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CPAs & BUSINESS ADVISORS

Independent Auditor’s Report

To the Board of Directors
The Saint Paul Chamber Orchestra Society
St. Paul, Minnesota

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of The Saint Paul Chamber Orchestra Society (the SPCO),
which comprise the statements of financial position as of June 30, 2023 and 2022, and the related
statements of activities, functional expenses, and cash flows for the years then ended, and the related
notes to the financial statements.

In our opinion, the accompanying financial statements referred to above present fairly, in all material
respects, the financial position of the SPCO as of June 30, 2023 and 2022, 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.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America (GAAS). Our responsibilities under those standards are further described in the Auditor’s
Responsibilities of the Audit of the Financial Statements section of our report. We are required to be
independent of the SPCO and to meet our other ethical responsibilities, in accordance with the relevant
ethical requirements relating to our audits. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Change in Accounting Principle

As discussed in Note 1 to the financial statements, the SPCO has adopted the provisions of FASB
Accounting Standards Codification Topic 842, Leases, as of July 1, 2022, using the modified retrospective
approach with an adjustment at the beginning of the adoption period. Our opinion is not modified with
respect to this matter.

Restatement of Cash Flow Classification

A restatement of the cash flow for the endowment contributions is shown in Note 15 of the financial
statements. The cash collected on endowment funds was previously included within cash flows from
operating activities and should have been included within cash flows from financing activities as
collections of contributions restricted to endowment. Accordingly, an adjustment has been made to the
cash flows statement and amounts on the cash flow statement at June 30, 2022, have been restated in
the 2023 financial statements now presented. Our opinion is not modified with respect to that matter.
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Responsibilities of Management 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; and for 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.

In preparing the financial statements, management is required to evaluate whether there are conditions
or events, considered in the aggregate, that raise substantial doubt about the SPCO’s ability to continue
as a going concern for one year after the date that the financial statements are available to be issued.

Auditor’s Responsibilities of the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute
assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS will always
detect a material misstatement when it exists. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control. Misstatements are
considered material if there is a substantial likelihood that, individually or in the aggregate, they would
influence the judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS, we:

e Exercise professional judgment and maintain professional skepticism throughout the audit.

e Identify and assess the risks of material misstatement of the financial statements, whether due
to fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures
in the financial statements.

e Obtain an understanding of internal control relevant to the audit 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 SPCO’s internal control. Accordingly, no such opinion is
expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about the SPCQO’s ability to continue as a going concern for a
reasonable period of time.



We are required to communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit, significant audit findings, and certain internal control-related
matters that we identified during the audit.

é‘—M.&zJ&

Minneapolis, Minnesota
November 16, 2023



The Saint Paul Chamber Orchestra Society
Statements of Financial Position
Years Ended June 30, 2023 and 2022

See Notes to Financial Statements

2023 2022
Assets
Cash and cash equivalents S 1,016,252 S 5,126,890
Operating investments 4,127,568 -
Investment redemptions receivable 37,297 137,794
Promises to give, net 1,106,327 1,864,026
Other receivables 35,130 817,576
Prepaid expenses 217,308 112,487
Beneficial interest in trusts 936,410 861,618
Property and equipment, net 330,584 482,913
Operating lease right of use assets 612,163 -
Finance lease right of use assets 89,921 -
Long-term investments 52,398,333 48,299,940
Total assets S 60,907,293 S 57,703,244
Liabilities and Net Assets
Liabilities
Accounts payable S 171,941 S 219,996
Accrued expenses 300,328 278,068
Deferred ticket revenue 893,636 848,001
Deferred grant revenue 25,000 75,000
Long term payables - 93,829
Operating lease liabilities 625,068 -
Finance lease liabilities 93,829 -
Gift annuities payable 121,385 272,969
Total liabilities 2,231,187 1,787,863
Net Assets
Without donor restrictions
Undesignated 37,958 37,958
Designated by the Board for Rainy Day Fund 3,836,136 3,630,983
Designated by the Board for endowment 5,155,112 4,110,457
9,029,206 7,779,398
With donor restrictions
Perpetual in nature 44,562,703 42,101,261
Accumulated investment gains 383,645 -
Restricted to Rainy Day Fund 701,748 701,748
Other purpose restrictions 1,183,202 1,462,748
Time-restricted for future periods 2,815,602 3,870,226
49,646,900 48,135,983
Total net assets 58,676,106 55,915,381
Total liabilities and net assets S 60,907,293 S 57,703,244




The Saint Paul Chamber Orchestra Society
Statements of Activities
Year Ended June 30, 2023

Without Donor Restrictions With
Operating Rainy Day Endowment Donor
Fund Fund Fund Restrictions Total
Revenue
Ticket office revenue S 1,356,576 S - S - S - S 1,356,576
Contracted services 91,000 - - - 91,000
Net assets released from restriction
pursuant to endowment spending
rate policy 1,996,803 - (289,506) (1,707,297) -
Net investment return 862 127,553 746,658 4,270,414 5,145,487
Change in value of trusts - - 48,868 25,924 74,792
Change in value of gift annuities - - 96,257 - 96,257
Other revenue 37,870 - - - 37,870
Total revenue 3,483,111 127,553 602,277 2,589,041 6,801,982
Support
Grants and contributions 5,184,401 - 116,958 1,117,687 6,419,046
Gross special events revenue 180,775 - - 1,250 182,025
Less cost of direct benefits
to donors (48,727) - - - (48,727)
Net special events revenue 132,048 - - 1,250 133,298
Net assets released from restriction 1,843,402 - 353,659 (2,197,061) -
Total support 7,159,851 - 470,617 (1,078,124) 6,552,344
Total revenue and support 10,642,962 127,553 1,072,894 1,510,917 13,354,326
Expenses
Artistic program 8,470,873 - - - 8,470,873
Management and general 1,082,063 - 18,439 - 1,100,502
Fundraising 1,012,426 - 9,800 - 1,022,226
Total expenses 10,565,362 - 28,239 - 10,593,601
Change in Net Assets Prior to
Designation 77,600 127,553 1,044,655 1,510,917 2,760,725
Designation to Rainy Day Fund (77,600) 77,600 - - -
Change in Net Assets - 205,153 1,044,655 1,510,917 2,760,725
Net Assets, Beginning of Year 37,958 3,630,983 4,110,457 48,135,983 55,915,381
Net Assets, End of Year S 37,958 S 3,836,136 S 5,155,112 $ 49,646,900 $58,676,106

See Notes to Financial Statements 5



The Saint Paul Chamber Orchestra Society
Statements of Activities
Year Ended June 30, 2022

Revenue

Ticket office revenue

Contracted services

Net assets released from restriction
pursuant to endowment spending
rate policy

Net investment return (loss)

Change in value of trusts

Change in value of gift annuities

Other revenue

Total revenue

Support
Grants and contributions
Government relief
Gross special events revenue
Less cost of direct benefits
to donors
Net special events revenue
Net assets released from restriction
Total support

Total revenue and support
Expenses
Artistic program
Management and general
Fundraising
Total expenses

Change in Net Assets Prior to
Designation

Designation to Rainy Day Fund
Change in Net Assets
Net Assets, Beginning of Year

Net Assets, End of Year

See Notes to Financial Statements

Without Donor Restrictions With
Operating Rainy Day Endowment Donor

Fund Fund Fund Restrictions Total
S 841,451 S - S - S - S 841,451
305,000 - - - 305,000
1,859,141 - (259,788) (1,599,353) -
3,155 4,568 (947,041) (6,334,892) (7,274,210)
- - (101,861) (44,999) (146,860)
. - (41,639) - (41,639)
11,544 - - - 11,544
3,020,291 4,568 (1,350,329) (7,979,244) (6,304,714)
4,228,184 - 2,237,819 5,983,480 12,449,483
1,203,597 - - - 1,203,597
205,704 - - 11,500 217,204
(63,612) - - - (63,612)
142,092 - - 11,500 153,592
1,084,394 - 349,293 (1,433,687) -
6,658,267 - 2,587,112 4,561,293 13,806,672
9,678,558 4,568 1,236,783 (3,417,951) 7,501,958
7,489,862 - - - 7,489,862
1,045,205 - 13,407 - 1,058,612
980,098 - 10,269 - 990,367
9,515,165 - 23,676 - 9,538,841
163,393 4,568 1,213,107 (3,417,951) (2,036,883)
(163,393) 163,393 - - -
- 167,961 1,213,107 (3,417,951) (2,036,883)
37,958 3,463,022 2,897,350 51,553,934 57,952,264
S 37,958 S 3,630,983 S 4,110,457 $48,135,983 $55,915,381




