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September 10,2010 

Board of Supervisors 
County of Stanislaus 
101 0 loth Street, Suite 6800 
Modesto, CA 95354 

RE: Audited Year End Financials for YIE 6130110 

Ladies and Gentlemen: 

Enclosed is a copy of the fiscal year ending June 30,201 0 audited consolidated financial 
statements for Central Valley Center for the Arts, Inc. and Subsidiaries. This is delivered 
pursuant to Section 14.4 Audited Financial Statements of the Operating Agreement 
between the County of Stanislaus, the Gallo Center for the Arts, LLC and the Central 
Valley Center for the Arts, Inc. While the agreement only requires reporting of Gallo 
Center for the Arts, LLC, the Center has elected to provide financial statements for the 
consolidated company and provide company specific information as supplemental 
schedules accompanying the consolidated financial statements. 

As the Director of Finance for the organizations, I certify that to the best of my 
knowledge and belief, these statements present fairly the financial position of the entities 
as of June 30,201 0. 

Sincerely, 

Bryan Branco 
Director of Finance 
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Building your future 

To the Board of Directors 
Central Valley Center for the Arts, Inc. 

We have audited the accompanying consolidated statement of financial position of Central Valley Center for the 
Arts, Inc. and Subsidiary (a California nonprofit corporation) (the Center) as of June 30, 2010, and the related 
consolidated statements of activities and cash flows for the year then ended. These consolidated financial 
statements are the responsibility of the Center's management. Our responsibility is to express an opinion on 
these consolidated financial statements based on our audit. The prior year summarized comparative information 
has been derived from the Center's June 30, 2009 consolidated financial statements and, in our report dated 
October 28,2009, we expressed an unqualified opinion on those consolidated financial statements. 

We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the consolidated financial statements are free of material misstatement. An audit includes consideration 
of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Center's internal 
control over financial reporting. Accordmgly, we express no such opinion. An audlt includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An audlt also 
includes assessing the accounting principles used and sigmficant estimates made by management, as well as 
evaluating the overall consolidated financial statement presentation. We believe that our audit provides a 
reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the 
consolidated financial position of the Center as of June 30, 2010, and the consolidated changes in its net assets 
and its cash flows for the year then ended in conformity with accounting principles generally accepted in the 
United States of America. 

Our audit was conducted for the purpose of forming an opinion on the basic consolidated financial statements 
taken as a whole. The supplemental schedules on pages 23 and 24 are presented for purposes of additional 
analysis and are not a required part of the basic consolidated financial statements. Such information has been 
subjected to the auditing procedures applied in the audit of the consolidated financial statements and, in our 
opinion, is fairly stated in all material respects in relation to the basic consolidated financial statements taken as a 
whole. 

San Francisco, California 
September 9,2010 

Member of The Leading Edge Alliance 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

CONSOLIDATED STATEMENT OF FINANCIAL POSITION 

June 30,2010 
with comparative totals for 2009 

Current assets: 
Cash and cash equivalents 
Cash held in trust for resident companies 
Receivables: 

Contributions, net 
0 ther 

Prepaid expenses and other assets 

Total current assets 

Noncurrent assets: 
Investments 
Net contributions receivable, long-term portion 
Bond issuance costs, net 
Property and equipment, net 
Endowment funds cash and cash equivalents 

Total noncurrent assets 

Total assets 

LIABILITIES AND NET ASSETS 

Current liabdtties: 
Accounts payable and accrued expenses 
Due to resident companies 
Deferred revenue 
Current portion of bonds payable 

Total current liabilities 

Noncurrent liabilities: 

Fair value of interest rate swap 
Bonds payable, net of current portion 

Total noncurrent liabilities 

Total liabilities 

Net assets: 
Unrestricted-undesignated 
Umestricted-board designated 

Total unrestricted 

Temporarily restricted 
Permanently restricted 

Total net assets 

Total liabilities and net assets 

The accompanying notes are an integral 
part of thesc consolidated financial statements. 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

CONSOLIDATED STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS 

for the year ended June 30,2010 
with comparative totals for 2009 

Operating revenues: 
Ticket sales 
Facility use income 
Operating investment income 

