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INDEPENDENT AUDITOR'S REPORT

The Board of Directors
ArtsMemphis
Memphis, Tennessee

Report on the Financial Statements
We have audited the accompanying financial statements of ArtsMemphis (a nonprofit organization), which
comprise the statements of financial position as of June 30, 2016 and 2015, and the related statements of
activities and changes in net assets, functional expenses, and cash flows for the years then ended, and
the related notes to the financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.
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Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of ArtsMemphis as of June 30, 2016 and 2015, and the changes in its net assets and its
cash flows for the years then ended in accordance with accounting principles generally accepted in the
United States of America.

Memphis, Tennessee
November 15, 2016
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ARTSMEMPHIS
Statements of Financial Position
June 30, 2016 and 2015

2016

2015

ASSETS
Cash
Restricted cash
Unconditional promises to give, net
Other receivables
Prepaid expenses
Book inventory
Investments
Property and equipment, net
Total assets

$

354,388
175,000
856,630
2,017
4,898
17,778,724
100,860

$

242,365
250,000
555,075
1,720
9,406
44,434
20,258,088
141,021

$ 19,272,517

$ 21,502,109

$

$

LIABILITIES AND NET ASSETS
Liabilities
Line of credit
Accounts payable
Accrued expenses
Assets held for other organizations
Deferred revenue
Grants and allocations payable
Capital lease obligation
Total liabilities
Net assets
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets
Total liabilities and net assets

See notes to financial statements.

689,356
235,756
15
4,947,464
123,500
116,196
48,430

898,802
33,155
3,496
5,471,168
158,204
66,034

6,160,717

6,630,859

1,060,058
2,880,598
9,171,144

2,322,409
3,377,697
9,171,144

13,111,800

14,871,250

$ 19,272,517

$ 21,502,109
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ARTSMEMPHIS
Statements of Activities and Changes in Net Assets
Year Ended June 30, 2016

Revenues and other support
Total amounts raised
Less: amounts designated by
by donors for specific
organizations
Total contributions
Interest and dividends
Other revenue
Net realized and unrealized
loss on investments
Net assets released from
restrictions
Total revenues and
other support

Unrestricted

Temporarily
Restricted

Permanently
Restricted

$ 5,642,194

$

$

83,250

Total

-

$ 5,725,444

3,584,796

-

-

3,584,796

2,057,398
50,097
114,437

83,250
13,518
-

-

2,140,648
63,615
114,437

(625,907)

(168,888)

-

424,979

(424,979)

-

2,021,004

(497,099)

-

1,523,905

(794,795)
-

Functional expenses
Program services
Management and general
Fundraising

2,349,874
405,255
528,226

-

-

2,349,874
405,255
528,226

Total expenses

3,283,355

-

-

3,283,355

-

(1,759,450)

Change in net assets
Net assets at beginning of year
Net assets at end of year

(1,262,351)

(497,099)

2,322,409

3,377,697

9,171,144

14,871,250

$ 1,060,058

$ 2,880,598

$ 9,171,144

$ 13,111,800

Continued
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ARTSMEMPHIS
Statements of Activities and Changes in Net Assets
Year Ended June 30, 2015

Revenues and other support
Total amounts raised
Less: amounts designated by
by donors for specific
organizations
Total contributions
Interest and dividends
Other revenue
Net realized and unrealized
gains on investments
Net assets released from
restrictions
Total revenues and
other support

Unrestricted

Temporarily
Restricted

Permanently
Restricted

$ 3,005,974

$

$

45,000

Total

-

$ 3,050,974

1,184,959

-

-

1,184,959

1,821,015
78,745
284,917

45,000
20,236
-

-

1,866,015
98,981
284,917

235,413

60,494

-

295,907

715,775

(715,775)

-

3,135,865

(590,045)

-

2,545,820

-

Functional expenses
Program services
Management and general
Fundraising

2,225,853
416,361
700,149

-

-

2,225,853
416,361
700,149

Total expenses

3,342,363

-

-

3,342,363

Change in net assets
Net assets at beginning of year
Net assets at end of year

See notes to financial statements.

