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Audit  Tax = Advisory

Grant Thornton LLP
2001 Market Street, Suite 3100

Report of Independent Certified Public Accountants Philadelphia, PA 191037080

T215.561.4200
F215.561.1066

To the Board of Directors of www.GrantThornton.com

The Philadelphia Orchestra Associaton:

We have audited the accompanying consolidated statements of financial position of The Philadelphia
Orchestra Association, and its wholly owned subsidiary (collectively, the “Association”) as of August
31, 2009, 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
Assoctation’s management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audit. The prior year summarized comparative information has
been derived from the Association’s 2008 consolidated financial statements and our report dated
March 12, 2009.

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 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
Association’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
audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present faitly, in all material
respects, the financial position of The Philadelphia Orchestra Association and its wholly owned
subsidiary as of August 31, 2009, and the results of its operations and cash flows for the year then
ended in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note B to the consolidated financial statements, the Association adopted Statement

of Financial Accounting Standards No. 158, Employers’ Accounting for Defined Benefit Pension and Other
DPostretirement Plans - an Amendment of Statements No. 87, 88, 106 and 132R, effective August 31, 2009.

6’mvtﬁmw LLP

Philadelphia, Pennsylvania

January 21, 2010

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



The Philadelphia Orchestra Association

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

ASSETS

Cash and cash equivalents

August 31,

(Dollars in thousands)

Trade accounts receivable, net of allowance of $168 and $167

Prepaid expenses and other assets
Pledges receivable, net

Notes receivable

Investments

Investment in joint venture
Property and equipment, net

Beneficial interest i trusts

Total assets

LIABILITIES AND NET ASSETS

Line of credit

Accounts payable

Accrued expenses and other liabilities
Deferred revenue

Annuities payable

Bonds payable

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.

4

2009 2008
$ 7,239 $ 8,353
1,839 2,474
1,851 2,488
9,562 13,408
271 262
134,217 166,658
635 575
49,668 44,112
4,091 4,436
$ 209373 $ 242766
$ 9,289 $ 8,000
2,028 1,390
1,994 2,083
6,683 8,958
1,147 1,102
2,900 3,200
18,084 9,848
43,025 34,581
30,627 45833
6,080 21,950
129,641 140,402
166,348 208,185
$ 209373 $ 242,766




The Philadelphia Orchestra Association

CONSOLIDATED STATEMENTS OF ACTIVITIES

Year ended August 31, 2009 (with summarized information for the year ended August 31, 2008)

Temporarily Permanently 2009 2008
Unrestricted restricted restricted total total

(Dollars in thousands)

PERFORMANCE REV

Philadelphia concerts $ 9,950 $ - $ - N 9,950 $ 11,395
Summer concerts 1,497 . - 1,497 1,957
Other concerts 1,009 - - 1,009 987
Tours 2,378 - - 2,378 1,609
Recording, radio and television 168 - - 168 230
15,002 - - 15,002 16,178
PERFORMANCE EXPENSE

Orchestra and concert production 33371 - - 33,371 33,278
Recording, radio and television 456 - - 456 824
33,827 - - 33,827 34,102

PERFORMANCE DEFICIT (18,825) - - {18,825) (17,924

OTHER OPERATING RE

NUE (EXPENSE)

Annual public support 9,907 1,661 - 11,568 15,231
Volunteer project revenue 531 379 - N0 1,128
Spending policy draw, designated for curcent operations 10,854 - - 10,854 9,430
Income from beneficial interests i trusts 228 . - 228 254
Other revenues 1,425 - - 1,425 1,323
Gifts in kind 115 70 - 185 77
Lquity earmings in jomt veniure 60 - - 60 187

) revenue from Encore Senes, Inc. @77 - - (277 (240)
Special events revenuc 310 - - 310 120
Netassets released from restricions 3933 (3,933;
TOTAL OTHER OPERATING REVENUE (EXPE 27,086 (1,823) - 25,263 27,504
OTHER OPERATING EXPENSE
Tundnising expenses
Annual fundrising 1,383 - - 1,383 1,480
Volunieer project 463 - - 463 468
1,846 - - 1,846 1,948
Management and general
Administrative expense 9,531 - 9,531 9,589
Bad debt 256 575 831 221
TOTAL OTHER OPERATING EXPENSE 11,633 - 575 12,208 11,758
CHANGES IN NE TS FROM
OPERATING ACTIVITIES BEFORE DEPRECIATION (3,372 (1,823} (575) (5,770} {2,178)
Depreciation 517 - - 317 432
CHANGES IN NET TS FROM
OPERATING ACTIVITIES (3,889) (1,823) (575) (6,287} {2,610
NON OPERATING REVENUE (EXPENSE)
Endowment contabutions - - 1,831 1,831 6,814
Endowment fundraising expenscs 623) - - 623)
Investment loss, net of spending policy (3.064) (22,052) o1y (27,907
Spending policy draw, designated for Academy of Music - 939 - 939
Academy of Music revenue 3,866 1,236 - 5,102
Academy of Music expense (5,209 - - (5,209)
Funds with deficiencies - 11,226 (11,226} -
Redesignanion of net assets 4,796 (4,796) - - -
Netassers released from restrictions 600 {600 - - -
Loss on pension benefit obligaton 9,562) - - 9,562 {2,218
TOTAL NON OPERATING EXPENSE (11,196) {14,047y {10,186) (35,429 {19,753)

CHANGES IN NET ASSETS BEF

OF CHANGE IN T (15,085) (15,870) (10,761) (41,716) (22,363}
BEFECT OF CHANGE IN PENSION M (121 - - (2 -

CHANGES IN NET A (15,2065 (15,870) (10,761) (41,837, 22,363
NET ASSETS, BEGINNING 45,833 21,950 140,402 208,185 230,548
NET ASSETS, ENDING $ 30627 0§ 6080 0§ 129641 $ 166348 5 208,185

The accompanying notes are an miegral part of these statements.



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

(Dollars in thousands)

2009 2008

Cash flows from operating activities
Change in net assets $  (41,837) $§  (22,363)
Adjustments to reconcile change in net assets 1o net cash (used in)
provided by operating activities

Depreciation 2,707 2,418
Provision for bad debt expense 845 750
Permanently restricted contributions received (1,806) (7,260)
Decrease in investment in joint venture (60) -
Net realized and unrealized loss on investments 19,117 23,909
Unrealized depreciation in beneficial interest in trust 117 302
Loss on pension benefit obligation 9,562 2,218
LEffect of change in pension measurement debt 121 -
Changes in assets and liabilitics
Decrease (increase) in trade accounts receivable 635 (733)
Decrease in pledges receivable 3,001 3,692
Decrease in prepaid expensces 637 302
Distribution from beneficial interest in trust 228 254
Increase in accounts payable and accrued expenses 20 28
Decrease i deferred revenues (2,275) (355)
Increase in annuities payable 45 110
Decrease in accrued benefit obligatons (547) (664)
Net cash (used in) provided by operating acuvities (9,490) 2,608

Cash flows from investing activitics

Purchases of investments (98,011) (101,020)
Proceeds from sales of investments 111,335 96,164
Purchase of property, plant and equipment (7,734 (3,000)
Loan disbursements to employees (117) (44)
Repayments of employee loans 108 117

Net cash provided by (used in) investing acuvities 5,581 (7,783

Cash flows from financing activitics

Payments of bonds payable (300) (300)
Permanently restricted contributions received 1,806 7,260
Proceeds from line of credit 15,234 8,000
Repayment on line of credit (13,945) (7,300)
Net cash provided by financing activities 2,795 7,660
Net (decrease) increase in cash and cash equivalents (1,114) 2,485

Cash and cash equivalents

Beginning of year 8,353 5,868
End of year S 7,239 S 8,353
Interest paid $ 246 $ 359
Accrued construction expenses S 529 $ 705

The accompanying notes are an integral part of these statements.



The Philadelphia Orchestra Association

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2009 and 2008

NOTE A - NATURE OF OPERATIONS

1. Organization

These consolidated financial statements include the accounts of The Philadelphia Orchestra Association (the
“Orchestra”) and its wholly-owned subordinate entity the Academy of Music of Philadelphia, Inc. (the
“Academy”) (collectively the “Association™). All significant intercompany balances and transactions have been
eliminated. The Academy was organized to operate, manage and maintain the Academy of Music. The operations
of the Academy are managed by the Kimmel Center, Inc. (“KCI”) an unaffilated 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 administrative
relationship with Encore Series, Inc.