Other income 

Total operating revenues 

Operating expenses: 
General and administrative 
Program 

Total operating expenses 

-- 

Temporarily Permanently 
Unrestricted Restricted Restricted Total 2009 

Operating loss before contribution income (3,468,798) (3,468,798) (4,623,568) 

Contribution income: 
Contributions 
In-kind donations 
Special events: 

Ticket sales 174,975 
Less: direct expenses (1 81,686) 

Total special events (6,711) 
Net assets released from restrictions-operating 1,284,487 (1,284,487) 

Total contribution income 2,758,264 405,559 3,163,823 1,962,061 
Less: fund-raising expenses (417,131) (417,131) (374,507) 
Less: loss for uncollectible promise to gve  5,286 (53,499) (48,213) (64,538) 

Net contribution income 

Operating (loss) income (1 ,I 22,379) 352,060 (770,319) (3,100,552) 

Nonoperating itcms: 
Nonoperating investment income 

Change in nct assets bcfore unrealized 
losses on swap (1 ,I 22,379) 397,283 7,980 (717,116) (2,834,059) 

Unrealized losses on swap 

Change in net assets 

Net assets, beginning of year 

Net assets, end of year 

The accompanying notes are an integral 
part of these consolidated financial statements. 
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CENTRAL VALLEY CENTER FOR T H E  ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

CONSOLIDATED STATEMENT OF CASH FLOWS 

for the year ended June 30,2010 
with comparative totals for 2009 

Cash flows from operating activities: 
Decrease in net assets 
Adjustments to reconcile decrease in net assets to net cash used in 

operating activities: 
Contributions restricted for long-term purposes 
Investment income restricted for long-term purposes 
In-lund donations 
Depreciation and amortization 
Change in discount on contributions receivable 
Unrealized loss on interest rate swap 
Amortization of bond issuance costs 
Bad debt expense 
Loss on chsposal of assets 

Changes in operating assets and liabilities: 
Net (increase) decrease in contributions receivable 
Net decrease (increase) in other receivables 
Net (increase) decrease in prepaid expenses and other assets 
Net decrease in accounts payable and accrued expenses 
Net increase in deferred revenue 

Net cash used in operating activities 

Cash flows from investing activities: 
Purchases of endowment fund investments 
Purchases of property and equipment 
Purchase of operating investments 

Net cash used in investing activities 

Cash flows from financing activities: 
Collections of contributions restricted for long-term purposes 
Investment income restricted for long-term purposes 
Principal payments on bonds 

Net cash provided by financing activities 

Net decrease in cash and cash equivalents 

Cash and cash equivalents, b e p n i n g  of year 

Cash and cash equivalents, end of year 

Supplemental cash flow information: 
Interest paid 

Taxes paid 

Noncash investing and financing activities: 
In-kind property and equipment donations 

The accompanying notes are an integral 
part of these consolidated financial statements. 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1. Organization and Significant Accounting Policies 

General 

Central Valley Center for the Arts, Inc. (a nonprofit California corporation) (CVCA) is a nonprofit 
public-benefit corporation established to receive, acquire, hold, manage, administer, and expend 
property and funds for charitable and public purposes, and to support and encourage the arts in the 
Central Valley of California. Specific activities include creating a permanent, irrevocable endowment 
fund and conducting fund-raising events to receive gifts, money or property, and to provide financial 
support for the operation of a regional arts center (the Performing Arts Center) in Stanislaus County. 

Gallo Center for the Arts, LLC (GCA, LLC), a single member California Limited Liabhty Company, 
was established by Central Valley Center for the Arts, Inc. to lease and operate the Performing Arts 
Center. The Performing Arts Center is owned by Stanislaus County (the County). 

Gallo Center for the Arts, Inc. (GCA, Inc.) is an inactive corporation in good standmg with the 
Secretary of State of California. It is incorporated as a nonprofit public-benefit corporation and is 
organized under the Nonprofit Public Benefit Corporation Law for public and charitable purposes. The 
specific purpose of this corporation wdl be to operate a multi-venue arts center and to receive, acquire, 
hold, manage, administer, and expend property and funds for charitable and public purposes to support 
and encourage the arts in the Central Valley, includtng but not ltmited to, conducting fund-raising to 
receive gifts, money or property, and to provide financial support for the operation of a regional arts 
center in Stanislaus County. This corporation was inactive for the year ended June 30, 2010, but it 
assumed the operations of GCA, LLC on July 1,2010. 