(206,498)

(590,045)

-

(796,543)

2,528,907

3,967,742

9,171,144

15,667,793

$ 2,322,409

$ 3,377,697

$ 9,171,144

$ 14,871,250
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ARTSMEMPHIS
Statements of Functional Expenses
Year Ended June 30, 2016

Program
Services
Grants and allocations
Less: amounts designated by
donors for specific organizations

$

Fundraising

$

$

3,584,796

Total grants and allocations
Salaries
Development support
Arts engagement
Rent
Group insurance
Equipment maintenance
Bad debts
Depreciation and amortization
Payroll taxes
Book expense
Marketing
Professional fees
Retirement plan
Office expense
Printing and copying
Telephone
Interest
Bank fees
Utilities
Other insurance
Postage
Dues and subscriptions
Travel and entertainment
Copier expense
Consulting
Payroll processing
Miscellaneous
Conferences and meetings
Advocacy for art groups
Total functional expenses

5,493,374

Management
and General

-

1,908,578
225,647
34,675
32,507
7,459
5,491
17,191
16,618
6,823
3,504
4,563
2,115
3,702
1,030
1,491
14,638
8,537
55,305
$

2,349,874

Continued

-

211,487
30,467
6,991
5,146
16,112
15,575
24,984
6,395
3,284
601
4,277
27,411
10,822
1,982
3,469
3,022
965
3,477
1,397
11,250
12,506
873
2,762
$

405,255

$

Total

-

$ 5,493,374

-

3,584,796

214,122
134,081
30,846
7,078
5,211
11,763
16,313
15,769
47,897
5,946
6,475
3,325
12,459
4,330
2,007
3,513
3,736
977
1,414
33
931
-

1,908,578
651,256
134,081
34,675
93,820
21,528
15,848
11,763
49,616
47,962
47,897
5,946
24,984
19,693
10,113
13,060
13,170
27,411
10,822
6,104
10,684
6,758
2,972
3,477
4,302
11,250
12,506
15,544
12,230
55,305

528,226

$ 3,283,355
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ARTSMEMPHIS
Statements of Functional Expenses
Year Ended June 30, 2015

Program
Services
Grants and allocations
Less: amounts designated by
donors for specific organizations
Total grants and allocations
Salaries
Development support
Arts engagement
Rent
Group insurance
Equipment maintenance
Bad debts
Depreciation and amortization
Payroll taxes
Book expense
Marketing
Professional fees
Retirement plan
Office expense
Printing and copying
Telephone
Interest
Bank fees
Utilities
Other insurance
Postage
Dues and subscriptions
Travel and entertainment
Copier expense
Consulting
Payroll processing
Miscellaneous
Conferences and meetings
Advocacy for art groups
Total functional expenses

See notes to financial statements.

$ 3,035,319

Management
and General

Fundraising

$

$

1,184,959

-

1,850,360
230,223
9,150
34,134
9,584
5,702
12,668
16,853
6,013
5,106
5,468
2,062
3,804
647
1,231
4,194
5,730
22,924
$ 2,225,853

-

228,313
33,850
9,504
5,655
12,563
16,713
18,957
5,963
5,064
734
5,422
29,696
13,131
2,045
3,773
3,739
642
198
1,220
15,638
1,824
1,181
536
$

416,361

$

Total

-

$ 3,035,319

-

1,184,959

199,996
322,859
29,652
8,326
4,955
9,572
11,004
14,640
45,628
17,655
5,224
4,435
9,089
4,750
1,792
3,305
4,438
563
733
1,069
464
-

1,850,360
658,532
322,859
9,150
97,636
27,414
16,312
9,572
36,235
48,206
45,628
17,655
18,957
17,200
14,605
9,823
15,640
29,696
13,131
5,899
10,882
8,177
1,852
931
3,520
15,638
1,824
5,375
6,730
22,924

700,149

$ 3,342,363
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ARTSMEMPHIS
Statements of Cash Flows
Years Ended June 30, 2016 and 2015

2016
Cash flows from operating activities
Change in net assets
Adjustments to reconcile change in net assets to net cash
used for operating activities:
Depreciation and amortization
Net realized and unrealized (gains) losses on investments
Uncollectible promises to give
Changes in operating assets and liabilities
Unconditional promises to give
Other receivables
Prepaid expenses
Book inventory
Accounts payable and accrued expenses
Deferred revenue
Grants and allocations payable

$ (1,759,450)

Net cash used for operating activities
Cash flows from investing activities
Purchase of property and equipment
Change in restricted cash
Net change in investments
Net cash provided by investing activities
Cash flows from financing activities
Change in assets held for other organizations
Net change in line of credit
Payments on capital lease obligation
Net cash used for financing activities
Net change in cash
Cash at the beginning of year