The Saint Paul Chamber Orchestra Society
Statements of Functional Expenses
Year Ended June 30, 2023

Artistic Management
Program and General Fundraising Total
Salaries and Benefits S 5,876,054 S 743,797 S 712,296 S 7,332,147
Concert Production Expense 1,747,638 - 1,072 1,748,710
Professional Fees 81,374 117,668 15,735 214,777
Advertising and Promotion 56,378 - - 56,378
Office Expenses 188,198 38,625 62,805 289,628
Information Technology 267,869 53,176 69,017 390,062
Occupancy 10,286 - - 10,286
Travel, Meals, and Entertainment 17,993 19,356 17,328 54,677
Conferences, Conventions, Meetings 1,654 129 207 1,990
Depreciation and Amortization 82,011 4,090 4,702 90,803
Lease Expense 152,409 77,632 66,293 296,334
Insurance 28,653 44,193 10,600 83,446
Fees and Miscellaneous Expenses 6,208 1,836 65,046 73,090
8,516,725 1,100,502 1,025,101 10,642,328

Less Expenses Included with Revenues

on the Statement of Activities

Cost of direct benefits to donors (45,852) - (2,875) (48,727)
Total Expenses Included in the

Expense Section on the

Statement of Activities S 8,470,873 S 1,100,502 S 1,022,226 S 10,593,601

See Notes to Financial Statements 7



The Saint Paul Chamber Orchestra Society
Statements of Functional Expenses
Year Ended June 30, 2022

Artistic Management
Program and General Fundraising Total
Salaries and Benefits S 5,410,371 S 681,355 S 672,845 S 6,764,571
Concert Production Expense 1,402,053 - - 1,402,053
Professional Fees 34,410 162,774 8,253 205,437
Advertising and Promotion 30,733 - 6 30,739
Office Expenses 131,587 40,258 59,418 231,263
Information Technology 237,976 56,790 51,316 346,082
Occupancy 154,182 68,959 52,752 275,893
Travel, Meals, and Entertainment 9,202 1,126 11,932 22,260
Conferences, Conventions, Meetings 1,006 589 284 1,879
Depreciation and Amortization 110,558 3,974 14,847 129,379
Insurance 24,862 42,342 8,081 75,285
Fees and Miscellaneous Expenses 2,815 445 114,352 117,612
7,549,755 1,058,612 994,086 9,602,453

Less Expenses Included with Revenues

on the Statement of Activities

Cost of direct benefits to donors (59,893) - (3,719) (63,612)
Total Expenses Included in the

Expense Section on the

Statement of Activities S 7,489,862 S 1,058,612 S 990,367 S 9,538,841

See Notes to Financial Statements 8



The Saint Paul Chamber Orchestra Society
Statements of Cash Flows
Years Ended June 30, 2023 and 2022

Cash Flows from (used for) Operating Activities

Change in net assets

Adjustments to reconcile change in net assets to net cash
from operating activities
Forgiveness of PPP loan
Employee retention tax credit
Depreciation and amortization
Realized and unrealized gain on operating investments
Contributions restricted to endowment
Net investment return
Change in beneficial interest in trusts

Changes in operating assets and liabilities
Promises to give and other receivables
Prepaid expenses
Accounts payable
Accrued expenses
Operating lease assets and liabilities
Deferred revenue
Gift annuities payable

Net Cash (used for) from Operating Activities
Cash Flows used for Investing Activities
Purchase of property and equipment
Purchases of operating investments
Proceeds from sales of operating investments
Net withdrawals from (additions to) long-term investments
Net Cash used for Investing Activities
Cash Flows from Financing Activities
Principal payments on finance lease
Collections of contributions restricted to endowment
Net Cash from Financing Activities
Net Change in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

Supplemental Disclosure of Non-Cash Investing and Financing Activities
Equipment acquired under capital lease

See Notes to Financial Statements

2022

2023 (Restated)
$ 2,760,725 $ (2,036,883)
- (1,203,597)
626,158 454,514
90,803 129,379
(125,919) -
(350,000) (4,000,000)
(5,017,072) 7,274,210
(74,792) 146,860
1,014,484 (442,221)
(104,821) 13,874
(48,055) 60,368
39,896 (138,654)
12,905 -
(4,365) 25,237
(151,584) (45,703)
(1,331,637) 237,384
(28,395) (110,274)
(9,282,293) -
5,280,644 -
918,679 (4,068,518)
(3,111,365) (4,178,792)
(17,636) -
350,000 4,000,000
332,364 4,000,000
(4,110,638) 58,592
5,126,890 5,068,298
S 1,016,252 S 5,126,890
S - S 111,465



The Saint Paul Chamber Orchestra Society
Notes to Financial Statements
June 30, 2023 and 2022

Note 1- Principal Activity and Significant Accounting Policies

The mission of The Saint Paul Chamber Orchestra Society (the SPCO) is to sustain a world-class chamber
orchestra at the highest standards of artistic excellence that enriches the Twin Cities community by sharing
dynamic, distinctive, and engaging performances. We are actively committed to accessibility and intentional
inclusivity in all aspects of our work and continually strive to provide all people in our community with
opportunities to connect with the music we perform.

Changes in Accounting Policy

Effective July 1, 2022, the SPCO adopted the new lease accounting guidance in Accounting Standards Update No.
2016-02, Leases (Topic 842). The SPCO elected to apply the guidance as of July 1, 2022, the beginning of the
adoption period. The comparative financial information and disclosures presented are in accordance with the
legacy standard, ASC 840. The standard requires the recognition of right-of-use assets and lease liabilities for
lease contracts with terms greater than 12 months. Operating lease costs are recognized in the income
statement as a single lease cost and finance lease costs are recognized in two components, interest expense and
amortization expense. The SPCO has elected the package of practical expedients permitted in ASC Topic 842.
Accordingly, the SPCO accounted for its existing leases as either finance or operating lease under the new
guidance, without reassessing (a) whether the contract contains a lease under ASC Topic 842, (b) whether
classification of the operating lease would be different in accordance with ASC Topic 842, or (c) whether the
unamortized initial direct costs before transition adjustments would have met the definition of initial direct
costs in ASC Topic 842 at lease commencement.

As a result of the adoption of the new lease accounting guidance, the SPCO recognized an operating lease
liability of $885,560 and an operating right-of-use asset of $885,560 on July 1, 2022, the beginning of the
adoption period. There was no net impact on retained earnings as of July 1, 2022. The adoption of the new
standard did not materially impact the SPCO’s Statements of Activities or Statements of Cash Flows. See Note 8
for further disclosure of the SPCO’s lease contracts.

Cash and Cash Equivalents

The SPCO considers all bank and similar time deposits, demand accounts, and money market funds with an
original maturity of three months or less to be cash and cash equivalents. Cash and cash equivalents in the
endowment fund are classified under investments. The SPCO maintains its cash in deposit accounts which may
exceed Federal Deposit Insurance Corporation (FDIC) limits at times. The SPCO has not experienced any losses in
these accounts.

Operating Investments

The SPCO invests part of its operating reserves from the Rainy Day Fund in U.S. Treasuries and Certificates of
Deposit with original maturities greater than three months but less than one year.