As shown in these consolidated financial statements, the Center has incurred recurring losses from 
operations. This raises concern about the Center's ability to recover the cost of long-term assets. 
Management implemented changes to operations during the year ended June 30,2010 which resulted in 
a dramatic improvement in cash flows and the Center is working to institute a more efficient show 
management process, increase contributions, and increase and find new sources of revenue. 
Management believes these factors will contribute toward achieving successful operations. The 
consolidated financial statements do not include any adjustments that might be necessary if the Center is 
unable to achieve successful operations. 

Consolidation 

The accompanying consolidated financial statements include the accounts of CVCA and GCA, LLC 
(together, the Center). All intercompany accounts and transactions have been eliminated. GCA, Inc. is 

. not a subsidiary of CVCA and currently has no assets, liabhties, or operations and thus, has not been 
included in the consolidation. 

Continued 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

1. Organization and Significant Accounting Policies, continued 

Nature of Activities 

The following programs and supporting services are included in the accompanying financial statements: 

Program-Expenses chectly related to managing and operating the Center, includng the cost of artists 
and other performance-related expenses. Program also includes the costs related to the Pathwq to 
Creatiuip series which teaches academic content, social responsibhty, and life skills through theater- 
based experiences delivered to school-aged youth. 

General a n d  Administratrtrv~Support services include du-ect business management salaries and 
related expenses, and indu-ect allocations of other expenses identified that include a component of 
general administration. 

Fund-raising-Support services include expenses related to the Center's fund-raising efforts to 
continue providing the structure necessary to encourage and secure public financial support. Fund- 
raising also includes the costs of obtaining sponsors for programs and program series. 

Basis of Accounting 

The accompanying consolidated financial statements have been prepared on the accrual basis of 
accounting. Net assets and revenues, expenses, gains, and losses are classified based on the existence or 
absence of donor-imposed restrictions. Accordngly, the net assets of the Center and changes therein are 
classified and reported as follows: 

Unrestricted Net AssetsNet  assets that are not subject to donor-imposed restrictions. Unrestricted 
net assets are further designated by the following funds: 

Undesignated-Resources available to support the Center's operations and temporarily restricted 
resources that have been released of their intended restriction and made available for use by the 
Center in accordance with the intentions of the donors. 

Board Designated-Funds earned through capital restoration fees charged on ticket sales, to be 
used for future restoration projects to the Performing Arts Center and funds in endowment 
accounts in excess of restricted amounts to be used at the dscretion of the Board. 

Temporarily Restricted Ne tAsse t sNe t  assets that are subject to donor-imposed restrictions which 
can be fulfilled either by actions of the Center pursuant to those stipulations and/or expire with the 
passage of time. 

When the Performing Arts Center commenced operations, all restrictions from funds which had been 
temporarily restricted for construction or preopening expenses were released from restriction. 

Permanently Restricted Net Assets-Net assets that are subject to donor-imposed restrictions that 
they be retained permanently by the Center. The donors of these assets permit the Center to use all or 
part of the income earned on related investments for general or specific purposes. 

Continued 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

1. Organization and Significant Accounting Policies, continued 

Basis of Accounting, continued 

Revenues are reported as increases in unrestricted net assets unless use of the related assets are luntted 
by donor-imposed restrictions. Expenses are reported as decreases in unrestricted net assets. Gains or 
losses on investments are reported as increases or decreases in temporarily restricted net assets unless 
their use is otherwise restricted by explicit donor stipulation or by law. 

Cash and Cash Equivalents 

The Center considers all highly liquid instruments purchased with an initial maturity of three months or 
less to be cash equivalents. Funds restricted for the endowment are invested in cash and cash 
equivalents, but are presented as noncurrent assets and not available for operations. The Center invested 
in two-year certificates of deposits, which are classified as long-term investments. Addttionally, cash held 
in trust for resident companies is excluded from cash and cash equivalents and presented separately in 
the statement of financial position. 

Contributions Receivable 

Contributions receivable consist of pledges that are primarily from residents and businesses located in 
Stanislaus County, California. 