2015

$

(796,543)

49,616
794,795
11,763

36,235
(295,907)
9,572

(313,318)
(297)
4,508
44,434
199,120
123,500
(42,008)

322,853
(1,720)
31,833
(44,434)
(120,286)
(241,528)
(388,702)

(887,337)

(1,488,627)

(9,455)
75,000
1,684,569
1,750,114

(26,345)
1,624,001
1,597,656

(523,704)
(209,446)
(17,604)

(230,216)
98,802
(7,134)

(750,754)

(138,548)

112,023

(29,519)

242,365

271,884

Cash at the end of year

$

354,388

$

242,365

Supplemental disclosure:
Cash paid for interest
Property acquired under capital lease

$

27,411
-

$

29,696
73,168

See notes to financial statements.
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ARTSMEMPHIS
Notes to Financial Statements
June 30, 2016 and 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Organization
ArtsMemphis (the Organization) is a not-for-profit corporation whose purpose is to raise funds to ensure
excellence in the arts in Shelby County, Tennessee, and to allocate those funds among participating arts
organizations. The Organization also awards capacity building grants to eligible organizations.
Net Assets
The Organization prepares its financial statements on the accrual basis in accordance with accounting
principles generally accepted in the United States of America (U.S. GAAP) and presents balances and
transactions according to the existence or absence of donor-imposed restrictions. This also conforms to
the industry accounting guide, Not-for-Profit Entities Audit and Accounting Guide, of the American Institute
of Certified Public Accountants.
Net assets and revenues, expenses, gains, and losses are classified based on the existence or absence
of donor-imposed restrictions. Accordingly, net assets and changes therein are classified as follows:
Permanently restricted net assets - Net assets subject to donor-imposed stipulations that must be
maintained permanently by the Organization.
Temporarily restricted net assets - Net assets subject to donor-imposed stipulations that may or will be
met by actions of the Organization or the passage of time.
Unrestricted net assets - Net assets not subject to donor-imposed stipulations.
Revenues are reported as increases in unrestricted net assets unless use of the related assets is limited
by donor-imposed restrictions. Expenses are reported as decreases in unrestricted net assets. Gains
and losses on investments and other assets or liabilities are reported as increases or decreases in
unrestricted net assets unless their use is restricted by explicit donor stipulation or by law. Expiration of
temporary restrictions on net assets (i.e., the donor-imposed stipulated purpose has been fulfilled or the
stipulated time period has elapsed) are reported as reclassifications between the applicable classes of
net assets. During the years ended June 30, 2016 and 2015, the Organization released certain
temporarily restricted net assets mainly for the purpose of program services.
Use of Estimates
U.S. GAAP requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and 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.
Management believes that its estimates provided in the financial statements are reasonable. However,
actual results could differ from those estimates.

Continued
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ARTSMEMPHIS
Notes to Financial Statements
June 30, 2016 and 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – CONTINUED
Concentrations of Credit Risks
Due to the nature of its business and the volume of revenue activity, the Organization can accumulate,
from time to time, bank balances in excess of the insurance provided by federal deposit insurance
authorities. The Federal Deposit Insurance Corporation (FDIC) has insured balances up to $250,000 per
account. The risk of maintaining deposits in excess of amounts insured by federal deposit authorities is
managed by maintaining such deposits in high quality financial institutions.
Donated Materials and Services
Donated materials are recorded as contributions at their estimated fair values at the date of donation.
Contributions of services are recognized in the financial statements only if the services enhance or create
non-financial assets or require specialized skills, are provided by individuals possessing those skills and
would typically need to be purchased if not provided by donation. In addition to these types of services, a
substantial number of volunteers have donated significant amounts of their time in the Organization’s
program services and its fundraising campaigns. The amount recognized in the accompanying financial
statements for donated materials and services totaled $86,488 and $210,172 in 2016 and 2015,
respectively.
Unconditional Promises to Give
All unconditional promises to give are considered to be available for unrestricted use unless specifically
restricted by the donor. Amounts received that are designated for future periods, or restricted by the
donor for specific purposes, are reported as temporarily restricted or permanently restricted support that
increases those net asset classes. When a temporary restriction expires, temporarily restricted net
assets are reclassified to unrestricted net assets and reported in the statement of activities as net assets
released from restrictions. Unconditional promises to give which are due in the next year are recorded at
their net realizable value. Unconditional promises to give which are due in subsequent years have been
discounted to the present value of their net realizable value, using credit adjusted rates applicable to the
years in which the promises are to be received. The unconditional promises to give consist primarily of
receivables due from contributors as a result of fundraising activities.
Promises to give are stated at the amount management expects to collect from outstanding balances.
Management monitors outstanding balances and provides for probable uncollectible amounts through a
charge to earnings and a credit to a valuation allowance based on its assessments of the current status of
individual accounts. Balances still outstanding after a reasonable period of time has elapsed are
generally written off through a charge to the valuation allowance and a credit to the appropriate
receivable.
Book Inventory
Book inventory is recorded at historical cost.