Redemptions Receivable
The SPCO receives redemptions on certain investment securities from time to time. These redemptions are

received and reinvested in other investment securities.
10



The Saint Paul Chamber Orchestra Society
Notes to Financial Statements
June 30, 2023 and 2022

Promises to Give

Promises to give are recorded at net realizable value. Long-term promises to give are recorded at the present
value of the amounts expected to be collected. The discounts are computed using an imputed interest rate
applicable to the year in which the promise is received. In subsequent years, amortization of the discounts is
included in contribution revenue in the statement of activities. Promises to give are written off when deemed
uncollectible. The SPCO provides an allowance for bad debts, which is management’s estimate of uncollectible
pledges receivable, based on a review of each significant pledge and historical collection rates. The allowance for
uncollectible pledges receivable was $45,000 at June 30, 2023 and 2022.

Other Receivables

Other receivables include balances due for shared use of facilities and other miscellaneous items. Other
receivables at June 30, 2022 also included balances due from the U.S. Treasury for employee retention tax
credits. Payments on non-government receivables are generally due no later than 30 days after receipt of an
invoice. The SPCO may provide an allowance for bad debts for other receivables, based on management
judgment, considering historical information and an assessment of any past-due accounts. If accounts are
significantly past due, the accounts are written off after all collection efforts have been exhausted. At June 30,
2023 and 2022, an allowance for bad debts was not considered to be warranted. The SPCO’s other receivables
balance of July 1, 2021 was $1,207,008.

Prepaid Expenses

Expenses associated with future performances, as well as prepayments on insurance and annual contracts that
benefit the subsequent fiscal year, are reported as prepaid expenses.

Property and Equipment

Purchased property and equipment are valued at cost. Expenditures for equipment costing $5,000 or more with
a life greater than one year are capitalized. Contributed property and equipment is recorded at the fair value at
the date of donation.

Depreciation of property and equipment, other than fine instruments, is calculated based on estimated useful
lives of three to ten years using the straight-line method and is charged to the applicable functional expense.

Leasehold improvements are amortized over the shorter of useful life or term of the lease.

Instruments that appreciate or hold their value over time are considered fine instruments. Fine instruments are
not depreciated and are shown at their cost basis of $156,039 at June 30, 2023 and 2022.

11



The Saint Paul Chamber Orchestra Society
Notes to Financial Statements
June 30, 2023 and 2022

When assets are sold or otherwise disposed of, the cost and related depreciation or amortization are deducted
from the accounts, and any remaining gains or losses are included in the statement of activities. Costs of
maintenance and repairs that do not improve or extend the useful lives of the respective assets are expensed in
the period incurred. The carrying values of property and equipment are reviewed for impairment whenever
events or circumstances indicate that the carrying value of an asset may not be recoverable from the estimated
future cash flows expected to result from its use and eventual disposition. When considered impaired, an
impairment loss is recognized to the extent carrying value exceeds the fair value of the asset. The SPCO has
determined there were no indicators of asset impairment during the years ended June 30, 2023 and 2022.

Beneficial Interests in Trusts Held by Others

At times, the SPCO is the recipient of a beneficial interest in a trust. These trusts are created independently by
donors and administered by agents designated by the donors. The SPCO has neither possession nor control over
the assets of the trusts.

At the date the SPCO receives notice of a beneficial interest which is irrevocable, a contribution is recorded in
the statement of activities, with donor restrictions if applicable, and a beneficial interest in trusts held by others
is recorded in the statement of financial position at fair value, which is calculated as the present value of the
expected distributions. This value is updated annually at the end of each fiscal year until distribution, as well as
upon trust distribution, with the updated value reported in the statement of financial position, and changes in
value recognized in the statement of activities.

Upon receipt of trust distributions or expenditures, or both, in satisfaction of the donor-restricted purpose, if
any, net assets with donor-imposed time or purpose restrictions are released to net assets without donor
restrictions. Trust distributions with donor-imposed restrictions that are perpetual in nature are transferred to
the endowment, in which case, net assets with donor-restrictions are not released.

The SPCO is the irrevocable beneficiary of two trusts. A trust with donor-imposed restrictions that are perpetual
in nature was received during the year ended June 30, 2016, and a trust without donor restrictions was received
during the year ended June 30, 2021. The trust without donor restrictions was designated by the Board of
Directors to the endowment. The changes in present value in both trusts are reflected in the statement of
activities for the fiscal years ended June 30, 2023 and 2022. The year-end values for the trusts are reflected in
the statement of financial position for the fiscal years ended June 30, 2023 and 2022. The values of the trusts
are based on the underlying investments less anticipated costs, discounted at a rate of 7%.

Investments

Investment purchases are recorded at cost or, if donated, at fair value on the date of donation. Thereafter,
investments are reported at their fair values in the statement of financial position. Investments include
alternative investments such as real estate, commodities, energy-related assets, and hedge funds in
limited-liability investment fund vehicles which lack readily available quoted prices. In these cases, fair values
are determined by their respective managers or third-party fund administrators. Net investment return (loss) is
reported in the statement of activities and consists of interest and dividend income, realized and unrealized
capital gains and losses, less management and custodial fees, and income taxes, if applicable.

12



The Saint Paul Chamber Orchestra Society
Notes to Financial Statements
June 30, 2023 and 2022

Deferred Ticket Revenue

Advance season ticket sales are deemed to be earned and reported as revenue upon the completion of the
related performance or event. Amounts received but not yet earned are reported as deferred revenue. The
value of tickets sold for concerts cancelled due to the COVID-19 pandemic, which were not refunded or donated
to the SPCO and are available for patrons to use for future ticket purchases, are also included in deferred
revenue. The SPCO’s deferred ticket revenue as of July 1, 2021, was $679,390. The deferred ticket revenues as of
June 30, 2023 and 2022, were $893,636 and $848,001 respectively.

Gift Annuities Payable

The SPCO has received contributions under annuity contracts which generally provide for payments to the
annuitants for life. Contributed assets are recorded at fair value at the date of receipt. The annuity contracts
liability is recorded based on the present value of the future expected payments to the donors, and a
contribution is recognized for the difference between the liability and funds received. Changes in the estimated
value of the liability are reflected in the statement of activities. The SPCO uses discount rates of 4% to 7% to
determine the present value of the liability. Gift annuities payable at June 30, 2023 and 2022, were $121,385
and $272,969, respectively.

Net Assets

Net assets, revenues, gains, and losses are classified based on the existence or absence of donor-imposed
restrictions. Accordingly, net assets and changes therein are classified and reported as follows:

Net Assets Without Donor Restrictions — Net assets available for use in general operations and not
subject to donor (or certain grantor) restrictions. The governing Board has designated, from net assets
without donor restrictions, net assets for the Rainy Day Fund and Board-designated endowment.

Net Assets With Donor Restrictions — Net assets subject to donor (or certain grantor) restrictions. Some
donor-imposed (or grantor-) restrictions are temporary in nature, such as those that will be met by the
passage of time or other events specified by the donor. Other donor restrictions are perpetual in nature,
where the donor stipulates that resources be maintained into perpetuity. The SPCO reports
contributions restricted by donors as increases in net assets with donor restrictions if they are received
with donor stipulations that limit the use of the donated assets. When a restriction expires, net assets
with donor restrictions are reclassified to net assets without donor restrictions and reported in the
statements of activities as net assets released from restrictions.

Rainy Day Fund (RDF) — Net assets designated to the RDF by the Board of Directors plus net assets
restricted to the RDF by donors. The RDF was established in the fiscal year ended June 30, 2018 and
includes net assets both with and without donor restrictions. During the fiscal year ended June 30, 2021,
the Board established a goal for the RDF of at least 25% of the SPCO’s annual operating expenses. The
RDF is intended to support stable day-to-day operations in the event of significant revenue shortfalls,
particularly those caused by a recession or other economic shock which significantly reduces the SPCO’s
ability to generate revenues and support. The primary intended use is to provide funds to maintain
salary and benefits levels for musicians and staff and to meet contractual commitments during the time
affected by these impacts. The criteria for accessing and replenishing the RDF are governed by Board
policy.