2. Definition of Operating Activities

The operations of the Orchestra, including all concert, recording, and touring activities are presented in the
operating activities section of the consolidated statement of activities. Also included with operating activities are
all Orchestra annual fund raising activities and investment income designated for operations.

Included in non-operating expenses are endowment contributions, fundraising expenses and mvestment income
(losses), net of spending policy. In addition, all activities of the Academy are included in non-operating. Operating
results for activities that take place at the Academy of Music building under the auspices of KCI are not included
in these statements as they are part of IXCI’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 market rates through 2090. Finally, changes
in pension benefit obligation are included in non-operating.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1. Basis of Presentation

The consolidated 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:

e 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 $13,695,000 and
$26,721,000 of the Association’s unrestricted net assets at August 31, 2009 and 2008, respectively, have been
designated by the Board of Directors to function as endowment. The principal of these funds must not be
used for any other purpose without further action by the Board of Directors.

(Continued)



The Philadelphia Orchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2009 and 2008

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

¢ Temporarily Restricted - Net assets whose use by the Association is subject to donor-imposed restrictions
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 original endowment gifts given to
the Association by donors. Generally, the donors of these assets permit the Association to use all or part of
the income on these assets.

Revenues are reported as increases in unrestricted net assets unless use of the related assets is limited by donor-
imposed restrictions. Expenses are generally reported as decreases 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 consolidated financial statements include certain prior year information, which has been summarized. This
information was derived from the Association’s fiscal 2008 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 America.

3. Cash and Cash Equivalents

Cash and cash equivalents include short-term investments with original maturities of three months or less. The
Association maintains cash accounts, which, at times, may exceed federally insured limits. The Association has not
experienced any losses from maintaining cash accounts in excess of federally insured limits. Management believes
that 1t 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.

5. Investments
The Association records investments at fair value. Debt securities, equity securities and mutual funds are valued at
quoted market prices, except for certain alternative investments for which quoted market prices are not available.

The estimated fair value of alternative investments is based upon net asset values (Note B15) as a practical
expedient is provided by external investment managers as of August 31, 2009 and 2008. Because such investments

(Continued)



The Philadelphia Orchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2009 and 2008

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

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. These investments may contain
elements of both credit risk and market risk. Such risks include, but are not limited to, limited liquidity, absence of
oversight, dependence on key individuals, emphasis on speculative investments and non disclosure of portfolio
composition. The Association reviews and evaluates the values provided by the investment managers and agrees
with the valuation methods and assumptions used in determining the fair value of alternative investments.

Gains and losses on investments are 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.

6. 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 are credited to the allowance for doubtful
accounts.

7. Pledges Receivable

Contributions received, including unconditional promises to give, are recognized as revenues when the donor’s
commitment has been received. Unconditional promises to give are recognized at the established present value of
the future cash flows, net of allowances. 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 expire with the passage of time or
occurrence of specific events are classified as temporarily restricted. When the restriction expires with the passage
of time or upon occurrence of the specified event, temporarily 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 as unrestricted.

8. Notes Recetvable

The Association makes loans to members of the Orchestra for the purpose of acquiring instruments to be used
when performing 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 must not
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
3.40% and 3.83% at August 31, 2009 and 2008, respectively. The total outstanding amount of these loans must
not exceed $500,000.

(Continued)



The Philadelphia Orchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2009 and 2008

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

9. Property and Equipment

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 recorded 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 condominium, building and building improvements 30 years
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 period 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 or similar valuations at
the date of acquisition or donation. Fine instruments are not depreciated. The aggregate carrying value of such
assets at both August 31, 2009 and 2008 1s $295,000.

10. Annuities Pavable

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 consolidated statement of activities. The present value of the
annuities, discounted at the respective rate under IRC Section 7520(a), 1s calculated at the time of the donation.

11. Revenue Recognition

Revenues from concert, recording, touring and rental activities are recognized as earned using the accrual method
of accounting. Revenue from sales of subscriptions and single tickets for the upcoming concert season is deferred
until the performance of the related concerts. Revenues related to advertising for the annual Academy Ball fund-
raising event are deferred until earned.

12. Fair Value of Financial Instruments

Estimated fair values of financial instruments that differ from the carrying amount have been determined by the
Association using available market information.

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

August 31, 2009 and 2008

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

The carrying amount of cash and cash equivalents approximates fair value due to the short maturity of those
financial mstruments. Accounts receivable, pledges receivable and notes receivable approximate fair value based
on current present value. Various investments are carried at fair value based on quoted market prices and certain
investments in limited partnerships are recorded at net asset value as reported by the investment managers. Assets
held by others approximate fair value on the quoted market price of investments held by Trustees.

13. 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.

The Association follows the provisions of Financial Accounting Standards Board (“FASB”) Interpretation No. 48,
Accounting for Uncertainty in Income Taxes (“FIN 48”). FIN 48 requires a tax position be recognized or derecognized
based on a “more likely than not” threshold. This applies to positions taken or expected to be taken in a tax
return. The Association does not believe its consolidated financial statements include any material uncertain tax
positions.

14. Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and utilize assumptions that affect the reported
amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. The most significant management
estimates and assumptions relate to the determination of allowances for doubtful trade accounts, pledges and notes
receivables, discounts on pledges receivable and annuities, alternative investment values, useful lives of fixed assets,
assumptions related to the accrued benefit obligation, assumptions related to the annuities payable and the
reported fair values of certain of the Association’s assets and liabilities. Actual results could differ from those
estimates.

15. Adoption of New Accounting Standards

Fair Value Measurements

On September 1, 2008, the Association adopted the provisions of Statement of Financial Accounting Standards
(“SFAS”) No. 157, Fair Valne Measurements, and its related amendments. SFAS No. 157 establishes a single
authoritative definition of fair value, sets out a framework for measuring fair value, establishes a fair value
hierarchy based on the quality of inputs used to measure fair value and requires additional disclosures about fair
value measurements. The new definition of fair value focuses on the price that would be received to sell

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

August 31, 2009 and 2008

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

the asset or paid to transfer the liability between market participants at the measurement date (an exit price). An
exit price valuation will include margins for risk even if they are not observable. SFAS No. 157 establishes a fair
value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three broad levels
(Level 1, 2 and 3). The Association applied the provisions of SFAS No. 157 prospectively to financial assets and
financial liabilities that are required to be measured at fair value under existing generally accepted accounting
principles in the United States. Upon adoption of SFAS No. 157, the Association did not record a cumulative
effect adjustment of applying SFAS No. 157 to net assets, as the Association already had previously recorded its
assets and its liabilities at fair value. See Note Q for additional information regarding SFAS No. 157,

On September 30, 2009, the FASB issued Accounting Standards Update (“ASU”) 2009-12 Fair Value Measurements
and Disclosures (Topic 820): Investments in Certain Entities That Calenlate Net Asset Value per Share (or Its Equivalent). In
accordance with ASU 2009-12, an entity is permitted, as a practical expedient, to estimate the fair value of an
investment using the net asset value per share (or its equivalent) if the net asset value per share of the investment is
calculated in a manner consistent with the measurement principles of the FASB guidance for investment
companies as of the reporting date. ASU 2009-12 also requires expanded disclosures about redemption
restrictions, unfunded commitments and the investment strategies of the investees. The major category of
investment is required to be determined on the basis of the nature and risks of the investment in a manner
consistent with the guidance for major security types in U.S. GAAP on mvestments in debt and equity securities.

ASU 2009-12 1s effective for periods ending after December 15, 2009. Early application is permitted in fmancial
statements that have not been issued. If the measurement amendments are early adopted, the entity 1s permitted to
defer the adoption of the disclosure provisions. The Association adopted the measurement provisions of ASU
2009-12 for the year ended August 31, 2009, but has elected to defer the disclosure requirements as permitted.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities.
SFAS No. 159 permits organizations to choose to measure certain financial instruments and other items at fair
value that are not currently required to be measured at fair value. SFAS No. 159 became effective for the
Association on September 1, 2008, The Association chose not to elect the fair value option for its financial assets
and labilities existing at September 1, 2008, and did not elect the fair value option for financial assets and liabilities
transacted in the year ended August 31, 2009. Accordingly, the adoption of SFAS No. 159 did not have any effect
on the consolidated financial statements of the Association.