Continued
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ARTSMEMPHIS
Notes to Financial Statements
June 30, 2016 and 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – CONTINUED
Investments
The Organization’s investments are stated at fair value. Fair value is the price that would be received to
sell an asset in an ordinary transaction between market participants at the measurement date. See Note
4 for discussion of fair value measurements.
Purchases and sales of investments are recorded on a trade-date basis. Interest income is recorded
when earned and dividends are recorded on the ex-dividend date. Net realized and unrealized gains
(losses) on investments include the Organization’s gains and losses on investments bought and sold as
well as held during the year. Net realized and unrealized gains (losses) are reported in the statement of
activities as increases or decreases in unrestricted net assets, unless temporarily or permanently
restricted by the donor or by law.
The Organization has significant investments in equities, bond funds, real estate funds, private equity
funds and limited partnerships and is therefore subject to concentration of credit risk. Investments are
made by investment managers engaged by the Organization and the investments are monitored for the
Organization by an investment advisor and the investment committee. Management believes the
investment policy is prudent for the long-term welfare of the Organization and its beneficiaries.
Investment management fees were $18,045 and $34,960 for the years ended June 30, 2016 and 2015,
respectively.
Long-Lived Assets
Property and equipment are reported at cost at date of acquisition or fair value at date of donation in the
case of gifts. Depreciation and amortization are provided on the straight-line method over the estimated
useful lives of the assets. Leasehold improvements are amortized over the lesser of the lease term or
asset life. Maintenance and repairs are charged to expense as incurred; major renewals and betterments
are capitalized. When items of property or equipment are sold or retired, the related cost and
accumulated depreciation and amortization are removed from the accounts and any gain or loss is
included in the determination of revenue and expenses.
The Organization reviews its long-lived assets, including property and equipment, for impairment
whenever events or circumstances indicate that the carrying amount of an asset may not be recoverable.
If the sum of the expected cash flows, undiscounted and without interest is less than the carrying amount
of the asset, an impairment loss is recognized as the amount by which the carrying amount of the asset
exceeds its fair value. No impairment has been recognized in the accompanying statement of activities.
Grants and Allocations Payable
Grants and allocations payable to selected or designated organizations and the related expense are
recorded when the grants are approved by the Board of Directors for payment.

Continued
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ARTSMEMPHIS
Notes to Financial Statements
June 30, 2016 and 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – CONTINUED
Endowment Funds
The Organization classifies net assets of donor-restricted endowment funds in accordance with U.S.
GAAP. U.S. GAAP provides guidance on net asset classification of donor-restricted endowment funds
and improves disclosures on both an organization’s donor-restricted and board-designated endowment
funds. The Uniform Prudent Management of Institutional Funds Act (UPMIFA) established guidelines for
prudent management of costs and expenditures of funds in relation to the whole economic situation of the
charitable institution and was enacted by the State of Tennessee effective July 1, 2007. An organization,
whether or not it is subject to an enacted version of UPMIFA, shall disclose information to enable users of
financial statements to understand net asset classification, net asset composition, changes in net asset
composition, spending policies, and related investment policies of its endowment funds. See Note 8 for
required disclosure of endowment funds.
Income Taxes
The Internal Revenue Service has ruled that the Organization qualifies under Section 501(c)(3) of the
Internal Revenue Code and is, therefore, not subject to federal income tax under present income tax
laws.
In accordance with U.S. GAAP, if applicable, the Organization recognizes interest expense and penalties
related to uncertain tax positions in operating expense. No amounts have been recognized in expenses
for the years ended June 30, 2016 and 2015. Informational tax returns for 2012 and subsequent years
are subject to examinations by tax authorities.
Advertising
Advertising costs are expensed as incurred.
Functional Allocation of Expenses
The cost of providing various program services has been summarized on the functional basis in the
statement of activities. Accordingly, certain costs have been allocated based upon management’s
estimates, principally on an indirect basis, among the program, management, and fundraising categories.
Indirect costs are allocated primarily on salary expense allocated to each functional area.
Deferred Revenue
Deferred revenue consists of tickets sold in advance for an event. The services that will be performed in a
future period are recognized as revenue in the period earned. Deferred revenue does not represent the
total contribution.
Statement of Cash Flows
For purposes of the statement of cash flows, the Organization considers unrestricted cash on hand and
cash on deposit as cash. Money markets related to the investment accounts are not included in cash.