13



The Saint Paul Chamber Orchestra Society
Notes to Financial Statements
June 30, 2023 and 2022

Revenue and Revenue Recognition

The SPCO receives contributions and grants from individuals, corporations, foundations, and government
agencies primarily in the State of Minnesota. When there are neither conditions nor a right of return, the SPCO
recognizes contributions upon receipt of cash, securities or other assets, a promise to give, or a notification of a
beneficial interest. The SPCO records special events revenue equal to the fair value of direct benefits to donors
and contribution income for the excess received when the event takes place.

Unconditional contributions, which are purpose or time-restricted, are recorded as contributions with donor
restrictions and released to net assets without donor restrictions as restrictions are met. Unconditional
contributions with donor restrictions which are perpetual in nature are recorded as additions to net assets with
donor restrictions.

Contributions, grants, or promises to give which include a measurable performance or other barrier and a right
of return are not recognized until the conditions on which they depend have been met. Cash payments received
prior to incurring qualifying expenditures are reported as advance payments in deferred revenue in the
statement of financial position.

The SPCO receives revenue from ticket sales and membership sales, which are included in ticket office revenue
and contracted services. The SPCO recognizes revenue from ticket sales at the time of performance. Receipts
from patrons who direct that their payments for tickets be donated to the SPCO due to cancelled or unattended
concerts are accounted for as contributions. Membership sales, which are nonrefundable, are an exchange
transaction based on the value of benefits provided, which primarily consists of free or reduced tickets for in-
person concerts. Membership sales are recognized over the course of the concert season.

Contracted services revenue is recognized at the time of performance of the contracted service.
Other Funds Held in Trust

The SPCO is the beneficiary of The Saint Paul Chamber Orchestra Society Fund (the Fund) of The Saint Paul
Foundation. The Saint Paul Foundation is the owner of all property in the Fund and has ultimate authority over
distributions from the Fund. The SPCO records contribution revenue when distributions are made. For the years
ended June 30, 2023 and 2022, the SPCO recorded $37,303 and $36,535, respectively, in Fund distributions.

Donated Services and In-Kind Contributions

Volunteers contribute significant amounts of time to program services, administration, and fundraising and
development activities; however, the financial statements do not reflect the value of these contributed services
because they do not meet recognition criteria prescribed by generally accepted accounting principles.
Contributed goods are recorded at fair value at the date of donation. Donated professional services are
recorded at the respective fair values of the services received. See Note 12 for additional information.

The policy of the SPCO is to sell contributed assets immediately upon receipt unless the asset is restricted for
use in a specific program by the donor.

14



The Saint Paul Chamber Orchestra Society
Notes to Financial Statements
June 30, 2023 and 2022

Functional Allocation of Expenses

Expenses are summarized on a functional basis in the statements of activities. Material costs that are
organization-wide are allocated on a reasonable basis that is consistently applied between programs and
supporting services. These costs include certain salaries and benefits, occupancy and related insurance,
information technology, depreciation, and office expenses. Occupancy and related insurance are allocated
based on the square footage occupied by the respective functions. Information technology, office expenses,
depreciation, and salaries and benefits for facilities management and technology staff are allocated based on
full-time equivalent administrative staff in each function.

Marketing and Promotion Costs

The SPCO expenses the production costs of advertising the first time the advertising takes place, except for
direct-response advertising, which is recorded in prepaid expenses. Direct-response advertising consists
primarily of season brochures that include order forms for the SPCO’s concerts. The prepaid advertising is
expensed in the fiscal year in which the concerts occur. At June 30, 2023 and 2022, $53,775 and $23,510 of
advertising was reported as prepaid expenses, respectively.

Income Taxes

The SPCO is organized as a Minnesota nonprofit corporation and has been recognized by the IRS as exempt from
federal income tax under Section 501(a) of the Internal Revenue Code as an organization described in

Section 501(c)(3), qualifies for the charitable contribution deduction under Section 170(b)(1)(A)(vi), and has
been determined not to be a private foundation under Section 509(a)(1). The SPCO is annually required to file a
Return of Organization Exempt from Income Tax (Form 990) with the IRS. In addition, the SPCO is subject to
income tax on net income that is derived from business activities that are unrelated to the exempt purpose. The
SPCO files an Exempt Organization Business Income Tax Return (Form 990-T) with the IRS to report its unrelated
business taxable income. The SPCO believes that it has appropriate support for any tax positions taken affecting
its annual filing requirements, and as such, does not have any uncertain tax positions that are material to the
financial statements. The SPCO would recognize future accrued interest and penalties related to unrecognized
tax benefits and liabilities in income tax expense if such interest and penalties are incurred.

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 assumptions. These affect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities, and the revenues and
expenses reported as of the date of the financial statements. The SPCO’s financial statements include amounts
that are based on management’s best estimates and judgments including amounts for the valuation of trusts,
gift annuities, contributions receivable, the functional allocations of expenses, and the allowance for doubtful
accounts. We believe that we have made reasonable estimates within our financial statements, and there may
be changes to those estimates in future periods. The SPCO also relies on the estimates of outside fund managers
regarding certain components of the alternative investments. Actual results could differ from these estimates,
and those differences could be material.
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Financial Instruments and Credit Risk

The SPCO manages deposit concentration risk by placing cash, money market accounts, and certificates of
deposit with financial institutions believed by management to be creditworthy. At times, amounts on deposit
may exceed insured limits or include uninsured investments in money market mutual funds. To date, the SPCO
has not experienced losses in any of these accounts. Credit risk associated with accounts receivable and
promises to give is considered limited due to high historical collection rates and because substantial portions of
the outstanding amounts are due from Board members, corporations, and foundations supportive of the SPCO’s
mission. Investments are made by investment managers whose performance is monitored by management and
the Investment Committee of the Board of Directors. Although the fair values of investments are subject to
fluctuation, management and the Investment Committee believe that the investment policies and guidelines are
prudent for the long-term welfare of the SPCO.

Concentration and Sources of Labor

Office, clerical, and management employees of the SPCO are not unionized. Substantially all of the stage
employees of the SPCO are represented by the International Alliance of Theatrical Stage Employees, Local 13. A
collective bargaining agreement is in effect through June 30, 2025. Substantially all musicians of the SPCO are
represented by the Twin Cities Musicians Union, Local 30-73. A collective bargaining agreement is in effect
through June 30, 2024.

Reclassifications

Certain reclassifications of amounts previously reported have been made to the accompanying consolidated
financial statements to maintain consistency between periods presented. The reclassifications had no impact on
previously reported net assets.

Note 2 - Liquidity and Availability

Financial assets available for general expenditure, that is, without donor or other restrictions limiting their use,
within one year of the balance sheet date, comprise the following:

2023 2022

Cash and cash equivalents S 635,936 S 779,159
Operating investments 994,774 -
Promises to give 970,060 993,361
Other receivables 21,592 813,673
Due from/(to) endowment assets for prior year 9,036 (763)
Endowment spending-rate distributions and

appropriations for the next 12 months 2,080,000 2,000,000

S 4,711,398 S 4,585,430
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As part of the liquidity management plan, cash in excess of daily requirements may be invested in money market
funds. As more fully described in Note 6, the SPCO also has a committed line of credit in the amount of
$1.5 million, which it may draw upon certain months of the year due to the timing of contribution receipts.

The SPCO maintains a Rainy Day Fund (RDF) to support the organization if needed in the event of significant
revenues shortfalls, particularly those caused by recessions or other economic shocks. When possible, the SPCO
budgets for increases in operating net assets which may be designated by the Board of Directors to the RDF. In
addition, the RDF includes other revenues designated by the Board of Directors and gifts which have been
restricted by donors to the RDF. The cash, short-term operating investments and pledges due within one year
for the RDF totaled $4,537,884 and $4,292,731 as of June 30, 2023 and 2022, respectively. Use of the RDF is
subject to approval by the Board of Directors. The Board of Directors has authorized use of $994,774 from the
Rainy Day Fund during the fiscal year ending June 30, 2024, to support operations while the SPCO implements
strategies to recover from the financial impact of the COVID-19 pandemic.

