designates a portion of the cumulative
investment return for support of current operations. The remainder is retained to support operations of future

- years and to offset potential market declines. This policy provides for spending a percentage of the average market
value of the funds (as of August 31%%) for the prior twelve quarters immediately preceding the fiscal year.
Commonwealth of Pennsylvania law permits organizations to allocate to income each year a portion of
permanently restricted investment net gains under a total return spending rate policy. The Association authorized
a spending rate of 5.95% and 5.75% in fiscal 2008 and 2007, respectively for both its unrestricted and permanently
restricted endowment investments unless the donor agreement differs.

(Continued)
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The Philadelphia Orchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2008 and 2007

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

The Association has an endowment agreement with the Annenberg Foundation for capital improvements to the
Academy of Music and limits the spending rate to 5.5% annually (see Note K).

The Association has another endowment agreement with the Annenberg Foundation for orchestra activities and
limits the spending rate not to exceed 6.25% prior to June 30, 2008 and 5.5% after June 30, 2008.

The Association’s permanent endowment for the Academy of Music spending amount is capped at 12.4% of the
value of the rent agreement with KCI which amounted to $294,000 and $284,000 at August 31, 2008 and 2007,
respectively.

To the extent that actual income from permanently restricted investments is less than the predetermined amount,
accumulated gains are made available for operations to fund the difference. For financial statement purposes, any
excess accumulated gains or accumulated losses are recorded as temporarily restricted net assets. Investment
return in excess of or less than the spending distribution is reported as a component of non operating revenue.

For unrestricted endowment, investment return in excess of or less than the spending distribution is reported as a
component of non operating revenue.

7. Allowance for Doubtful Accounts

The allowance for doubtful accounts is provided based upon management’s judgment including such factors as
prior collection history and type of receivable. The Association writes-off receivables when they become
uncollectible, and payments subsequently received on such receivables ate credited to the allowance for doubtful
accounts.

8. Pledges Receivable

Contributions which are received subject to restrictions imposed by donors are reported as either permanently
restricted or temporarily restricted net assets in the accompanying consolidated financial statements. Contributions
for which the restrictions expite with the passage of time or occurrence of specific events are classified as
temporatily restricted. When the restriction expires or upon occurrence of the specified event, temporatily
restricted net assets are reclassified to unrestricted net assets and reported as net assets released from restrictions.
Temporarily restricted funds expended in the fiscal year in which received are recorded immediately as
unrestricted.

9. Notes Receivable

The Association makes loans to members of the Orchestra for the purpose of acquiring instruments to be used
when petforming with the Orchestra. The Association makes individual loans for amounts up to $15,000 which
are noninterest-bearing for a maximum term of 5 years. The total outstanding amount of these loans cannot
exceed $125,000. The Association also makes individual loans which bear interest at the ten-year Treasury note
rate plus 1% for amounts up to $125,000 with a maximum term of 10 years. The ten-year Treasury note rate was
3.83% and 4.54% at August 31, 2008 and 2007, respectively. The total outstanding amount of these loans cannot
exceed $500,000. Notes receivable were $262,000 and $335,000 as of August 31, 2008 and 2007, respectively.

(Continued)
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The Philadelphia Orchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2008 and 2007

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
10. Charitable Gift Annuities

Liabilities related to charitable gift annuities received by the Association are recorded at the present value of the
future interest payments based on the donor’s life expectancy. Amounts donated in excess of the liability are
recorded as temporarily restricted donations in the statement of activities. The present value of the annuities,
discounted at the respective rate under IRC Section 7520(a), is calculated at the time of the donation.

11. Redesignation of Net Assets

Redesignation of net assets represents a previously donor restricted contribution whereby the donor withdrew the
previously imposed restriction duting the year ended August 31, 2008.

12. Revenue Recognition

Revenues from concert, recording, touring and rental activities are recognized as earned using the accrual method
of accounting. Revenue from sales of subsctiptions and single tickets for the upcoming concett season is deferred
until the performance of the related concerts. Revenues related to advertising for the annual Academy Ball fund-
raising event ate deferred until earned. Deferred revenues were $8,958,000 and $9,313,000 as of August 31, 2008
and 2007, respectively.

13. Fair Value of Financial Instruments

Estimated fair values of financial instruments that differ from the cartying amount have been determined by the
Association using available market information. The estimates are not necessarily indicative of the amounts the
Association could realize in a current market exchange.

The catrying amount of cash and cash equivalents approximate fair value due to the short maturity of those
financial instruments. Accounts receivable, pledges receivable and notes receivable approximate fair value based
on cutrent present value. Investments are carried at fair value based on quoted market prices. Certain investments
in limited partnerships are recorded at approximate fair value as reported by the investment managers. Assets held
by others approximate fair value on the quoted market price of investments held by Trustees.

The carrying amount of accounts payable, accrued liabilities including defetred revenues, line of credit and bonds
payable, approximates the fair value of these financial instruments.

14. Tax Status

Under provisions of the Internal Revenue Code, Section 501(c)(3), and the applicable income tax regulations of
Pennsylvania, the Association is exempt from taxes on income other than unrelated business income.

(Continued)
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