Continued
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ARTSMEMPHIS
Notes to Financial Statements
June 30, 2016 and 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – CONTINUED
Subsequent Events
Management has reviewed events occurring through November 15, 2016 the date the financial
statements were available to be issued, and no subsequent events occurred requiring accrual or
disclosure.
Recent Accounting Pronouncements
In May 2015, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update
(ASU) No. 2015-07: Fair Value Measurement: Disclosures for Investments in Certain Entities That
Calculate Net Asset Value per Share (or Its Equivalent). This ASU eliminates the requirement to
categorize within the fair value hierarchy all investments for which fair value is measured using the net
asset value (NAV) per share practical expedient. Further, it also removes the requirement to make
certain disclosures. The ASU is effective for fiscal years beginning after December 15, 2016, with early
adoption permitted. The ASU is to be applied retrospectively. Management has elected to adopt ASU
2015-07 in the current year.
Reclassifications
Certain reclassifications have been made to the prior year financial statements in order for them to be in
conformity with the current year presentation. These reclassifications have no effect on change in net
assets.

NOTE 2 - UNCONDITIONAL PROMISES TO GIVE
Unconditional promises to give are summarized as follows as of June 30, 2016 and 2015:
2016
Within one year
One to five years

$

Total unconditional promises to give
Less allowance for doubtful accounts
Less present value discount
Unconditional promises to give, net

$

Continued

906,021
-

2015
$

606,746
-

906,021

606,746

(49,391)
-

(49,391)
(2,280)

856,630

$

555,075
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ARTSMEMPHIS
Notes to Financial Statements
June 30, 2016 and 2015

NOTE 3 - PROPERTY AND EQUIPMENT
A summary of property and equipment at June 30, 2016 and 2015 is as follows:
2016
Computer equipment
Leasehold improvements

$

227,158
207,618

2015
$

434,776
333,916

Less accumulated depreciation and amortization
$

100,860

226,891
198,430
425,321
284,300

$

141,021

NOTE 4 - FAIR VALUE MEASUREMENTS
U.S. GAAP defines fair value and establishes a framework for measuring fair value. Fair value
measurements apply to financial assets and liabilities, as well as non-financial assets and liabilities which
are re-measured at least annually.
U.S. GAAP establishes a hierarchy for inputs used in measuring fair value that maximizes the use of
observable market data, when available, and minimizes the use of unobservable inputs when determining
fair value. Observable inputs reflect assumptions market participants would use in pricing an asset or
liability based on market data obtained from independent sources. Unobservable inputs reflect the
Organization’s assumptions about the data and methods market participants would use in pricing an
asset or liability based on the best information available in the circumstances.
The Organization groups its assets and liabilities measured at fair value in three levels based on the
reliability of valuation inputs used to determine fair value. The proper level of fair value measurement is
determined based on the lowest level of significant input. The levels are as follows:
Level 1 valuations are based on quoted prices in active markets for identical assets or liabilities.
Level 2 valuations are based on inputs other than quoted prices included in Level 1 that are observable
for assets or liabilities, either directly or indirectly. These inputs include quoted prices for similar assets or
liabilities in active markets, quoted prices for identical or similar assets or liabilities in markets that are not
active (i.e., markets in which there are few transactions for the assets or liabilities, the prices are not
current, or price quotes vary substantially either over time or among market makers), and modeling
techniques based on inputs that are observable for the assets or liabilities.
Level 3 valuations are based on modeling techniques using significant assumptions that are not
observable in the market. The assumptions reflect the Organization’s own assumptions that market
participants would use in pricing the assets or liabilities.