A Board-designated endowment of $5,155,112 and $4,110,457 as of June 30, 2023 and 2022, respectively, is
subject to the endowment spending policy as described in Note 9. Although the SPCO does not intend to spend
from this Board-designated endowment (other than amounts appropriated for general expenditure as part of
the Board’s annual budget approval and appropriation), these amounts could be made available if necessary.

Note 3- Investment Fair Value Measurements and Disclosures
Investments

The SPCO has a diversified investment portfolio. The SPCO’s endowment investment objectives and policies
were developed by the Board of Directors Investment Committee in conjunction with the SPCO’s investment
advisors and approved by the Board of Directors. Objectives are achieved through external investment
managers operating with a variety of vehicles, including separate accounts, commingled funds, and limited
partnerships. Investments are exposed to various risks, such as interest rate, credit, and overall market volatility
risk. Due to the level of risk associated with certain investments, it is reasonably possible that changes in the
values of investments will occur in the near term and that such changes could materially affect account balances
and the amounts reported in the statements of activities.

The SPCO holds balances in alternative investments including real estate, commodities, energy-related assets,
and hedge funds in limited-liability investment fund vehicles. All alternative investment vehicles report balances
on a monthly or quarterly basis and are audited on an annual basis. Their balances are carried at fair value,
based on estimates of the fund managers in the absence of readily ascertainable market values. Such values may
differ significantly from the values that would have been derived had a ready market existed for these
investments, and these differences could be material. Unrealized gains or losses are recognized in the period in
which they occur.
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Instrument Loan Fund

The SPCO has an instrument loan fund as part of the fixed-income portion of the endowment portfolio. A
maximum of $1,000,000 was approved to be used for loans to full-time, tenured musicians who wish to
purchase new instruments. This program was designed to enhance the artistic quality of the concerts while
helping musicians avoid the high costs of conventional financing. The loans can have a maximum 20-year term.
The interest rate is 0.5% higher than the six-month United States Treasury Bill yield, or 0.5% higher than the IRS
rate for imputed income, whichever is higher, and is adjusted annually. Obtaining a loan requires an application,
credit review, and approval by the Investment Committee of the Board of Directors. The instrument itself is the
collateral on the loan.

During the year ended June 30, 2023, one musician had an outstanding loan. The outstanding balance at

June 30, 2023, and June 30, 2022, was 528,260 and 535,863, respectively. The outstanding balance is included in
the endowment investment account. The loan had an interest rate of 3.85%, compounded monthly from July 1,
2022, through June 30, 2023, and 2.57%, compounded monthly from July 1, 2021, through June 30, 2022.

Fair Value Measurements

Certain assets and liabilities are reported at fair value in the financial statements. Fair value is the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction in the principal, or most
advantageous, market at the measurement date under current market conditions, regardless of whether that
price is directly observable or estimated using another valuation technique. Inputs to determine fair value refer
broadly to the assumptions that market participants would use in pricing the asset or liability, including
assumptions about risk. Inputs may be observable or unobservable. Observable inputs are inputs that reflect the
assumptions market participants would use in pricing the asset or liability based on market data obtained from
sources independent of the reporting entity. Unobservable inputs are inputs that reflect the reporting entity’s
own assumptions about the assumptions market participants would use in pricing the asset or liability based on
the best information available.

A three-tier hierarchy categorizes the inputs as follows:

Level 1 — Quoted prices (unadjusted) in active markets for identical assets or liabilities that the SPCO can
access at the measurement date.

Level 2 — Inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly or indirectly. These 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, inputs other than quoted prices that are observable for the asset or liability, and
market-corroborated inputs.

Level 3 — Unobservable inputs for the asset or liability. In these situations, the SPCO develops inputs
using the best information available in the circumstances.

18



The Saint Paul Chamber Orchestra Society
Notes to Financial Statements
June 30, 2023 and 2022

In some cases, the inputs used to measure the fair value of an asset or a liability might be categorized within
different levels of the fair value hierarchy. In those cases, the fair value measurement is categorized in its
entirety in the same level of the fair value hierarchy as the lowest level input that is significant to the entire
measurement. Assessing the significance of a particular input to entire measurement requires judgment, taking
into account factors specific to the asset or liability. The categorization of an asset within the hierarchy is based
upon the pricing transparency of the asset and does not necessarily correspond to the SPCO’s assessment of the
quality, risk, or liquidity profile of the asset or liability.

The following is a description of the valuation methodologies used for assets measured at fair value. There have
been no changes in the methodologies used at June 30, 2023 and 2022.

Investment Securities (consisting of fixed income securities, stocks, certain real estate securities, cash and cash
equivalents, certificates of deposit, and interest receivable): Valued at the quoted market values for Level 1 and
valued at the quoted prices of similar assets or liabilities in active markets for Level 2.

Alternative Investments (consisting of certain real estate investments, commodities, energy-related assets,
private equity, and hedge funds in limited-liability investment fund vehicles): Valued at net asset value (NAV) of
shares held by the SPCO at year end based on fair value in the absence of readily ascertainable market values, as
determined by their respective manager or third-party fund administrator as a practical expedient.

Instrument Loan Fund: Valued at current outstanding loan balance with musicians.

Beneficial Interest in Trusts: Valued at year-end as a Level 3 investment utilizing net asset value as determined
by their respective third-party fund administrator and adjusted for a present value discount.

The methods described above may produce a fair value calculation that may not be indicative of net realizable
value or reflective of future fair values. Furthermore, while the SPCO 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 at
the reporting date.
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The following table presents assets and liabilities measured at fair value and those measured at NAV as a
practical expedient on a recurring basis, except for those measured at cost as identified below, at June 30, 2023:

Other
Quoted Prices in Observable Unobservable Investments
Active Markets Inputs Inputs Measured at
Assets Total (Level 1) (Level 2) (Level 3) NAV
Operating investments
Certificates of deposit S 4,127,568 S - S 4,127,568 S - S -
4,127,568 S - S 4,127,568 S - S -
Investment securities
Fixed income mutual funds S 8,190,015 S 8,190,015 S - S - S -
Certificates of deposit 1,527,977 - 1,527,977 - -
Stock mutual funds 29,383,718 29,383,718 - - -
Stock commingled funds 3,063,836 - 3,063,836 - -
Instrument loan fund 28,260 - - 28,260 -
Restricted cash and cash
equivalents (at cost) 298,684 - - - -
Interest receivable 1,812 1,812 - - -
42,494,302 37,575,545 4,591,813 28,260 -
Alternative investments
Absolute return strategies 2,480,996 - - - 2,480,996
Private equity 3,439,270 - - - 3,439,270
Real assets 3,983,765 2,008,935 - - 1,974,830
9,904,031 2,008,935 - - 7,895,096
S 52,398,333 S 39,584,480 S 4,591,813 S 28,260 S 7,895,096
Beneficial interest in trusts
Remainder trusts S 936,410 S - S - S 936,410 S -
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The following table presents assets and liabilities measured at fair value and those measured at NAV as a
practical expedient on a recurring basis, except for those measured at cost as identified below, at June 30, 2022:

Other
Quoted Prices in Observable Unobservable Investments
Active Markets Inputs Inputs Measured at
Assets Total (Level 1) (Level 2) (Level 3) NAV
Investment securities
Fixed income mutual funds S 9,153,687 S 9,153,687 - S - S -
Stock mutual funds 24,902,037 24,902,037 - - -
Stock commingled funds 2,637,969 - 2,637,969 - -
Instrument loan fund 35,863 - - 35,863 -
Restricted cash and cash
equivalents (at cost) 898,238 - - - -
Interest receivable 281 281 - - -
37,628,075 34,056,005 2,637,969 35,863 -
Alternative investments
Absolute return strategies 2,953,491 - - - 2,953,491
Private equity 2,785,543 - - - 2,785,543
Real assets 4,932,831 2,792,020 - - 2,140,811
10,671,865 2,792,020 - - 7,879,845
S 48,299,940 S 36,848,025 2,637,969 S 35,863 S 7,879,845
Beneficial interest in trusts
Remainder trusts S 861,618 S - - S 861,618 S -

Investments in certain entities that calculate NAV per share as a practical expedient are as follows for the years

ended June 30, 2023 and 2022:

June 30, 2023

Absolute return strategies
Private equity
Real assets

Balance, end of year

June 30, 2022

Absolute return strategies
Private equity
Real assets

Balance, end of year

For the years ended June 30, 2023 and 2022, there were no transfers in or out of Level 3.