Endowments

In August 2008, the FASB issued FSP FAS 117-1, Endowments of Not-for-Profit Organizations: Net Asset Classifications of
Funds Subject to an Enacted Version of the Uniform Prudent Management of Institutional Funds Act, and Enbanced Disclosures
Jfor All Endowment Funds. FSP FAS 117-1 provides guidance on the net asset classification of donor-restricted
endowment funds for a not-for-profit organization that is subject to an enacted version of the Uniform Prudent
Management of Institutional Funds Act of 2006 (“UPMIFA”) and additional disclosures about an organization’s
endowment funds. The Assocation operates in the Commonwealth of Pennsylvania, and is not required to adopt
the provisions related to UPMIFA, however, 1s subject to the enhanced disclosure requirements. See Note E for
these disclosures.

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

August 31, 2009 and 2008

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

16. Pending Accounting Pronouncements

In December 2008, the FASDB issued Staff Position (“FSP FAS”) No. 132R-1, Employees’ Disclosures abont Pensions
and Other Postretirement Benefirs. FSP FAS 132R-1 requires disclosures to provide users of financial statements an
understanding of investment allocation decisions, major categories of plan assets, inputs and valuation techniques
used to measure fair value of plan assets, effect of fair value measurements using significant unobservable inputs
on changes in plan assets and significant concentrations of risk within plan assets. The standard is effective for
financial statements issued for fiscal years ending after December 15, 2009. The Association plans to adopt this
new guidance at August 31, 2010 and is evaluating the impact.

NOTE C - PLEDGES RECEIVABLE

Pledges receivable at August 31, 2009 and 2008 are expected to be collected as follows (in thousands):

2009
Operating Academy  Endowment 2008
Fund of Music Fund Total Total
Due within

One year $ 2,208 3 551 K 1,958 § 4717 $ 7,459
Two to five years 638 50 4,014 4,702 6,037
After five years 40 - 912 952 799
Total pledges receivable 2,886 601 6,884 10,371 14,295
Less allowance for uncollectible pledges (251) (38) - (289) (310)
Subtotal 2,635 563 6,884 10,082 13,985
Less unamortized discount (23) - (497) (520) (577)

Net present value of pledges receivable § 2612 § 563 $ 0387 §$ 9562 $_ 13408

Activity during year

Balance, beginning of year $ 4415 § 1,055 $ 7938 § 13408 § 17,850
Cash received (7,281) (1,086) (1,806) (10,173) (17,801)
New pledges received 5,757 608 750 7,115 14,261
Bad debt expense (256) (14 (575) (845) (838)
Change in discount (23) - 80 57 (64)

Balance, end of year 3 20612 § 563 $ 6387 $ 9,562 $§___ 13408

The Association used rates ranging from 2% - 5% to discount pledges receivable for the year ending August 31,
2009. Rates were based on an estimated borrowing rate of the Association. A rate of 3.75% was used to discount
pledges recervable at August 31, 2008.

13



The Philadelphia Orchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2009 and 2008

NOTE D - INVESTMENTS

At August 31, 2009 and 2008, the fair value of investments was as follows (in thousands):

2009 2008
Fair value Cost Fair value Cost

Cash and cash equivalents $ 3,839 § 3,839 § 1,415 % 1,415
Corporate bonds 2,029 1,892 - -
Government bonds 2,346 2,275 - -
Mortgage securities 434 377 - -
Corporate equities 29,546 30,081 27,848 26,130
Mutual funds

Fixed income 21,549 22,661 34776 38,048

Equities 60,093 73,534 53.311 53,079
Total mutual funds 81,642 96,195 88,087 91,127
Foreign investments - - 28,532 30,900
Alternative investments

Limited partnerships 372 630 - -

Long/Short Domestic 6,817 6,000 7,093 6,000

Long/Short International 204 204 2,967 2,700

Mulu-Strategy/Absolute Return 6,988 4 875 10,716 5412
Total alternative investments 14,381 11,709 20,776 14,112
Total fair value of investments $ 134217  $ 146368 § 166658 $ 163,684

The above amounts include $19,196,000 and $21,561,000 of endowment funds for the benefit of the Academy of
Music at August 31, 2009 and 2008, respectively. Also included above are operating investments of $44,000 and
$56,000 for the years ended August 31, 2009 and 2008.

During 2008, 2007, 2006, and 2005 and 2002, the Unrestricted Endowment Fund loaned the Operating Fund
amounts as follows:

Year Loaned amount
2008 $ 1,200,000
2007 1,200,000
2006 1,200,000
2005 2,000,000
2002 4,500,000
Total loans 10,100,000
Repayments (1,300,000)
Loan Balance (August 31, 2008) $__8,800,000

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

August 31, 2009 and 2008

NOTE D - INVESTMENTS - Continued

The funds from these transfers were used to satisfy contribution requirements to the Musicians Pension Plan. In
2009, the loan was written off after board approval and transferred to the Operating Fund. There was no net
effect of this transfer reflected in the Association’s consolidated statement of activities because both the
unrestricted endowment fund and the operating fund are unrestricted net assets.

The accompanying consolidated financial statements also include assets held in trust that are under the control of
outside trustees. The fair value of the investments held in the trust was $4,091,000 and $4,436,000 on August 31,
2009 and 2008, respectively.

The principal aim of the Association’s alternative investment selection is to reduce certain components of volatility
from its investment program consistent with a goal on generating absolute return. The Association manages this
investment exposure through a process of careful selection of experienced external fund managers, detailed initial
due diligence, continuing periodic diligence and monitoring (including on-site visitations), limitation of exposure to
any investment strategy or manager, and the employment of outside experts. At August 31, 2009, the largest
alternative investment exposure to any product and/or manager was 4.93% of total long-term investments, which
reflected a fund-of-funds allocation.

Within the category of securities classified as alternative investments, a majority of the undetlying investments were
publicly traded stocks, debt instruments, preferred securities, and other instruments for which a ready market
quote exists. The investments have been classified as alternative investments since investment managers employed
by the Association to manage said investments are not registered pursuant to the Investment Company Act of
1940.

An analysis of the liquidity of investments and beneficial interests in trusts are as follows at August 31, 2009 (in
thousands):

Non-
Liquidity Alternative alternative
availability investments investments Total
Deaily $ - $ 114,046 $ 114,046
Within 30 days - 9,881 9,881
31-90 days - - -
91-365 days 13,197 - 13,197
More than 365 days - - -
Subtotal 13,197 123,927 137,124
Not a liquid investment 1,184 - 1,184
Total $ 14,381 $ 123,927 $ 138,308

The analysis of liquidity includes underlying investments held in trust of $4,091,000 of which the Association is the
beneficiary. The Association does not control these trusts.

(Continued)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2009 and 2008

NOTE D - INVESTMENTTS - Continued

The Association has entered into limited partnership agreements with certain investment managers. At August 31
2009, total unpaid future capital commitments outstanding were approximately $2,900,000.

3

Components of investment (loss) return for the year ended August 31, 2009 are as follows (in thousands):

Temporarily Permanently

Unrestricted restricted restricted Total
Net realized losses $ (1,673) § (5,069) § - $ (6,742)
Change in unrealized gains and losses (2,075) (10.300) (706) (13,081)
(3,748) (15,369) (700) (19,823)
Change in charitable gift annuity - - (85) (85)
Dividend and interest received 581 3213 - 3,794
Total § (3,167) $ (12,156) $ (791) $§ (16,114)

Change in unrealized gains and losses are net of investment expenses of $422,000.

Components of investment (loss) return for the year ended August 31, 2008, are as follows (in thousands):

Temporarily Permanently
Unrestricted restricted restricted Total

Net realized gains $ 892 § 3,658 § - $ 4,550
Change in unrealized gains and losses (4.517) (23.040) (556) (28,113)
(3,625) (19,382) (556) (23,563)

Change in charitable gift annuity - - (211 (211)
Dividend and interest received 1,403 8.410 - 9.813
Total $ 2,222y % (10,972) % (767) $ (13961

Change in unrealized gains and losses are net of investment expenses of $537,000.
NOTE E - ENDOWMENTS

As required by accounting principles generally accepted in the United States of America, 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.