Continued
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ARTSMEMPHIS
Notes to Financial Statements
June 30, 2016 and 2015

NOTE 4 - FAIR VALUE MEASUREMENTS – CONTINUED
The availability of observable inputs varies from product to product and is affected by a variety of factors,
including the type of product, whether the product is new and not yet established in the marketplace, and
other characteristics particular to the transaction. To the extent valuation is based on models or inputs
that are less observable or unobservable in the market, the determination of fair value requires more
judgment. Accordingly, the degree of judgment that would be exercised by the Organization in
determining fair value is greatest if any instruments were categorized in Level 3.
Mutual funds: Valued at quoted market prices based upon the net asset value of shares held by the
Organization at year end for level 1 and at the net asset value of units held by the Organization at year
end based upon the fair value of the underlying assets as reported by the fund managers for level 2 and
level 3.
Hedge funds: Valued at the net asset value of units held by the Organization at year end based upon the
fair value of the underlying assets as reported by the fund managers.
Money market fund: Valued at cost, which approximates fair value.
The preceding methods described may produce a fair value calculation that may not be indicative of net
realizable value or reflective of future fair values. Furthermore, although management believes its
valuation methods are appropriate and consistent with other market participants, the use of different
methodologies or assumptions to determine the fair value of certain financial instruments could result in a
different fair value measurement as of the reporting date.
Information pertaining to investments measured at fair value on a recurring basis aggregated by valuation
input level follows:
Assets at Fair Value as of June 30, 2016
Level 1
Mutual funds:
Fixed income
Small cap
Core value
Limited partnerships
Money market fund
Total assets in the fair
value hierarchy
Investments measured
at net asset value

$

Level 2

642,588
1,184,434
1,221,548
645,972
313,756

$

4,008,298
$ 4,008,298

$

Continued

-

Level 3
$

Total
-

$

642,588
1,184,434
1,221,548
645,972
313,756

-

-

4,008,298

-

-

13,770,426

-

$ 17,778,724

-

$
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ARTSMEMPHIS
Notes to Financial Statements
June 30, 2016 and 2015

NOTE 4 - FAIR VALUE MEASUREMENTS – CONTINUED
Assets at Fair Value as of June 30, 2015
Level 1
Mutual funds:
Fixed income
Small cap
Core value
Limited partnerships
Money market fund
Total assets in the fair
value hierarchy
Investments measured
at net asset value

$

Level 2

492,193
1,270,115
1,355,301
914,231
158,959

$

4,190,799
$ 4,190,799

$

-

Level 3
$

Total
-

$

492,193
1,270,115
1,355,301
914,231
158,959

-

-

4,190,799

-

-

16,067,289

-

$ 20,258,088

-

$

Investments as of June 30, 2016 and 2015 include permanently restricted amounts of $9,171,144.
The following table summarizes investments measured at fair value based on NAV per share as of June
30, 2016 and 2015, respectively.

June 30, 2016

Fair Value

Mutual Funds

$ 6,732,630

Hedge Funds

7,037,796

June 30, 2015

Fair Value

Mutual Funds

$ 7,527,640

Hedge Funds

8,539,649

Unfunded
Commitments
$

1,827,500
-

Unfunded
Commitments
$

1,084,000
-

Redemption Frequency
(if currently eligible)
Not redeemable, monthly,
quarterly
Annually

Redemption
Notice Period

Redemption Frequency
(if currently eligible)
Not redeemable, monthly,
quarterly
Annually

Redemption
Notice Period

15-60 days
60-90 days

15-60 days
60-90 days

NOTE 5 - LINE OF CREDIT
The Organization has an agreement for an unsecured line of credit for $1,500,000 with a bank. Interest is
payable monthly based on the LIBOR rate plus 2%, but no less than 3.50% (3.5% at June 30, 2016 and
2015). The line of credit is set to mature on November 30, 2016. At June 30, 2016 and 2015, the
outstanding balance was $689,356 and $898,802, respectively.

Continued
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NOTE 6 - TEMPORARILY RESTRICTED NET ASSETS
Temporarily restricted net assets are available for capacity building grants for eligible arts organizations.
Net assets in the amount of $424,979 and $715,775 were released from donor restrictions to satisfy the
grant cycle or scheduled donor requests during the years ended June 30, 2016 and 2015, respectively.

NOTE 7 - ASSETS HELD FOR OTHER ORGANIZATIONS
Contributions from donors who specify the use of such funds or the earnings thereon to provide support
for specific agencies or institutions are recorded as Assets Held for Other Organizations in the statement
of financial position.