Payments of these pledges have been promised over a period of generally one to five years and have 
been lscounted to net present value using U.S. Treasury rates at the time the pledge was made rangng 
from 0.72% to 3.47% plus an adltional0.5% for market factors. 

The Center accretes the dtscount over the term of the pledge as a component of contribution revenue. 
During the year ended June 30, 2010, the Center accreted $53,025 of the unamortized lscount to 
contribution revenue. 

The Center continually monitors donors and customers' creltworthiness and recognizes allowances for 
estimated bad debts on donor and customer accounts that are no longer estimated to be collectible. The 
Center adjusts any allowance for s'ubsequent collections upon final determination that an account or 
contribution receivable is no longer collectible. 

Other Receivables 

Other receivables consist of amounts related to concessions and accrued interest. 

Continued 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS. Continued 

1. Organization and Significant Accounting Policies, continued 

Property and Equipment 

The Performing Arts Center and other property and equipment purchased are stated at cost. Repairs and 
maintenance are charged to expense as incurred. Interest expense on financing incurred for construction 
of the Performing Arts Center was capitahzed and reduced by any interest income earned on the 
proceeds held by the Center. 

The Center depreciates the Performing Arts Center, inclulng costs incurred by the County, using the 
straight-line method over the 40 year and two 20 year extensions for the total 80 year expected term of 
the Performing Arts Center lease. Leasehold improvements are depreciated over the shorter of the 
estimated useful life or remaining expected life of the lease. Depreciation for all other property and 
equipment is computed using the straight-line method over the estimated useful lives ranging from 3 to 
40 years. 

Contributed property and equipment or assets restricted for the purchase of property and equipment is 
recorded at the estimated fair value of the asset at the date of donation. In the absence of donor 
stipulations regarding how the contributed property and equipment or assets restricted for the purchase 
of property and equipment must be used, the Center has adopted a policy of releasing restrictions on 
contributions of such assets once they have been placed into service. 

Bond Issuance Costs 

Bond issuance costs have been capitalized and are being amortized over the remaining life of the 
underlying bonds payable. During the year ended June 30, 2010, the Center amortized $10,748 of bond 
issuance costs. 

Fair Value Measurements 

Fair Value Measurement-Definition and Hierarchy 

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liabhty 
(i.e., the exit price) in an orderly transaction between market participants at the measurement date. 

In determining fair value, the Center uses various valuation approaches. A hierarchy has been 
established for inputs used in measuring fair value that maximizes the use of observable inputs and 
minimizes the use of unobservable inputs by requiring that the most observable inputs be used when 
available. Observable inputs are inputs that market participants would use in pricing the asset or 
liabdtty developed based on market data obtained from sources independent of the Center. 
Unobservable inputs are inputs that reflect the Center's assumptions about what market participants 
would use in pricing the asset or liabibty developed based on the best information available in the 
circumstances. 

Continued 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

1. Organization and Significant Accounting Policies, continued 

Fair Value Measurements, continued 

Fair Value Measurement-Definition and Hierarchy, continued 

The hierarchy is broken down into three levels based on the observabhty of inputs as follows: 

Level 1-quoted prices in active markets for identical investments. 

LevelZ-other significant observable inputs (includng quoted prices for s d a r  investments, interest 
rates, prepayment speeds, credt risk, etc.). 

Level3-significant unobservable inputs (including the Center's own assumptions in determining fair 
value investments). 

The categorization within the valuation hierarchy is based upon the lowest level of input that is 
significant to the fair value measurement. Substantially all of the cash and cash equivalents, 
investments, and endowment funds are invested in marketable securities and are deemed to be Level 1 
within the valuation hierarchy. 

The Center has a fixed/float interest rate swap (see Note 8) to hedge against fluctuations in interest 
rates. Fair value is provided on a monthly basis by the Center's bank and represents current settlement 
value based on mid-market values obtained by the bank. This swap is deemed to be Level 2 within the 
valuation hierarchy. 

Endowments 

The State of California enacted the Uniform Prudent Management of Institutional Funds Act 
(UPMIFA) effective January 1, 2009, the provisions of which apply to endowment funds existing on or 
established after that date. Net asset classifications of donor-restricted endowment funds subject to an 
enacted version of UPMIFA have been accounted for appropriately in these consolidated financial 
statements. For the year ended June 30, 2010, loan restrictions required endowment funds be held in 
highly liquid short-term investments. Earnings were below the target returns. The endowment donors 
agreed to the restrictive nature of the investments when funds were contributed in order to secure the 
letter of credt (see Note 8). Addtional disclosures about the Center's endowment funds (both donor- 
restricted and board-designated endowment funds) whether or not the Center is subject to UPMIFA 
have been included for the year ended June 30,2010. 