(Continued)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2009 and 2008

NOTE E - ENDOWMENTS - Continued

The Association’s endowment consists of a portfolio of actively managed funds established to provide both a
source of operating funds as well as long-term financial stability. The endowment includes donor-restricted
endowment funds and endowment funds designated by the Board of Trustees to function as quasi-endowments,
held in investments plus the following where the assets have been designated for endowment: pledges receivable,
split interest agreements, notes receivable, accounts payable related to endowment and other net assets.

1. Interpretation of Relevant Law

The Board of Trustees of the Association follows the interpretation of Commonwealth of Pennsylvania Act 141 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 except as described in Note E2 below. As a result of this
interpretation, the Association 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. This is regarded as the “historic dollar value” of the
endowed fund. The remaming portion of the donor-restricted endowment fund that is not classified in
permanently restricted net assets and is regarded as “net appreciation” is classified as temporarily restricted net
assets until those amounts are appropriated for expenditure by the Association in a manner consistent with the
Assoctation’s spending policy.

2. Punds with Deficiencies

From time to time, the fair value of assets associated with individual donor restricted endowment funds may fall
below the “historic dollar value”. Deficiencies of this nature are reported by a charge to permanently restricted net
assets and a corresponding increase to temporarily restricted net assets. On a cumulative basis these charges
totaled approximately $11,226,000 as of August 31, 2009. These deficiencies resulted from unfavorable market
fluctuations that occurred shortly after the investment of new permanently restricted contributions. Over time
these may reverse due to appreciaton of the underlying investments.

3. Endowment Investment Guidelines

The Association’s Investment Guidelines are to invest the Association’s endowment assets in a generally accepted
prudential manner and produce an average annual total return on investments over a five year period of at least the
sum of the spending formula distribution rate plus the direct cost of investing these funds (investment advisor,
brokerage, investment manager, custodial fees, etc.) plus the current rate of inflation as measured by the U.S.
Department of Labor’s Consumer Price Index. The Investment and Endowment Committee of the Board of
Trustees 1s responsible for the oversight of the Association’s endowment and pension assets.

The intent of the guidelines is to provide a predictable stream of funding to the Association’s programs from its
endowment while seeking to maintain the purchasing power of the endowment assets. Endowment assets include
those assets of donor-restricted funds that the Association must hold in perpetuity, board-designated funds, plus
the following assets which have been designated for endowment: pledges receivable, split interest agreements and
other net assets.

(Continued)
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August 31, 2009 and 2008

NOTE E - ENDOWMENTS - Continued

4. Endowment Spending Policy

The Association determines its spending policy on an annual basis.  As approved by the Investment and
Endowment Committee and in accordance with Commonwealth of Pennsylvania Act 141 (PA Act 141), the
amount is calculated based on the average of the preceding thirteen quarter unit values for each endowment pool
multiplied by the average number of units for the preceding twelve months. The approved spending percentage is
applied to each pool and shall not be less than 2.00% or more than 7.00%. The Board has approved a spending
percentage of 6.95% and 5.95% for 2009 and 2008 respectively. This policy is applied to all endowments absent
donor stipulations to the contrary.

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.

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

requirement in 2009 and applied a rate of 6.95% (see Note L).

5. Strategies Employed for Achieving Objectives

To satisfy its long-term rate-of-return objectives, the Association relies on a total return strategy in which
investment returns are achieved through both capital appreciation (realized and unrealized) and current yield
(interest and dividends). Management of the investments is provided on a fully discretionary basis by competent
external money management firms selected by the Investment and Endowment Committee with the guidance of
third party investment advisors. Different investment managers have been employed over the years and have
included a wide range of investments, including alternative strategies. The rationale for including alternative
strategy managers for the Association’s portfolio is to reduce some volatility consistent with a goal of generating
absolute return.

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 thirteen 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 6.95% and 5.95% in fiscal 2009 and 2008, respectively for both its unrestricted and permanently
restricted endowment investments unless the donor agreement differs.

The spending amount calculated on the Academy’s endowment that is transferred to the Orchestra 1s capped at
12.4% of the value of the rent agreement with KCI which amounted to $304,000 and $294,000 at August 31, 2009
and 2008, respectively.

(Continued)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2009 and 2008

NOTE E - ENDOWMENTS - Continued

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. When
accumulated gains are less than the calculated spending rate, funds are made available from permanently 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,

6. Endowment Fund Activity

(in thousands)

Temporarily Permanently
September 1, 2008 Unrestricted restricted restricted Total
Donor restricted endowment funds $ - $ 16,466 § 140,402 $ 156,868
Board-designated funds 26,721 - - 26,721

$ 26,721 % 16466 3§ 140,402 % 183,589

(Continued)
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August 31, 2009 and 2008

NOTE E - ENDOWMENTS - Continued

Net assets, beginning of year

Investment return
Investment income
Net realized losses
Net unrealized losses

Net investment loss
Contributions

Appropriation of endowment assets
for operations (draw)

Transfer of net assets released from
restrictions - income purpose satistied

Other changes

Deficiencies in historical values

Change in estimate for annuities payable

Endowment fundraising expenses

Provision for bad debt on contributions
receivable

Forgiveness of Board Designated
Endowment Loan

Redesignation of net assets

Operating transfers and other changes

Total other changes

Net assets, end of year

August 31, 2009

Donor restricted endowment funds
Board-designated funds

(in thousands)

Temporarily Permanently
Unrestricted restricted restricted Total

$ 26,721 $ 16,466  $ 140,402  § 183,589
581 3,213 - 3,794

(1,672) (5,069) - (6,741)

(2,076) (10,300) (706) (13,082)

(3,167) (12,156) (706) (16,029)

- - 1,831 1,831

(1,897) (9,896) - (11,793)
- (600) - (600)

- 11,226 (11,2206) -
- - (85) (85)
(23) : : (23)
- - (575) (575)
(7,600) - - (7,600)
4,796 (4,796) - -

(5,135) - - (5,135)
(7,962) 6,430 (11,886) (13,418)

$ 13,695 § 244 % 129,641  $___ 143,580
) - % 244 % 129,641 § 129,885
13,695 - - 13.695

$ 13,695 § 244 % 129641 § 143,580




The Philadelphia Orchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2009 and 2008

NOTE F - ENDOWMENT ASSETS HELD BY OTHERS

The Association is the beneficiary of a number of irrevocable perpetual trusts held by third parties. The
Association records the fair value of its interest in these trusts $4,091,000 at August 31, 2009 and $4,436,000 at
Auvgust 31, 2008 in the accompanying consolidated statement of financial position. Distributions received from
these trusts ($228,000 in 2009 and $254,000 in 2008) are reported in the consolidated statement of activities.
Changes in fair value of the trusts are reported as increases or decreases in permanently restricted net assets.

NOTE G - PROPERTY AND EQUIPMENT

The components of property and equipment at August 31 are as follows (in thousands):

2009 2008
Philadelphia Orchestra
Office condominium $ 1,977 % 1,625
Buiding improvements 828 863
Equipment and other 4,839 4,629
Fine instruments 295 295
Total 7,939 7,412
Less accumulated depreciation (3,1106) (2.599)
Total Philadelphia Orchestra 4.823 4.813
Academy of Music
Land 630 630
Building and building improvements 73,456 63,977
Office equipment 856 851
Construction in progress 223 1,972
Total 75,165 67,430
Less accumulated depreciation (30,320) (28131)
Total Academy of Music 44,845 39,299
Total property and equipment $ 49.668 $ 44,112

Depreciation expense related to the Philadelphia Orchestra was $518,000 and $433,000 for the years ended August
31, 2009 and 2008, respectively. Depreciation expense related to the Academy of Music is reflected in the
Academy of Music expense on the consolidated statement of actvities in the amount of $2,189,000 and $1,985,000
for the years ended August 31, 2009 and 2008, respectively.



The Philadelphia Orchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2009 and 2008

NOTE H - PENSIONS AND OTHER POSTRETIREMENT BENEFITS

The Association maintains separate noncontributory defined benefit plans covering members of the Orchestra and
administrative employees. The Association makes annual contributions to the plans in consultation with the plan
actuaries. Benefits for these plans are based on years of service and, for the administrative plan, most recent salary
levels in the years preceding retirement.