NOTE 8 - ENDOWMENT FUNDS
The Organization’s endowment was established for a variety of purposes and is invested in approximately
15 individual funds. Its endowment includes both donor-restricted endowment funds and funds
designated by the Board of Directors to function as endowments. As required by U.S. GAAP, net assets
associated with endowment funds, including funds designated by the Board of Directors to function as
endowments, are classified and reported based on the existence of donor-imposed restrictions.
Interpretation of relevant law
The Organization follows the Tennessee Uniform Prudent Management of Institutional Funds Act
(TUPMIFA) that requires the preservation of the original gift amount of the donor-restricted endowment
funds absent explicit donor stipulations to the contrary. As a result of this interpretation, the Organization
classifies as permanently restricted net assets (a) the original value of gifts donated to the permanent
endowment (b) the original value of subsequent gifts to the permanent endowment and (c) accumulations
to the permanent endowment made in accordance with the direction of the applicable donor gift
instrument at the time the accumulation is added to the fund. The remaining portion of the donorrestricted endowment funds that is not classified in permanently restricted net assets is classified as
temporarily restricted net assets until those amounts are appropriated for expenditure by the Organization
in a manner consistent with the standard of prudence prescribed by TUPMIFA. In accordance with
TUPMIFA, the Organization considers the following factors in making a determination to appropriate or
accumulate donor-restricted endowment funds:
•
•
•
•
•
•
•

The duration and preservation of the fund
The purposes of the Organization and the donor-restricted endowment fund
General economic conditions
The possible effect of inflation and deflation
The expected total return from income and the appreciation of investments
Other resources of the Organization
The investment policies of the Organization

Continued
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NOTE 8 - ENDOWMENT FUNDS – CONTINUED
The Organization’s disclosure of its endowment net asset composition by type of fund as of June 30,
2016 is as follows:

Donor-restricted
endowment funds
Board-designated
endowment funds
Total funds

Unrestricted

Temporarily
Restricted

$

$ 2,797,348

1,051,270

$ 1,051,270

$

$ 2,797,348

Agency
Funds

Permanently
Restricted

9,171,144

$

4,758,962

$

9,171,144

Total

$

4,758,962

$ 16,727,454
1,051,270
$ 17,778,724

The Organization’s disclosure of changes in endowment net assets for the fiscal year ended June 30,
2016 is as follows:

Unrestricted

Temporarily
Restricted

Beginning of year
Investment loss
Appropriation of
endowment funds
for expenditure

$ 2,547,140
(575,810)

$ 3,232,697
(155,370)

(920,060)

(279,979)

End of year

$ 1,051,270

$ 2,797,348

Permanently
Restricted
$

9,171,144
-

Agency
Funds
$

$

9,171,144

$

Total

5,307,107
(264,708)

$ 20,258,088
(995,888)

(283,437)

(1,483,476)

4,758,962

$ 17,778,724

The Organization’s disclosure of its endowment net asset composition by type of fund as of June 30,
2015 is as follows:

Donor-restricted
endowment funds
Board-designated
endowment funds
Total funds

Unrestricted

Temporarily
Restricted

$

$ 3,232,697

2,547,140

$ 2,547,140

Permanently
Restricted

$

$ 3,232,697

Continued

9,171,144

Agency
Funds

$

$

9,171,144

Total

5,307,107
-

$

5,307,107

$ 17,710,948
2,547,140
$ 20,258,088
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NOTE 8 - ENDOWMENT FUNDS – CONTINUED
The Organization’s disclosure of changes in endowment net assets for the fiscal year ended June 30,
2015 is as follows:

Unrestricted

Temporarily
Restricted

Beginning of year
Investment income
Appropriation of
endowment funds
for expenditure

$ 3,146,391
314,158

$ 3,752,742
80,730

End of year

$ 2,547,140

(913,409)