Continued 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

1. Organization and Significant Accounting Policies, continued 

Endowments, continued 

Interpretation of  Relevant Law 

The Board of the Center, on the advice of legal counsel, has interpreted California's enacted version of 
UPMIFA as requiring the preservation of the fair value of the original gift as of the g f t  date of the 
donor-restricted endowment fund, absent explicit donor stipulations to the contrary. As a result of this 
interpretation, the Center classifies as permanently restricted net assets (1) the original value of gifts 
donated to the permanent endowment, (2) the original value of subsequent gifts donated to the 
permanent endowment, and (3) additions to the permanent endowment in accordance with donor 
du-ections. The remaining portion of the donor-restricted endowment fund 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 Center in a manner consistent with the standard of prudence 
prescribed by the enacted version of UPMIFA. 

To achieve that objective, the Center has adopted an investment policy that attempts to maximize total 
return consistent with an acceptable level of risk. Endowment assets are currently invested in short- 
term fixed income securities. The Center's spending policy is intended to result in a consistent rate of 
return that has sufficient liquidity to make an annual distribution of up to 5%, while growing the fund 
if possible. Over the long-term, once the bonds are paid down (see Note 8), the Center expects its 
endowment assets, over time, to produce an average rate of return of approximately 8% annually. 
Actual returns in any gven year may vary from this amount. Given current economic condtions, 
management believes these objectives wdl not be met in the near term. Investment risk is measured in 
terms of the total endowment fund; investment assets and allocation between asset classes and 
strategies are managed to not expose the fund to unacceptable levels of risk. 

Spending Policy 

In accordance with the State of California's enacted version of UPMIFA, the Center considers the 
following factors in mahng a determination to appropriate or accumulate donor-restricted endowment 
funds: 

(1) The duration and preservation of the fund 

(2) The purposes of the Center and the endowment funds 
(3) General economic condtions 

(4) The possible effect of inflation and deflation 

(5) The expected total return from income and the appreciation of investments 

(6) Other resources of the Center 

(7) The investment policies of the Center 

The Center has a policy of appropriating for distribution each year up to 5% of its endowment fund's 
average fair value over the prior 12 quarters through the calendar year-end preceding the fiscal year in 
which the distribution is planned. 

Continued 

CORRESPONDENCE NO. 3
Page 13 of 28



CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDLARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

1. Organization and Significant Accounting Policies, continued 

Endowments, continued 

Spending Policy, continued 

In establishing this policy, the Center considered the long-term expected return on its endowment. 
Accordingly, over the long term, once the bonds are paid down (see Note 3), the Center expects the 
spendng policy to allow its endowment to grow at an average of 3% annually, net of appropriations. 
Given current economic condtions, management believes these objectives will not be met in the near 
term. 

Investment Policy, Strategies, and Objectives 

The Center has adopted investment and spendtng policies for endowment assets, however, currently 
all endowment assets are used as collateral for the bonds payable (see Note 8) and subject to 
investment restrictions by loan covenants to short-term fixed income securities. 

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 or UPMIFA requires the Center to retain as a fund of 
perpetual duration. In accordance with generally accepted accounting principles (GAAP), there were 
no deficiencies of this nature as of June 30,2010. 

Interest Rate Swap 

The Center uses an interest rate swap to effectively create a fixed rate of interest on $9.8 d o n  of 
floating rate debt (see Note 8). The interest rate swap is recognized on the consolidated statement of 
financial position at fair value. Fair value of the swap is based on its current settlement value. The swap 
counterparty will receive or make periodc payments to the Center equal to any net difference between 
the fixed and floating rate. The amounts received from or paid to the swap counterparty are included as 
a component of interest expense. Changes in the underlying value of the swaps are recorded as 
unrealized gains or losses on interest swap in the consolidated statement of activities and changes in net 
assets based on the change in the interest swap's fair value. 