The Association provides its employees with postretirement health care and, for former employees of the
Academy who were union members, severance pay based on the number of years of employment.

Postretirement health insurance is provided to Association employees who retire generally with 10 years of service
after age 50 for musicians and age 55 for staff. Postretirement health insurance is provided to former Academy
employees who are members of the International Association of Theatrical Stage Employees Union, generally for
employees who retire after age 62 and with 30 years of service. Premiums to be paid by the Association for these
benefits are generally limited to $2,000 per year for musicians and $1,600 per year for all others.

The Academy also provided a severance benefit based on years of employment to retiring unionized box office
employees ranging up to 15 or 20 years. At August 31, 2009 and 2008 the total severance pay benefit obligation
was $65,000 and $63,000, respectively.

As part of the Association’s Trade Agreement (the “Agreement”) with the Philadelphia Musical Society, Local 77,
American Federation of Musicians (“Local 77”) that was in effect untl September 16, 2007, Local 77 agreed to a
freeze/curtailment of the defined benefit pension plan which covers all full-time musicians (the “Orchestra Plan”).
The effective date of the curtailment was September 19, 2004, All credit for future service will be earned under the
American Federation of Musician’s and Employers’ Pension Plan (the “AFM Plan”). The Association contributes
a specified percentage of minimum weekly salary for each full-time musician to the AFM Plan. The percentage of
minimum weekly salary contributed in each contract year is 3.0% for fiscal year 2005, 5.0% for fiscal year 2000,
and 7.5% for fiscal year 2007. A new trade agreement was signed on September 15, 2008 and covers three contract
years ending on September 19, 2010. The interpretation of this agreement followed to date is that the percentage
of minimum weekly salary to be contributed for all years is 7.5%. In 2008 the AFM Plan’s benefit multiplier
decreased and as a result the effective contribution rate in 2008 was 8.08%. The Association contributed
$1,035,000 and $980,000 in 2009 and 2008, respectively.

In addidon to the contribution related to minimum weekly salary, the Association contributes to the AFM Plan for
recording and broadcasting wages paid. For the years ended August 31, 2009 and 2008, the contributions were $-0-
and $5,000, respectively.

In connection with the Agreement, a Voluntary Retirement Incentive Program (the “VRIP”) was offered to certain
full-time musicians who would reach age 60 by June 30, 2005 with 30 years of service with the Orchestra. A total
of 10 musicians agreed to accept the terms of the VRIP and retired at various dates prior to September 30, 2005.
In connection with the VRIP, the annual pension benefit payment under the Orchestra Plan for these individuals
was increased from $55,000 to $65,000. Additionally, these individuals will receive an annual bonus payment of
$5,000 for a period of not more than 6 years and, in some cases, the Association will pay the retiree’s portion of
any medical premium cost sharing. At August 31, 2009 and 2008, $13,000 and $63,000, respectively, related to the
bonus is included in other liabilities in the consolidated statements of financial position.

(Continued)

[
o



The Philadelphia Orchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2009 and 2008

NOTE H - PENSIONS AND OTHER POSTRETIREMENT BENEFITS - Continued

In September 2006, the Association and the Members’ Committee of Local 77 agreed to extend a Voluntary
Retirement Incentive Program (“VRIP2”) to certain full-time musicians who would reach age 60 by September 16,
2007 with 30 years of service with the Orchestra. A total of 3 musicians agreed to accept the terms of the VRIP2
and all retired as of September 16, 2007. In connection with the VRIP2, the total annual pension benefit payment
was guaranteed to be $65,000 from the combination of payments due under the Orchestra plan and payments due
under the AFM plan for contributions made related to the members’ minimum weekly salary payments.

The pension and other postretirement benefit plans’ actuary performed the computations required for financial
statement disclosure as of August 31, 2009 and June 30, 2008. Employee data as of January 1, 2009 and 2008,
respectively, were projected forward to the August 31, 2009 and June 30, 2008 measurement dates, respectively.
Under the new accounting rules, in fiscal 2009, the Association was required to measure the Plan assets and benefit
obligations as of the same date as the Association’s fiscal year-end (August 31, 2009). During fiscal 2009, the
Association adopted the measurement provisions of the new pension accounting rules, resulting in a cumulative
effect of adoption of $121,000 which has been reflected on the accompanying consolidated statement of activities.

The Association uses August 31, 2009 and June 30, 2008 as the measurement dates for the following information
{(in thousands):

2009
Pension Plans QOther Postretirement Plans
Orchestra Admin Orchestra Admin Academy Total
Accumulated benefit obligation $_..35067 $ 645 % 3902 § 584 % 134 $__46,139
Change 1n benefit obligation
Benefit obligation at
beginning of year $ 31323 § 5,666 % 3,308 % 494 % 121§ 40,912
Adjustment due to change
in measurement date 362 99 62 14 1 538
Service cost 83 202 149 54 - 488
Interest cost 2,087 391 221 31 8 2,738
Plan amendments 834 N/A N/A N/A N/A 834
Actuarial loss (gain) 2,813 667 282 4 10 3,776
Benefits paid (2,352) (264) (120) (13) (6) (2,755)
Expected expenses (83) (67) - - - (150)
Benefit obligation at end of year 35,067 0,694 3.902 584 134 46,381

(Continued)
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August 31, 2009 and 2008

NOTE H - PENSIONS AND OTHER POSTRETIREMENT BENEFITS - Continued

2009
Pension Plans Other Postretirement Plans
Orchestra Admin Orchestra Admin Academy Total
Change in plan assets
Fair value of plan assets at
beginning of year $ 26,209 % 4855 § - $ - $ - $ 31,004
Adjustment due to change
in measurement date 359 62 - - - 421
Actual return on plan assets (1,774) (571) - - - (2,345)
Contributions by the Association 1,135 - 121 13 7 1,276
Benefits paid (2,352) (264) (121) (13) O (2,757)
Administrative expenses (163) (100) - - - (263)
Fair value of plan assets at
end of year 23414 3,982 - - - 27,396
Funded status at year end $___(11.653) $ 2,712 % (3902) $ (583) § (134) $__(18.984)
Net amounts recognized in the
statement of financial
position consist of
Current liabilities, as
accrued expenses 3 - 8 - 3 (190) % (20) % 10y % (220)
Non current liabilities (11,653) (2.712) (3.712) (563) (124) {18,764)
Accrued retirement benefits $. (11653 $____ (2712 $___ (3902 $ (583) $ (134) $__(18,984)
Amounts recognized in net
assets but not yet recognized
in net periodic benefit costs
consist of
Transition asset $ -3 27 % - 3 - 8 -3 27
Net actuanal loss (14,901) (1,597) (952) (70) (33) (17,553)
Prior service cost (834) (150) 34 6 2 (942)
$_(15735 $___(1.720) $ 918y % 64 $ (31) $_.(18.468)
Amounts recognized in
unrestricted net assets due
to change in measurement
date from June 30, 2009 to
August 31, 2009 $ 31 % 37 % 43 % 10 3 - $ 121
(Continued)
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NOTE H - PENSIONS AND OTHER POSTRETIREMENT BENEFITS - Continued

2008
Pension Plans Other Postretirement Plans
Orchestra Admin Qrchestra Admin Academy Total
Accumulated benefit obligation $_ 31323 $ 5441 % 3,308 § 494 % 121 $__40687
Change in benefit obligation
Benefit obligation at
beginning of year $ 32739 § 6,166 § 3544 % 500 § 134§ 43,083
Service cost 180 220 158 32 - 590
Interest cost 1,974 378 199 29 8 2,588
Actuanal loss (gain) (1,035) (801) (456) (46) (12) (2,350)
Benefits paid (2,355) (236) (137) (21) © (2,758)
Expected expenses (180) (61) - - - (241)
Benefit obligation at end of year 31,323 5,666 3,308 494 121 40,912
Change in plan assets
Fair value of plan assets at
beginning of year 29,099 5,691 - - - 34,790
Actual return on plan assets (1,652) (534) - - - (2,1806)
Contributions by the Association 1,200 - 137 21 9 1,367
Benefits paid (2,355) (235) (137) 21 9 (2,757)
Administrative expenses (83) (67) - - - (150)
Fair value of plan assets at
end of year 26,209 4,855 - - - 31,064
Funded status at year end 8 (5.114) $ 811 $ (3.308) $ (494) $ (121 3 (9.848)