Permanently
Restricted
$

(600,775)
$ 3,232,697

9,171,144
-

Agency
Funds
$

$

9,171,144

5,515,905
140,299

(349,097)
$

5,307,107

Total
$ 21,586,182
535,187

(1,863,281)
$ 20,258,088

All of the permanently restricted endowment funds are required to be retained permanently either by
explicit donor stipulation or TUPMIFA. All of the temporarily restricted endowment funds are subject to
time and purpose restrictions as of June 30, 2016 and 2015.
Funds with deficiencies
From time to time, the fair value of assets associated with individual donor-restricted endowment funds
may fall below the level that the donor requires the Organization to retain as a fund of perpetual duration.
In accordance with U.S. GAAP, deficiencies of this nature are reported in unrestricted net assets. These
deficiencies result from unfavorable market fluctuations that occur after the investment of permanently
restricted contributions and/or continued appropriation for fees and previously approved budgeted
expenditures. There were no such deficiencies as of June 30, 2016 and 2015.
Return objectives and risk parameters
The Organization has adopted investment and spending policies for endowment assets that attempt to
provide a predictable stream of funding to programs supported by its endowment funds while seeking to
maintain the purchasing power of the endowment assets. Endowment assets include those assets of
donor-restricted funds that the Organization must hold in perpetuity or for a donor-specified period(s) as
well as board-designated funds. Under this policy, as approved by the Board of Directors, the
endowment assets are invested in a manner that is intended to produce consistent long-term growth of
capital without undue exposure to risk. The Organization expects its endowment funds, over time, to
provide a return to match funds disbursed under the Organization’s spending policy plus the rate of
inflation.

Continued
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NOTE 8 - ENDOWMENT FUNDS – CONTINUED
Strategies employed for achieving objectives
To satisfy its long-term rate-of-return objectives, the Organization 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). The Organization targets a diversified asset allocation that places a greater
emphasis on equity-based investments to achieve its long-term return objectives within prudent risk
constraints.
Spending policy and relationship to investment objectives
The Organization has a policy of annually appropriating a portion of its endowment fund to cover
operating costs. In fiscal year 2016 and 2015, this distribution was 5.5% and 5.75%, respectively, of the
rolling average of the unrestricted and permanently restricted funds over the prior three years. The same
percentage was appropriated to the organizations whose funds are held in the Organization’s
endowment. The Board of Directors also approved additional endowment distributions of 2.2% in 2016
and 2% in 2015 to pay off debt and supplement some of the Organization’s major grant programs. In
establishing this spending policy, the Organization considered the long-term expected return on its
endowment. Accordingly, over the long term, the Organization expects the current spending policy to
allow endowment growth. This is consistent with the Organization’s objective to maintain the purchasing
power of the endowment assets held in perpetuity or for a specified term as well as to provide additional
real growth through investment return. Additionally, a portion of temporarily restricted endowment funds
are appropriated each year based on a schedule provided by the donor to fund capacity building grants
for various arts organizations.

NOTE 9 - RETIREMENT PLAN
The Organization adopted a 401(k) profit sharing plan effective January 1, 2009. Each employee may
contribute a percentage of his or her annual compensation to the plan and the Organization will contribute
an amount not less than the “safe harbor” matching contribution. Effective January 1, 2016 the
Organization adapted the Adams Keegan Retirement Savings Plan, a multiple employer plan. The
Organization’s contributions to the plans were $19,693 and $17,200 for the years ended June 30, 2016
and 2015, respectively.
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NOTE 10 - OPERATING LEASES
The Organization has entered into various operating leases for office space and equipment, expiring
through 2019. The office lease allows for stated increases over the term of the lease. In most cases,
management expects that in the normal course of business leases will be renewed or replaced by other
leases. Total rent expense for the years ended June 30, 2016 and 2015 was $93,820 and $97,636,
respectively. Future minimum lease payments due under these lease agreements as of June 30, 2016
are as follows:
2017
2018
2019

$

76,625
15,674
1,639

$

93,938

NOTE 11 - RELATED PARTY
At June 30, 2016 and 2015, receivables totaling $102,147 and $63,952, respectively, were due from
members of the Board of Directors and employees. For the years ended June 30, 2016 and 2015
approximately $134,000 and $96,000 in contributions were received from members of the Board of
Directors and employees.
The Organization utilizes third-party investment management services to assist the Board of Directors in
management of the Organization’s investments. Services are provided by a firm in which a member of
the Organization’s Board of Directors is an employee. Investment management services were obtained
through a competitive award and negotiation process and, in the opinion of management, the services
obtained were the most favorable to the Organization.

NOTE 12 - CAPITAL LEASE
The Organization leases, on a month-to-month basis, computer equipment. For the years ended June
30, 2016 and 2015, capital lease principal and interest payments totaling $19,635 and $8,181 were paid
for computer equipment.
At June 30, 2016, approximate future minimum payments under capital lease agreements are as follows:
2017
2018
2019

$

19,635
19,635
11,453
50,723
(2,293)

$

48,430

Less interest
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