Number of Unfunded Redemption Redemption
Investments Fair Value Commitments Frequency Notice Period
2 2,480,996 - Quarterly 45, 60
5 3,439,270 1,715,240 Iiquid None
4 1,974,830 760,168 Illiquid None
7,895,096 2,475,408
4 2,953,491 - Quarterly 30, 45, 60, 70
5 2,785,543 2,272,454 Iliquid None
4 2,140,811 689,070 Iliquid None
7,879,845 2,961,524
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Note 4 - Promises to Give

Promises to give are estimated to be collected during the following timeframes at June 30, 2023 and 2022:

2023 2022
Within one year S 1,025,060 S 1,617,431
In one to ten years 131,500 305,650
1,156,560 1,923,081
Less discount to net present value (3%) (5,233) (14,055)
Less allowance for uncollectible promises to give (45,000) (45,000)

$ 1,106,327 S 1,864,026

Promises to give from three contributors accounted for 23% and 36% of total promises to give at June 30, 2023
and 2022, respectively. Contributions from one contributor accounted for 17% and 33% of contribution revenue
at June 30, 2023 and 2022, respectively. The one large contributor in the fiscal year ended June 30, 2023 was the
Arts Partnership with contributions that included special pandemic fundraising as described in Note 13. The
contributor in the fiscal year ended June 30, 2022 made a one-time endowment gift to the SPCO.

Note 5- Property and Equipment

A summary of property and equipment as of June 30, 2023 and 2022, is as follows:

2023 2022
Stage equipment S 116,595 S 116,595
Computer and video production equipment 1,311,767 1,283,371
Furniture and fixtures 407,599 407,599
Leasehold improvements 71,792 71,792
Musical instruments 423,679 423,679
Capital lease - 119,895
Artwork 24,000 24,000
2,355,432 2,446,931
Less accumulated depreciation and amortization (2,024,848) (1,964,018)

S 330,584 S 482,913
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Note 6 - Line of Credit

During the years ended June 30, 2023 and 2022, the SPCO maintained a line of credit agreement that allowed it
to borrow up to $1,500,000. The line is secured by investments without donor restrictions. Interest was accrued
on any unpaid balances of the note at an annual rate equal to the one-month LIBOR plus 2.0% through

January 31, 2022, Secured Overnight Financing Rate Data (SOFR) plus 2.02% from February 1, 2022, through
January 31, 2023, or SOFR plus 2.12% beginning February 1, 2023. The interest rate as of June 30, 2023 and 2022
was 7.26% and 3.52%, respectively. As of June 30, 2023 and 2022, the expiration on the line of credit was
January 31, 2024, and January 31, 2023, respectively. The line of credit is used to fund seasonal cash flow needs
due to the timing of contribution receipts and is paid off in full on an annual basis. As of June 30, 2023 and 2022,
the outstanding balance on the line of credit was $0.

Note 7- Government Relief
Paycheck Protection Program (PPP) Loan

The SPCO was granted a $1,203,597 loan under the PPP administered by an SBA approved partner in the year
ended June 30, 2021. The loan was uncollateralized and fully guaranteed by the Federal Government. The SPCO
initially recorded a note payable and subsequently recorded forgiveness when the loan obligation was legally
released by the SBA. The SPCO recognized $1,203,597 of loan forgiveness income for the year ended June 30,
2022.

Employee Retention Tax Credit (ERTC)

The Coronavirus Aid, Relief, and Economic Security Act (CARES Act) provided an ERTC which is a refundable tax
credit against payroll taxes for employers meeting certain criteria. The Consolidated Appropriations Act of 2021
and the American Rescue Plan Act of 2021 expanded the credit, including an elimination of the exclusion of
entities which had received a PPP loan and an extension of the ERTC through December 31, 2021. The ERTC was
equal to 50% of up to $10,000 of qualified wages paid to employees, or $5,000 per employee, through
December 31, 2020. The credit was equal to 70% of up to $10,000 of qualified wages per quarter, or $7,000 per
employee per quarter, during calendar 2021. During the year ended June 30, 2021, the SPCO recorded
$1,080,672 in government relief for credits through June 30, 2021. The funds from the ERTC, which was
recorded in Other Receivables in FY21, were received by the SPCO during FY22 and FY23.

Note 8- Commitments and Leases
The SPCO routinely enters into contracts for future concerts, tours, hall rentals, guest artists, and conductors.

The SPCO leases an office facility and equipment, and one vehicle, for various terms under long-term, non-
cancelable operating lease and finance lease agreements. The leases expire at various dates through 2027 and
provide for renewal options ranging from one to five years, with the exception of one lease with no renewal
option. The SPCO included in the determination of the right-of-use assets and lease liabilities any renewal
options when the options are reasonably certain to be exercised. The office facility lease provides for increases
in future minimum annual rental payments based upon contracted rates.
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The SPCO has elected the option to use the risk-free rate determined using a period comparable to the lease
terms as the discount rate for leases where the implicit rate is not readily determinable. The SPCO has applied
the risk-free rate option to the office facilities and equipment classes of assets.

If applicable, the lease payments used to determine the lease liability and right-of-use assets would include
residual value guarantees the SPCO is probable of paying at the termination of the lease term. There are no
applicable residual value guarantees. The lease agreements do not include requirements that the SPCO comply
with certain covenants or maintain certain financial ratios.

The SPCO has elected the short-term lease exemption for all leases with a term of 12 months or less for both
existing and ongoing operating leases. As a result, assets and liabilities for these leases are not recognized. Lease

payments for short-term leases are recognized on straight-line basis.

The SPCO elected the practical expedient to not separate lease and non-lease components except for operating
lease assets.

Total lease costs for the fiscal year ended June 30, 2023 were as follows:

2023
Operating lease cost S 296,334
Finance lease cost
Interest expense 6,208
Amortization of right of use assets 19,982
Total Lease cost S 322,524

Total lease expense under noncancelable leases was $280,269 for the year ended June 30, 2022.

The following table summarizes the supplemental cash flow information for the fiscal year ended June 30, 2023:

2023
Cash paid for amounts included in measurement of lease liabilities
Operating cash flows from operating leases S 283,429
Operating cash flows from finance leases 6,208
Financing cash flows from finance leases 17,636

The following summarizes the weighted-average remaining lease term and weighted-average discount rate:

2023
Weighted-average remaining lease term
Operating leases 2.25
Finance leases 4.50
Weighted-average discount rate
Operating leases 2.99%
Finance leases 6.00%
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The future minimum lease payments under noncancelable operating and finance leases with terms greater than

one year are listed below as of June 30, 2023.

Financing Operating
Years Ending June 30, Leases Leases

2024 S 23,844 S 286,941
2025 23,844 285,951
2026 23,844 72,461
2027 23,844 -
2028 11,922 -
Total minimum lease payments 107,298 S 645,353
Less amount representing interest (13,469)

Financing lease obligation S 93,829

Future minimum payments determined under the guidance in Topic 840 are listed below as of June 30, 2022.