Operating Revenues 

Ticket sales are recorded as operating revenues on a specific performance basis. Deferred revenues, 
representing the receipt of ticket sale payments for hture performances, are initially deferred in the 
statement of financial position and are subsequently recognized as revenue when the related - 
performances take place. Facdity use income is recognized once the related event has occurred. Other 
income consists primarily of concessions, parking, and service fees. Revenue is either recognized once 
evidence of an arrangement exists, delivery has occurred, the price is ftxed and determinable and 
collection is probable, or when the nonrefundable transaction has occurred. Special events consist of 
ticket sales and the applicable expenses related to the season opening gala. There was no season opening 
gala during the year ended June 30,2010. 

Continued 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

1. Organization and Significant Accounting Policies, continued 

Operating Expenses 

Costs of performances are recorded as expenses in the year the related performance occurs. Costs 
relating to future performances are classified as prepaid expenses untd the performance occurs. 

Contribution Income 

Contributions are considered to be avadable for unrestricted use unless specifically or implicitly 
restricted by the donor. Amounts received that are designated for future periods or restricted by the 
donor for specific or implied purposes are reported'as temporarily restricted or permanently restricted 
support. When a temporary restriction is satisfied, temporarily restricted net assets are reclassified to 
unrestricted net assets and reported in the consolidated statement of activities and changes in net assets 
as net assets released from restrictions. 

Contributions of property and equipment or assets restricted to the purchase of property and equipment 
are recognized as temporarily restricted untd the property is placed into service, at which time the assets 
are released from restriction. 

Amounts received under conditional pledges are recorded as advances from donors untd underlying 
condttions have been met. As of June 30, 2010, the Center has a promise to gve  for $500,000 that is 
condttioned upon the ability to raise new and increased donations of at least $1 d o n  over a two year 
period. This promise to give wdl be recognized as revenue when the condition is met in future years. 

The County's portion of the Performing Arts Center costs have been recognized as a contributed use of 
a long-lived asset in the amount of $17,302,673, when the asset was placed in service in September 2007. 
The Center recognizes contributions for the use of long-lived assets as temporarily restricted 
contributions. Restrictions are released into unrestricted revenues straight-he over the remaining period 
of use of such assets. 

The Center has contracted with a third party to accept vehicle donations. The Center receives a portion 
of the proceeds from the sale of vehicles, which are reported as unrestricted contributions. 

In-kind Contributions 

The Center receives donated services from unpaid volunteers who assist in the management, operation, 
and fund-raising of the Center. Only services that meet the required recognition criteria under 
accounting principles generally accepted in the United States are recognized as income and expense. 
Contributed property and equipment is recorded at its estimated fair value. The Center received 
professional services, accommodations, and advertising during the year ended June 30, 2010 in the 
amount of $168,827, which have been recorded as in-kind donations and assets or expenses. 

Continued 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

1. Organization and Significant Accounting Policies, continued 

Advertising 

Advertising costs are charged to expense as incurred. Advertising expenses for the year ended June 30, 
201 0 were $65 1,250, includmg $103,863 recorded as in-hnd contributions. 

Functional Allocation of Expenses 

The Center's expenses are summarized on a functional basis in the consolidated statement of activities 
and changes in net assets. 

Measure of Operations 

The Center's measure of operations is its operating income (loss), which includes all unrestricted 
operating revenues and expenses that are an integral part of its programs and supporting activities. 
Unrestricted contributions and net assets released from donor restrictions to support its operating 
activities are also included, except certain nonrecurring items. The measure of operations excludes 
nonrecurring activities such as investment returns, and release of restrictions related to the capital 
campaign. 

Use of Estimates 

The preparation of the consolidated financial statements in conformity with accounting principles 
generally accepted in the United States of America requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets 
and liabhties at the date of the consolidated financial statements and the reported amounts of revenues 
and expenses during the reporting period. Actual results could differ from those estimates. 

Income Tax Status 

CVCA is exempt from federal income tax under Section 501(c)(3) of the Internal Revenue Code. In 
addition, CVCA qualifies for the charitable contribution deduction under Section 170@)(1)(A) and has 
been classified as an organization other than a private foundation under Section 509(a)(2). 