Net amounts recognized
in the statement of
financial position consist of
Current labilities, as

accrued expenses $ - % - $ (190) $ (20) % (10) § (220)

Non current liabilities (5.114) (811) (3,118) (474) (111) (9,628)

Accrued retirement benefits 3 (5,114 $ 811 $ (3,308) $ (494) $ (121 $___(9,848)
(Continued)
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NOTE H - PENSIONS AND OTHER POSTRETIREMENT BENEFITS - Continued

2008
Pension Plans Other Postretirement Plans
QOrchestra Admin Qrchestra Admin Academy Total
Amounts recognized in net
assets but not yet recognized
n net periodic benefit costs
consist of
Transition asset ) - 3 38 % - $ - $ - 3 38
Net actuanal loss (8,281) 43 (723) (67) (25) (9,053)
Prior service cost - (162) 221 37 10 106
$ (8,281 $ 81 $ (502) % 30 $ a5 $__ (8,909
2009
Pension Plans Other Postretirement Plans
Orchestra Admin Qrchestra Admin Academy Total
Components of net periodic
pension cost
Service cost 3 83 § 202 % 149  § 54 $ - $ 488
Interest cost 2,087 391 221 31 8 2,738
Expected return on plan assets (2,156) (369) - - - (2,525)
Amortization of prior service
cost - 11 (161 27 @ (184)
Amortization of actuaral loss 175 - 45 - - 220
Amortization of transitional
obligation - ao - - - (10)
Net periodic pension cost $ 189 $ 225  § 254 § 58 3% 1 8 727
Other changes recognized in other
comprehensive income
Prior service cost $ 834 § - $ - $ - $ - $ 834
Net loss arising during period 6,824 1,640 282 4 11 8,761
Amortization of actuagial loss (175) - (45) - @) (222)
Amortization of transitional
obligation - 10 - - ~ 10
Amortization of prior service cost - (11) 161 27 7 184
Recognition of amortization due
to change in measurement
date (29) - 19 4 1 (5)
Total recognized in other
comprehensive income $ 7454 % 1,639 8§ 417 § 35 % 1 3 9,562

(Continued)
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NOTE H - PENSIONS AND OTHER POSTRETIREMENT BENEFITS - Continued

2008
Pension Plans Qther Postretirement Plans
Orchestra Admin Orchestra Admin Academy Total
Components of net periodic
pension cost
Service cost $ 180 % 220§ 158 § 32 % - 3 590
Interest cost 1,974 378 198 29 8 2,587
Expected retum on plan assets (2,120) (441) - - - (2,561)
Amortization of prior service cost - 11 (161) (26) 8) (184)
Amortization of actuaral loss 215 - 60 5 2 282
Amortization of transitional
obligation - (10) - - - 10
Net periodic pension cost $ 249 § 158 % 255 § 40 3 2 9 704

Weighted-average assumptions used to determine benefit obligations were:

2009
Pension Plans Other Postretirement Plans
Orchestra Admin Orchestra Admin Academy
Weighted-average assumptions used to determine benefit obligations were:
Discount rate 5.96% 6.17% 6.20% 6.20% 6.20%
Expected return on plan assets 8.00% 8.00% N/A N/A N/A
Rate of compensation
Increase N/A 3.50% N/A N/A N/A
2008
Pension Plans Other Postretirement Plans
Orchestra Admin Orchestra Admin Academy
Discount rate 6.25% 6.25% 6.25% 6.25% 6.25%
Expected return on plan assets 8.00% 8.00% N/A N/A N/A
Rate of compensation increase N/A 3.50% N/A N/A N/A

For the defined benefit pension plans the estimated transition obligation (asset), actuarial (gain) loss and prior
service cost (credit) that will be amortized from accumulated other comprehensive income into net periodic benefit
cost over the next fiscal year are $(10,000), $634,000 and $54,000, respectively. For the defined benefit
postretirement plans the estimated actuarial gain (loss) and prior service cost (credit) that will be amortized from
accumulated other comprehensive income into net periodic benefit cost over the next fiscal year are $-0-, $59,000
and $(41,000), respectively.

(Continued)

27



The Philadelphia Orchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2009 and 2008

NOTE H - PENSIONS AND OTHER POSTRETIREMENT BENEFITS - Continued

In determining the expected rate of return on plan assets, consideration was given to historical performance of the
pension portfolios and allocation of the plan’s assets. For the period ended June 30, 2009, the five-year return on
the Orchestra and Administrative plans assets was 3.1% and 1.1%, respectively. Based on this historical return
performance and the outlook for higher future returns, management believes that no adjustment to the assumption
on the expected rate of return on plan assets is warranted.

For measurement purposes, an 8.25% and 9% annual rate of increase in the per capita cost of covered healthcare
benefits was assumed for 2009 and 2008, respectively. The rate was assumed to decrease to a rate of 4.5% by
various percentages yearly.

The Association’s weighted average asset allocation for the Orchestra and Administrative pension plans as of
August 31, 2009 and June 30, 2008 by asset category are as follows:

2009 2008
Pension Plans Pension Plans
Orchestra Administrative Orchestra Administrative

Asset category

Equity Securities 60% 76% 59% 73%
Debt Securities 37 22 39 25
Cash 3 2 2 2
Total 100% 100% 100% 100%

The Association maintains an investment policy for its plan assets. The long-term total return objective is to meet
annual inflation plus 5% per year. During fiscal year 2007, the Association revised the asset allocation for the
Orchestra pension plan due to the frozen nature of the plan to provide a better match to the liabilities of the plan.
The target asset allocation for the Orchestra plan was revised to 40% Domestic Long-duration Fixed-Income, 37%
U.S. Large Cap Equity, 9% U.S. Small Cap Equity and 14% International Equity. The target asset allocation for the
administrative pension plan is 47% U.S. Large Cap Equity, 25% Core Domestic Fixed-Income, 18% International
Equity and 10% U.S. Small Cap Equity. Each class may be invested in mutual funds, commingled funds, or
individually managed accounts. Funds may not be invested in real estate, partnerships, currency hedging,
individual businesses, direct investments, or start-up funds. Performance of asset managers is evaluated quarterly
by management and the Investment Committee of the Association’s Board to test progress toward long-term
goals.

(Continued)
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NOTE H - PENSIONS AND OTHER POSTRETIREMENT BENEFITS - Continued

Estimated future benefit payments for years ending after August 31, 2009 are as follows (in thousands):

Pension

Years ending Augcust 31 Otrchestra Administrative
2010 1) 2,484 $ 300
2011 2,484 300
2012 2,584 300
2013 2,584 330
2014 2,584 350
Next 5 years 12,420 2,030

Postretirement

Years ending August 31 Orchestra Administrative Academyv
2010 $ 190 $ 20 $ 10
2011 190 20 10
2012 200 20 10
2013 220 30 10
2014 230 30 10
Next 5 years 1,440 160 70

Contributions

The Association expects to contribute at least the minimum amount required by law to the Pension Plans.
NOTEI-BONDS PAYABLE AND LINE OF CREDIT
Bonds Pavable

On September 1, 1998, the Academy entered into a loan agreement with the Philadelphia Authority for Industrial
Development (“PAID”) for the financing of various capital improvements and renovations of the Academy of
Music building and paying portion of the costs associated with the bond issuance. Pursuant to the terms of the
loan agreement, PAID issued §6,500,000 Variable Rate Revenue Bonds (The Academy of Music of Philadelphia
Project) - Series 1998 due September 1, 2018. The bonds bear interest at a variable rate (determined based on the
current weekly rate) which was 0.29% as of August 31, 2009 and 1.8% as of August 31, 2008, not to exceed 12.0%
per year. The Academy has the option to convert to a term interest rate not to exceed 25.0% per year. The bonds
are principally secured by 2 letter of credit between a bank and the trustee. The trustee is requested to draw upon
the letter of credit to (a) make timely payment of principal and interest on the bonds; (b) make timely payment of
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NOTE I - BONDS PAYABLE AND LINE OF CREDIT - Continued

bonds called for optional redemption and (c) make timely payments of bonds required to be purchased as a result
of a permitted or required tender. In connection with the letter of credit agreement, the Academy has entered into
a reimbursement agreement with a bank under which the Academy will reimburse the bank for each drawing under
the letter of credit. The bonds are secured by a pledge of assets held under a Letter of Credit grant by a global
financial institution. This agreement requires the Association to maintain certain financial ratios and, among other
things, limits additional indebtedness and the disposition of certain property. The letter of credit Agreement
expired on April 30, 2009 and the Association was granted an extension to October 27, 2009. Subsequent to year
end, the Letter of Credit was not renewed and the bondholders were notified of a mandatory tender of the bonds.
The balance of $2,900,000 at August 31, 2009 is current and as of December the Association plans to retire the
outstanding bonds in fiscal year 2010.