Capital Operating
Years Ending June 30, Leases Leases

2023 S 23,844 S 283,430
2024 23,844 286,941
2025 23,844 285,951
2026 23,844 72,461
2027 23,844 -
2028 11,922 -
Total minimum lease payments 131,142 S 928,783
Less amount representing interest (19,677)

Financing lease obligation S 111,465

Leased property under finance or capital leases at June 30, 2023 and 2022, is comprised of the following:

Financing Capital

Leases Leases

2023 2022
Vehicle S 119,895 S 119,895
Less accumulated amortization (29,974) (9,991)
$ 89,921 $ 109,904

Amortization of assets under capital leases is included in depreciation and amortization expense.
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Note9- Endowments

The SPCO’s endowment consists of pooled funds restricted for the long-term support of the organization
including funds with donor restrictions and funds designated by the Board of Directors to function as
endowments. Net assets associated with endowment funds are classified and reported based on the existence
or absence of donor-imposed restrictions.

Interpretation of Relevant Law

The Board of Directors of the SPCO has interpreted the Minnesota Uniform Prudent Management of
Institutional Funds Act (the UPMIFA) as requiring the preservation of the fair value of the original gift as of the
date of the donor-restricted endowment funds, unless there are explicit donor stipulations to the contrary. As of
June 30, 2023 and 2022, there were no such donor stipulations. As a result of this interpretation, the SPCO
retains in perpetuity (a) the original value of initial and subsequent gift amounts (including promises to give net
of discount and allowance for doubtful accounts) donated to the endowment and (b) any accumulations to the
endowment made in accordance with the direction of the applicable donor gift instrument at the time the
accumulation is added. Donor-restricted amounts not retained in perpetuity are subject to appropriation for
expenditure in a manner consistent with the standard of prudence prescribed by the UPMIFA. The following
factors are considered in making a determination to appropriate or accumulate donor-restricted endowment
funds:

e The duration and preservation of the fund;

e The purposes of the organization and the donor-restricted endowment fund;
e General economic conditions;

e The possible effect of inflation and deflation;

e The expected total return from income and the appreciation of investments;
e Other resources of the organization; and

e The investment policies of the organization.

The composition of the endowment net assets by fund type as of June 30, 2023, is as follows:

Without Donor With Donor
Restrictions Restrictions Total
Board-designated endowment funds S 5,155,112 S - S 5,155,112
Donor-restricted endowment funds
Original donor-restricted gift amount
and amounts required to be maintained
in perpetuity by donor - 44,562,703 44,562,703
Accumulated investment gains - 383,645 383,645

S 5,155,112 S 44,946,348 S 50,101,460
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The composition of the endowment net assets by fund type as of June 30, 2022, is as follows:

Without Donor With Donor
Restrictions Restrictions Total
Board-designated endowment funds S 4,110,457 S - S 4,110,457
Donor-restricted endowment funds
Original donor-restricted gift amount
and amounts required to be maintained
in perpetuity by donor - 42,101,261 42,101,261

$ 4,110,457 $ 42,101,261 $ 46,211,718

At June 30, 2023 and 2022, the endowment is offset by gift annuities payable of $121,385 and $272,969,
respectively.

27



The Saint Paul Chamber Orchestra Society
Notes to Financial Statements
June 30, 2023 and 2022

Changes in endowment net assets for the years ended June 30, 2023 and 2022, are as follows:

June 30, 2023

Endowment net assets, beginning of year

Net investment return

Grants and contributions

Designation of released funds to endowment

Change in value of trusts

Change in value of gift annuities

Appropriation of endowment assets
pursuant to spending-rate policy

Other changes

Distribution from Board-designated endowment
pursuant to distribution policy
Other expenses

Endowment net assets, end of year

June 30, 2022

Endowment net assets, beginning of year

Net investment return

Grants and contributions

Designation of released funds to endowment

Change in value of trusts

Change in value of gift annuities

Appropriation of endowment assets
pursuant to spending-rate policy

Other changes

Distribution from Board-designated endowment
pursuant to distribution policy
Other expenses

Endowment net assets, end of year

Without Donor
Restrictions

With Donor
Restrictions

Total

$ 4,110,457 $ 42,101,261 $ 46,211,718
746,658 4,176,460 4,923,118
116,958 350,000 466,958
353,659 - 353,659
48,868 25,924 74,792
96,257 - 96,257

- (1,707,297) (1,707,297)

(289,506) - (289,506)

(28,239) - (28,239)

S 5,155,112 S 44,946,348 S 50,101,460
Without Donor With Donor

Restrictions

Restrictions

Total

$ 2,897,350 $ 45,942,812 $ 48,840,162
(947,041) (6,197,199) (7,144,240)
2,237,819 4,000,000 6,237,819
349,293 - 349,293
(101,861) (44,999) (146,860)

(41,639) - (41,639)

- (1,599,353) (1,599,353)

(259,788) - (259,788)
(23,676) - (23,676)

$ 4,110,457 $ 42,101,261 $ 46,211,718
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Funds with Deficiencies

From time to time, the fair value of assets associated with donor-restricted endowment funds may fall below
the level that the donor or the UPMIFA requires the SPCO and the perpetual trust to retain as a fund of
perpetual duration. For the year ended June 30, 2023, no deficiencies of this nature existed. For the year ended
June 30, 2022, deficiencies of this nature existed in one donor-restricted endowment fund, which had original
gift values of $43,948,211, a fair value of $41,862,694, and a deficiency of $2,085,517. These deficiencies
resulted from unfavorable market fluctuations that occurred after the investment of new contributions for
donor-restricted endowment funds and continued appropriation for certain programs that were deemed
prudent by the Board of Directors.

The SPCO has a policy that permits spending from underwater endowment funds unless otherwise precluded by
donor intent or relevant laws and regulations. The governing board appropriated for expenditure $1,599,353
from underwater endowment funds during the year ended June 30, 2022. There was no appropriation of
underwater endowment funds during the year ended June 30, 2023.

Return Objectives and Risk Parameters

The SPCO has adopted investment and spending policies for endowment assets that attempt to provide a
predictable stream of funding to general operations while seeking to maintain the purchasing power of the
endowment assets. Endowment assets include donor-restricted funds that the SPCO 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 have been invested in a manner intended to provide a long-term return of 5%
and allowing for inflation. Actual returns in any given year may vary from this amount.

Strategies Employed for Achieving Objectives

To satisfy its long-term rate-of-return objectives, the SPCO 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 SPCO targets a diversified asset allocation of bonds, equities, marketable alternatives, real
assets, absolute return funds, and private equity to achieve its long-term return objectives within prudent risk
constraints.

Spending Policy and How the Investment Objectives Relate to Spending Policy

The SPCO has established an endowment spending policy to maintain the purchasing power of the endowment
funds. This policy was reaffirmed in the year ended June 30, 2021, and applies to funds with restrictions into
perpetuity, as well as funds that have been designated by the Board of Directors as endowment funds. Real
growth in the endowment is provided through new gifts and any excess investment returns. In establishing the
endowment draw rate, the SPCO considers the long-term expected return on its endowment and the current
and historical purchasing power of the endowment. Since the year ended June 30, 2016, the SPCO has made
gradual reductions in the draw rate to a level more likely to maintain its purchasing power. The endowment
draw percentage for the fiscal years ended June 30, 2023 and 2022, was 4.20% of the endowment fund’s
average value.
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Note 10 - Net Assets with Donor Restrictions

Net assets with donor restrictions are restricted for the following purposes or periods:

Subject to expenditure for specified purpose
Concert production projects
Digital Media initiative
New Generation initiative
Rainy Day Fund
Other

Subject to passage of time
Annual Fund for future years
Other support

Endowments
Subject to appropriation and expenditures when a
specified event occurs
Available for general use
Broadcasting, recording, touring
Music education and outreach
New music

Perpetual in nature, earnings from which are subject to
endowment spending policy appropriation
General use
Broadcasting, recording, touring
Music education and outreach
New music
Underwater endowments