GCA, LLC is not subject to federal income taxes on earnings, since all income or loss from its 
operations is allocated to its single member, CVCA, which is exempt from federal and state income tax. 
GCA, LLC is subject to a minimum state franchise tax of $800 annually plus a fee based on gross 
receipts. 

GCA, Inc. is a nonprofit organization under Section 501(c)(3) of the Internal Revenue Code and similar 
state statutes, and is exempt from federal and state income taxes. It was inactive for the year ended 
June 30,2010. 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

1. Organization and Significant Accounting Policies, continued 

Income Tax Status, continued 

Income from certain activities not hectly related to the Center's tax-exempt purpose is subject to 
taxation as unrelated business income. Internal Revenue Code Section 513(a) defines an unrelated trade 
or business of an exempt organization as any trade or business which is not substantially related to the 
exercise or performance of its exempt purpose. The income derived from the publication of brochures 
for shows and certain sponsorship and facility use income is considered unrelated business income. 
Since related expenses exceeded the income, no provision for income taxes has been accrued. 

Effective July 1, 2008, the Center began reviewing and assessing tax positions taken or expected to be 
taken against more-hkely-than-not recognition threshold and measurement attributes for financial 
statement recognition. 

The Center's policy for evaluating uncertain tax positions is a two step process. The f ~ s t  step is to 
evaluate the tax position for recognition by determining if the weight of available evidence indicates that 
it is more-likely-than-not that the position will be sustained upon audit, inclulng resolution of related 
appeals or litigations processes, if any. The second step is to measure the tax benefit or liability as the 
largest amount that is more than 50% likely to be realized or incurred upon settlement. Based on an 
analysis prepared by the Center, it was determined that the tax positions taken or expected to be taken 
had no material effect on the recorded tax assets and liabdities of the Center. 

Comparative Financial Statements 

The consolidated financial statements include certain prior-year summarized comparative information in 
total but not by net asset class. Such information does not include sufficient detail to constitute a 
presentation in conformity with accounting principles generally accepted in the United States of 
America. Accorlngly, such information should be read in conjunction with the organization's 
consolidated financial statements for the year ended June 30, 2009, from which the summarized 
information was derived. 

Reclassifications 

Certain reclassifications have been made to the 2009 consolidated financial statements in order to 
conform to the current year presentation. 

FASB Codification 

In June 2009, the Codtfication, a single source of authoritative nongovernmental GAAP, superseding 
existing Financial Accounting Standards Board (FASB), American Institute of Certified Public 
Accountants (AICPA), Emergng Issues Task Force (EITF), and related accounting literature, was 
created. The Codification reorganized a large number of pronouncements issued by various standard 
setters into roughly 90 accounting topics and displays them using a consistent structure. The 
Codfication is effective for interim or annual financial periods ending after September 15, 2009 and 
therefore was adopted by the Center for reporting in the fiscal year ended June 30, 2010. The adoption 
did not have a material impact on the Center's financial position, statements of activities and changes in 
net assets, and cash flows. 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS. Continued 

2. Contributions Receivable 

Contributions receivable consisted of the following at June 30, 2010: 

Receivable in fiscal year ending June 30: 
Due in less than one year 
Due in one to five years 
Due in more than 5 years 

3,397,304 
Less: allowance for uncollectible contributions receivable (50,685) 
Less: unamortized discount (145,998) 

Total 

3. Endowment Funds 

The Center received three permanently restricted endowment pledges totaling $15 d o n .  The 
endowment agreements provide that an amount equal to the lesser of 85% of the income From and net 
appreciation of fair market value of the endowment funds in each year, or 15% of the fair market value at 
the begnning of each year, wdl be available for certain purposes and is classified as temporarily restricted 
for such purposes. The balance of income and net appreciation earned on the endowment funds are to be 
added to the corpus and will remain permanently restricted. The endowment funds serve as collateral For 
the letter of credtt financing (see Note 8). As required by GAAP, net assets associated with endowment 
funds are classified and reported based on the existence or absence of donor-imposed restrictions. 
Endowment net asset composition by type of fund as of June 30,2010 is as follows: 

Total Net 
Temporarily Permanently Endowment 

Unrestricted Restricted Restricted Assets 

Donor-restricted 
endowment funds $ - $ 45,223 $15,321,461 $15,366,684 

Board-designated 
endowment funds 486,528 486,528 

Total funds $ 486,528 $ 45,223 $15,321,461 $15,853,212 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