Line of Credit

The Association has available a $10,000,000 revolving credit facility. Under the agreement with the bank, the
interest rate s, at the option of the Association, the London Interbank Offering Rate (“LIBOR™) plus 0.9%, or the
prime rate minus 1.00%. The rate at August 31, 2009 and 2008 was 1.6% and 3.6%, respectively, based on
LIBOR. The facility is available for working capital and general corporate purposes. This agreement also requires
the Association to maintain certain financial ratios and, among other things, limit additional indebtedness and the
disposition of certain property. This line of credit expired June 1, 2009 and the Association was granted an
extension to October 27, 2009. The line of credit was not renewed and the Association repaid the outstanding
balance in November 2009.

NOTE J - NET ASSETS

Temporarily restricted net assets consist of the following at August 31, (in thousands):

2009 2008
Time and purpose restricted contributions $ 5836 % 4,335
Cumulative unspent investment gains, net 244 17,615
$ 6,080 $ 21,950

Permanently restricted net assets consist of the following at August 31 ;

2009 2008
Third party trust assets 3 4,091 § 4,436
Pledges related to the endowment 6,387 7,938
Investments - principal 119,163 128,028

) 129641 § 140,402
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NOTE K - JOINT VENTURE

On July 1, 2001, the Association mvested $70,000 in a nonprofit joint venture. The joint venture (“Ticket
Philadelphia”) was entered into along with KCI to handle all aspects of the ticketing function for all events held at
the Academy of Music, Kimmel Center, and other venues in the Philadelphia area. This venture replaced the
Association’s ticketing operations. Operating results are to be shared in accordance with a formula agreed to by
the parties. The Association is using the equity method of accounting to account for its share of the joint venture’s
acuvity. At August 31, 2009 and 2008, the Association’s interest in the net assets of the joint venture was $635,000
and $575,000, respectively. During the years ended August 31, 2009 and 2008, the Association recorded revenue
of $60,000 and $187,000, respectively, from Ticket Philadelphia for its share of profits from Ticket Philadelphia’s
fiscal year 2009 and 2008 operations.

NOTE L - ANNENBERG FOUNDATION PLEDGES

The Annenberg Foundation (the “Foundation”) and the Orchestra entered into an agreement dated September
15, 2003, under which the Foundation agreed to make a grant to the Orchestra’s Endowment in the amount of
$50,000,000. This grant was restricted to establish funds for Education ($15,000,000), Touring ($15,000,000),
Media & Technology ($10,000,000) and Artistic Endeavors ($10,000,000). The final payment of the grant was
received 1 October 2006. In conjunctuon with the grant agreement, the Orchestra agreed to reduce its annual
spending rate of endowment earnings allocated to operations to not more than 5.5% for fiscal years ending after
June 30, 2008. In fiscal year 2009, the Otrchestra recetved a waiver from the spending rate cap and calculated the
endowment spending using a 6.95% rate.

NOTE M - ENCORE SERIES, INC.

On August 24, 2005, the Association entered into an agreement (the “Agreement”) with Encore Services, Inc.
(“ESI”) and Peter Nero (“Nero”) to combine their efforts to produce and promote concerts by Peter Nero and the
Philly Pops (the “Pops”), in order to leverage artistic and administrative economies of scale for their mutual
organizational and financial benefit. The Agreement provides that until at least June 30, 2010, ESI is to remain a
separate 501(c)(3) organization with a separate board of directors. On July 1, 2010, at the sole discretion of the
Association, EST shall either cause its board of directors to consist of only those persons designated by the
Association or take all such actions as are necessary to make the Association the sole member of ESI. The
Agreement further provides that management of the Association Is to serve as management of ESI. The
Association has assumed financial responsibility and benefit for operation of ESI until July 1, 2010. In the event
that EST has insufficient funds to pay its expenses, the Association shall advance funds to ESI. ESI did not require
an advance during the 2009 fiscal year. The Association did not exercise control over ESI for the years ended
August 31, 2009 and 2008 which would require consolidation of financial statements.

Effective August 31, 2005, ESI s required to pay the Association for the cost of the services rendered by
employees of the Association to ESI and any direct expenses of ESI paid by the Association. For fiscal years 2009

and 2008, these payments totaled $360,000 and $330,000, respectively, and are recorded as expenses on ESI’s
financial statements for the years ended June 30, 2009 and 2008.

(Continued)
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Under the Agreement, ESI is required to pay the Association any surplus earnings. The Association is required to
fund any deficit in operations. As of August 31, 2009, the Association has recorded a liability in the amount of
$277,000, ESI’s change in net assets prior to the deficit transfer for the year ended June 30, 2009. The Orchestra
made a payment of $246,000 for the payable recorded as of August 31, 2008.

The Association agreed to guarantee all of ESI’s obligations under the existing contracts between ESI and Finger
Prince, Inc. (“FPI”) and Peter Nero. Those obligations include trade mark names, a recording contract and a
contract for the services of Peter Nero as Music Director. The Association has never been required to make 2a
payment under these obligations.

The following information represents a condensed statement of financial position and statement of activities
information for ESI as of and for the years ended June 30, 2009 and 2008:

2009 2008
Total Assets $ 1.200 3 1,599
Total Liabilities $ 1,333 $ 1,732
Net Deficit $ (133) % (133)
Total Revenues $ 3,981 $ 4,098
Total Expenses $ 4258 § 4,344
Decrease in net assets before net deficit transfer $ 277y % (246)

NOTE N - CONTINGENCIES

The Association is subject to various claims and legal proceedings arising out of the ordinary course of business.
Management believes the resolution of claims and pending litigation will not have a material effect, individually or
in the aggregate, on the consolidated financial position of the Association.

NOTE O - COMMITMENTS
The Association has several commitments under contract for renovations of the Academy of Music. Portions of

these contracts not completed at year-end are not reflected in the consolidated financial statements. This
unrecorded commitment was approximately $1,179,000 at August 31, 2009.
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NOTE P - RELATED PARTY

The Orchestra and the Kimmel Center, in an effort to leverage economies of scale to capitalize on the strength
inherent in larger human resource and information technology service models, have entered into an agreement
whereby a single, integrated human resources staff provides human resource services to each organization
according to their respective business needs. Allocable costs are charged to the Kimmel Center by the Orchestra
pursuant to the aforementioned agreement. A similar arrangement governing a shared information technology
department has been implemented as well.

For fiscal years 2009 and 2008, the Orchestra received payments from the Kimmel Center and Ticket Philadelphia
totaling $1,169,000 and $1,058,000, respectively, for these services and is recorded in the consolidated statements
of activities.
The Orchestra purchases services from organizations that members of the Board of Directors have an ownership
interest in or are employed by. Total services purchased from otganizations that Board members have an
ownership interest in for the year ended August 31, 2009 were $34,000.

NOTE Q - FAIR VALUE MEASUREMENTS
The Association adopted the provisions of SFAS No. 157.

Fair Value Measurements

In accordance with SFAS No. 157, the Association has categorized its financial instruments, based on the priority
of the inputs to the valuation technique, into a three-level fair value hierarchy. The hierarchy gives the highest
priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurements) and
the lowest priority to unobservable inputs (Level 3 measurements). The three levels of the hierarchy under SFAS
No. 157 are described below:

Level 1 Financial assets and liabilities whose values are based on unadjusted quoted prices in active markets that
are accessible at the measurement date for identical, unrestricted assets or liabilities.