2023 2022

S 1,110,122 S 1,111,074

Perpetual in nature, not subject to spending policy or appropriation

Beneficial interests in charitable trusts held by others

49,072 240,937
21,608 58,469
701,748 701,748
2,400 52,268
1,884,950 2,164,496
397,136 570,595
2,418,466 3,299,631
2,815,602 3,870,226
277,911 -
2,929 -
68,354 -
34,451 -
383,645 -
43,395,820 43,045,820
25,000 25,000
583,370 583,370
294,021 294,021

- (2,085,517)
44,298,211 41,862,694
264,492 238,567

$ 49,646,900 S 48,135,983
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Net assets released from restrictions during the years ended June 30, 2023 and 2022, consist of the following:

2023 2022
Expiration of time restrictions S 1,265,415 S 695,852
Satisfaction of purpose restrictions
Concert production projects 236,722 134,363
Education programs 135,877 22,420
Digital Media initiative 343,458 404,010
New Generation initiative 46,861 17,797
Diversity and inclusion initiative - 95,000
Other 168,728 64,245
2,197,061 1,433,687
Restricted-purpose spending-rate distributions and appropriations
General use 1,668,041 1,599,353
Broadcasting, recording, touring 1,088 -
Music education and outreach 25,378 -
New music 12,790 -
1,707,297 1,599,353

S 3,904,358 S 3,033,040

Note 11 - Retirement Plans
Defined Contribution Plan

The SPCO maintains a defined contribution retirement plan for eligible union and non-union employees. For
non-union employees, the plan provides for a dollar-for-dollar match of the employee’s deferred contribution to
the retirement plan. Non-union employees who normally work 20 or more hours per week are eligible for the
employer contribution. The amount of the matching contribution may vary based upon the discretion of the
SPCO. For the fiscal years ended June 30, 2023 and 2022, the SPCO provided a matching contribution of up to
5.5% of each eligible employee’s salary or wages. Retirement plan expense for the defined contribution plan
totaled $133,747 and $128,921, for the years ended June 30, 2023 and 2022, respectively.
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Defined Benefit Plan

For union employees classified as musicians, the SPCO participates in a multiemployer defined benefit pension
plan, the American Federation of Musicians and Employers’ Pension Fund (the Plan), EIN/Plan Number
51-6120204 with a plan year of January 1 to December 31, beginning in 2023. Previously, the Fund plan year was
from April 1 to March 31. The Plan was 49.4% and 49.9% funded as of April 1, 2022 (most recent available) and
April 1, 2021, respectively. The Plan was in “critical” status (red Pension Protection Act Zone status) prior to
June 28, 2019. On that date, the Plan was certified by its actuary to be in “critical and declining” status. The
Plan’s Board of Trustees adopted a rehabilitation plan on April 15, 2010, which was intended to help improve its
funded status through various benefit reductions and employer contributions increases. The rehabilitation plan
was last updated in June 2018. The total number of employers obligated to contribute to the Plan was 3,818
during the Plan year beginning April 1, 2021 (most recent available). For the Plan years beginning April 1, 2019,
2020, and 2021, the Plan did not list on its Form 5500 any employers as having contributed more than 5% of the
Plan’s total contributions. The Form 5500 for Plan Year beginning April 1, 2022 has not yet been completed. The
SPCO made contributions of $259,307and $241,111 for years ended June 30, 2023 and 2022, respectively, which
is recognized as pension cost. The SPCO’s contributions as a percentage of the total contributions was less than
1% in the years beginning April 1, 2021 (most recent available) and 2020, respectively.

The Plan funding information does not take into account the financial assistance that the Plan expects to receive
under the American Rescue Plan Act (ARPA). This law, enacted in March 2021, allows certain troubled
multiemployer pension plans to obtain financial assistance from the federal Pension Benefit Guaranty
Corporation (PBGC). The assistance is intended to provide these plans with the amount required for the Plan to
pay all benefits due for the next 30 years, without reductions in already-earned benefits. The Plan qualifies for
this assistance because it is in “critical and declining” status, as described above. The PBGC has accepted
applications from different “priority groups” of qualifying plans on a staggered basis. In general, the worse a
plan’s financial condition, the earlier it can apply. A plan’s priority group has no bearing on the amount of
financial assistance it will receive. On March 10, 2023, the Plan applied for $1.5 billion of special financial
assistance. On June 30, 2023, the Plan’s application was withdrawn to make revisions requested by the PBGC.

Subsequent Event

The Plan submitted a revised application on August 4, 2023, for $1.44 billion of financial assistance from the
PBGC. On October 30, 2023, the Plan’s application was withdrawn and resubmitted in order to correct a data
entry error in the revised application. The PBGC has 120 days to review the revised application and expects to
make the requested payment within 60 to 90 days of approval.

Note 12 - Donated Professional Services and Materials
There was $11,665 in donated professional services and materials during the fiscal year ended June 30, 2023,
which consisted of professional information technology services and catering. There were no donated

professional services and materials for the fiscal year ended June 30, 2022. Contributed services are valued and
reported at the estimated fair value in the financial statements based on current rates for similar services.
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Note 13 - The Arts Partnership

In 2007, the Arts Partnership, a 501c(3) organization, was formed for the purpose of collaborating on activities
related to the Ordway Center for the Performing Arts. The Arts Partnership is exempt from income taxes as a
nonprofit organization under the applicable federal and Minnesota income tax regulations. It is governed by a
Board of Directors consisting of the CEOs and Board representatives of the Minnesota Opera (MN Opera),
Ordway Center for the Performing Arts (Ordway), Schubert Club (Schubert), and the SPCO. The Ordway has
three representatives and the other organizations each have two representatives.

The partnership is built on a Master Agreement, which addresses scheduling, rental rates, and other operating
and financial issues with respect to the Ordway building on a long-term basis. MN Opera, Ordway, Schubert, and
the SPCO are “Arts Partners” as defined in the Master Agreement. An Arts Partner can withdraw from the
agreement with a minimum five years’ notice.

One of the initiatives of the Arts Partnership is to carry out fundraising for enhancements and maintenance to
the Ordway building as well as to support Arts Partner utilization of the Ordway building through a subsidy of
annual rental charges. Additional fundraising occurred in the years ended June 30, 2023 and 2022, for the

All 4 One campaign, in part to support the financial stability of the Arts Partners during the pandemic and
recovery. An earlier Arts Partnership campaign resulted in the construction of a new concert hall at the Ordway,
which opened in 2015.

Under the terms of the Master Agreement, the SPCO has committed to a rental rate structure based on
utilization of the Concert Hall at the Ordway. The SPCO received rent subsidy and other support, including
support from the All 4 One campaign, of $1,088,837 and $1,004,705 from the Arts Partnership in the years
ended June 30, 2023 and 2022, respectively.

Note 14 - Related Party Transactions
The SPCO receives contributions from Board members, and other related parties. Contributions received from
Board members, staff, and other related parties were $2,039,185 and $5,259,708 in the years ended June 30,

2023 and 2022, respectively. Promises to give from Board members, staff, and other related parties were
$399,457 and $469,050 as of June 30, 2023 and 2022, respectively.
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Note 15 - Restatement

Cash from contributions restricted to the endowment was included in the Cash Flows from the Operating
Activities section of the Statement of Cash Flows in the audited financial statements for the fiscal year ended
June 30, 2022. These funds should have been deducted from the Cash Flow from Operating Activities section
with a corresponding increase in the Cash Flow from Financing Activities section of the Statement of Cash Flows.

The following financial statement line items for the year ended June 30, 2022, were restated as a result of the

correction:

As Previously
Statement of Cash Flows Reported Adjustment

As Restated

Cash Flows from Operating Activities
Contributions restricted to endowment S 4,000,000 S (4,000,000)
Net Cash from Operating Activities 4,237,384 (4,000,000)

Cash Flows from Financing Activities
Collections of contributions restricted
to endowment - 4,000,000
Net Cash from Financing Activities - 4,000,000

Note 16 - Subsequent Events

237,384

4,000,000
4,000,000

The SPCO has evaluated subsequent events through November 16, 2023, the date which the financial

statements were available to be issued.
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