Level 2 Financial assets and liabilities whose values are based on one or more of the following:

Quoted prices for similar assets or liabilities in active markets;

Quoted prices for identical or similar assets or liabilities in non-active markets;

Pricing models whose inputs are observable for substantially the full term of the asset or liability; or
Pricing models whose inputs are derived principally from or corroborated by observable market data
through correlation or other means for substantially the full term of the asset or Liability.

halb ol S

Level 3 Financial assets and labilities whose values are based on prices or valuation techniques that require inputs
that are both significant to the fair value measurement and unobservable. These inputs reflect
management’s own assumptions about the assumptions a market participant would use in pricing the
asset or liability.

(Continued)
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NOTE Q - FAIR VALUE MEASUREMENTS - Continued

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy. In
such cases, the level in the fair value hierarchy within which the fair value measurement in its entirety falls has been
determined based on the lowest level input that is significant to the fair value measurement in its entirety. The
Association’s assessment of the significance of a particular input to the fair value measurement in its entirety
requires judgment, and considers factors specific to the asset or liability.

Both observable and unobservable inputs may be used to determine the fair value of positions that the Association
has classified within the Level 3 category. As a result, the unrealized gains and losses for assets and liabilities
within the Level 3 category presented in the tables below may include changes in fair value that were attributable to
both observable (e.g., changes in market interest rates) and unobservable (e.g., changes in unobservable long-dated
volatilities) inputs.

A review of the fair value hierarchy classifications is conducted on an annual basis. Changes in the type of inputs
may result in a reclassification for certain financial assets or liabilities. Reclassifications impacting Level 3 of the

fair value hierarchy are reported as transfers in/out of the Level 3 category as of the beginning of the year in which
reclassifications occur.

(Continued)
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NOTE Q - FAIR VALUE MEASUREMENTS - Continued

The following table presents information about the Association’s assets measured at fair value on a recurring basis
as of August 31, 2009 and indicates the fair value hierarchy of the valuation techniques utlized by the Association
to determine such fair value.

Significant
Quoted other Significant
prices in observable unobservable
active markets inputs mputs
Description (Level 1) Level 2) (Level 3) Total

Cash and cash equivalents $ 7,239 b - $ - $ 7,239
Cash surrender value of life insurance - 29 - 29
Investments

Cash and cash equivalents 3,839 - - 3,839

Corporate bonds - 2,029 - 2,029

Government bonds - 2,346 - 2,346

Mortgage securities - 434 - 434

Corporate equities 29,546 - - 29,546

Mutual funds - fixed income 20,567 982 - 21,549

Mutual Funds - equities 60,093 - - 60,093

Limited partnerships - - 372 372

Long/short domestic - - 6,817 6,817

Long/short international - - 204 204

Multi-strategy/absolute return - - 6,988 6,988

Total investments 121,284 5,820 14,381 141,485
Beneficial interest in trust - 4.091 - 4.091

Total recurring financial assets $__1212 $__ 9911 $__ 14381 $__ 145576
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The following table presents additional information about assets measured at fair value on a recurring basis and for
which the Association has utilized Level 3 mputs to determine fair value for the year ended August 31, 2009:

Fair value
measurements
evel 3

Balance, August 31, 2008 $ 19,150
Transfers in (e.g. purchases and capital calls) 4,028
Transfers out (e.g. redemptions and distributions/realized gains) (6,543)
Unrealized (losses) gains (2.254)
Balance, August 31, 2009 $ 14,381

A financial instrument’s level within the fair value hierarchy is based on the lowest level of input that is significant
to the fair value measurement.

In reference to the investments and other financial instruments held by the Association, the following provides a
brief description of the types of financial instruments, the methodology for estimating fair value, and the level
within the hierarchy of the estimate.

The following are financial assets that are valued on a recurring basis:

1.

Cash and Cash Equivalents

Cash and cash equivalents include short-term, highly liquid investments with a maturity of three months or less
at the time of purchase. Cash and cash equivalents are reported at fair value which approximates cost and
considered to be Level 1 in the hierarchy.

Cash Surrender Value of Life Insurance

The cash surrender value of life insurance policy is valued at the cash value quoted by the insurance cartier
which 1s generally a function of policy premiums paid and dividends declared.

Investments

Cash and Cash Equivalents: Cash and cash equivalents include short-term, highly liquid investments with a
maturity of three months or less at the time of purchase. Cash and cash equivalents are reported at fair value
which approximates cost and considered to be Level 1 in the hierarchy.

(Continued)

36



The Philadelphia Orchestra Association
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2009 and 2008

NOTE Q - FAIR VALUE MEASUREMENTS - Continued

Corporate Equities: Domestic and/or foreign equity securities with quoted prices in active markets. Corporate
equities stocks are considered a Level 1 in the hierarchy.

Mutual Funds - Equities: Mutual funds (open to the general public with quoted prices in active markets)
investing in domestic and/or foreign equity securities with quoted prices in active markets. Equity mutual
funds are generally considered to be a Level 1 in the hierarchy.

Corporate and Government Bonds: U.S. dollar denominated, investment grade fixed income securities with
quoted prices in active markets. Corporate & government bonds are considered a Level 2 in the hierarchy.

Mortgage Securities: Investments in asset-backed securities, and debt obligations issued by the Federal Home
Loan Mortgage Corp and the Federal National Mortgage Association due at various rates with various
maturities. These are considered to be a Level 2 in the hierarchy.

Mutual Funds - Fixed Income: Mutual funds (open to the general public with quoted prices in active markets)
investing in high yielding, non-investment grade publicly traded fixed income securities with quoted prices in
active markets. Fixed income mutual funds are generally considered to be a Level 1 in the hierarchy.

Mutual Funds - Fixed Income: Mutual funds investing in high yielding, non-investment grade publicly traded
fixed income securities. POA’s investment in certain fixed income mutual funds are considered to be a Level 2
in the hierarchy.

Limited Partnerships: As a “fund-of-funds, the partnership’s investments consist of underlying funds that
invest in office, apartment, retail, industrial or other commercial real estate, or in real estate-related securities
within the U.S., Europe, and Asia. The underlying holdings are not quoted in active markets, and there are
significant unobservable inputs, therefore, the investment is considered to be a Level 3 in the hierarchy.

Long/Short Domestic: The partnership invests in a variety of vehicles which include: private equity securities,
long/short equities both domestic and international, and fixed income secutities. The underlying holdings are
not quoted in active markets, and there are significant unobservable inputs, therefore, the investment is
considered to be a Level 3 in the hierarchy.

Long/Short International: These funds invest in a variety of vehicles which include: private equity securities,
private investment companies, and other investment vehicles. The underlying holdings are not quoted in active
markets, and there are significant unobservable inputs, therefore, the investment is considered to be a Level 3 in
the hierarchy.

Multi-Strategy/Absolute Return: These funds invest in a variety of vehicles which include: equity securities,
private equity funds, common stocks, limited partnerships, derivatives, and fixed income securities. The
underlying holdings are not quoted in active markets, and there are significant unobservable inputs, therefore,
the investment is considered to be a Level 3 in the hierarchy.
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4, Beneficial Interest in Trust

The underlying investments of the trust include: money market funds, equity securities, fixed income securities,
and mortgage securities. The interest in the trust is considered to be a Level 2 in the hierarchy.

The following are descriptions of the non-recurring financial instruments and valuation methodologies:

1. Pledges Recetvable

Pledges receivable are non-recurring fair value measurements. Any multi-year pledges received in 2009 are
recorded at the present value of future cash flows with a discount rate adjusted for any market conditions to
arrive at fair value.

NOTE R - SUBSEQUENT EVENTS

In May 2009, the FASB issued SFAS No. 165, Subsequent Events, to incorporate the accounting and disclosure
requirements for subsequent events into U.S. generally accepted accounting principles. SFAS No. 165 introduces
new terminology, defines a date through which management must evaluate subsequent events, and lists the
circumstances under which an entity must recognize and disclose events or transactions occurring after the
statement of financial position date. The Orchestra adopted SFAS No. 165 as of August 31, 2009, which was the
required effective date.

The Orchestra evaluated its August 31, 2009 consolidated financial statements for subsequent events through
January 21, 2010, the date the financial statements were available to be issued. The Association has been notified
that the benefit multiplier of the AFM Plan has been further reduced effective January 1, 2010. This decrease
could result in a significant increase in the percentage of minimum weekly salary to be contributed. The Orchestra
is not aware of any other subsequent event which would require recognition or disclosure in the consolidated
financial statements.
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