3. Endowment Funds, continued 

Changes in endowment net assets as of June 30,2010 are as follows: 

Total Net 
Temporarily Permanently Endowment 

Unrestricted ~es i i c ted  Restricted Assets 

Endowment net assets, 
beginning of year $ 260,009 $ 226,519 $15,313,481 $15,800,009 

Investment income 45,223 7,980 53,203 
Amounts appropriated for 

expenditure 226,519 (226,s 19) 

Endowment net assets, 
end of year 

4. Property and Equipment 

Property and equipment consisted of the following at June 30, 2010: 

Computer equipment and software 
Furniture and equipment 
Capital lease-Performing Arts Center 

Less: accumulated depreciation 

Total $ 42,498,493 

Depreciation and amortization expense for the year ended June 30, 2010 was $1,087,856. 

5. Net Assets 

The Center's Board of Directors has chosen to place the following limitations on unrestricted net assets as 
of June 30,2010: 

Designated for endowment 
Designated for repairs and maintenance 
U ndesignated 

Total unrestricted net assets 

Continued 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

5 .  Net Assets, continued 

Temporarily restricted net assets as of June 30,2010 are avadable for the following purposes or periods: 

Endowment time restrictions 
Other time restrictions 
Educational programs-CSU Stanislaus 
Arts education for chddren 
Underprivileged chddren 
Use of Performing Arts Center 
0 ther 

Total temporarily restricted net assets 

Temporarily restricted net assets released during the year ended June 30, 2010 were as follows: 

Release of time restriction for operations 
Arts education and underprivileged youth 
Performances 
Capacity bddmg 
Capital campaign 
Use of Performing Arts Center 

Total temporarily restricted net assets released 

6. Financial Instruments 

The estimated fair values of financial instruments have been determined by the Center using available 
market information and appropriate valuation methodologies. However, considerable judgment is required 
in interpreting market data to develop the estimates of fair value. 

Accordingly, the values are not necessarily indtcative of the amounts that the Center could realize in a 
current market exchange and it is reasonably possible that the assumptions used by the Center in 
estimating fair value could change in the near term. 

At June 30, 2010, the Center believes that the carrying values of its financial instruments approximate fair 
value. For all cash and cash equivalents, the carrying value of these amounts is a reasonable estimate of 
their fair value. The fair value of contributions receivable is estimated by discounting the future cash flows 
using a risk-free rate of return. The fair value of the Center's long-term debt is estimated using rates 
believed to be currently available for debt with s d a r  terms and maturities. Fair value of the swap is based 
on its current settlement value. 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

7. Construction of Performing Arts Center 

In February 2004, the Center entered into a series of agreements under which the Center and the County 
agreed to finance and construct the Performing Arts Center for approximately $35 d o n .  The County 
provided fundmg of up to $15 d o n ,  paid by $12.5 d o n  in cash, partially financed by the County's 
issuance of certificates of participation (COPs), and land valued at $2.5 d o n .  The Center provided the 
balance of the construction and certain equipment costs funded through proceeds from a bond issuance 
and contributions received. Construction was completed and the Performing Arts Center was opened on 
September 10,2007. 

Under the terms of an operating agreement with the County, the Center has the right to operate the 
Performing Arts Center for an initial noncancelable period of 40 years for $1 per year, with an option to 
renew the lease for two consecutive 20-year periods for $1 per year. The County wdl retain title to the 
Performing Arts Center building and land, whch has been pledged as collateral for the County's COPs. 

The operating agreement between the County and the Center is subordmate to the County's COPs. 
Renewal options require that there be no default under the Center's operating agreement with the County. 
The 40-year term commenced upon opening of the Performing Arts Center. 

For accounting purposes, the Center was treated as the owner of the Performing Arts Center and was 
required to record the full costs of the construction, includtng that portion financed by the County. 

Upon completion of the Performing Arts Center in the year ended June 30, 2008, the Center recognized 
the County's portion of center costs as temporarily restricted contribution revenue. The County's 
contribution is considered a contributed use of a long-lived asset and temporarily restricted funds are being 
released over the estimated term of use. Additionally, the City of Modesto (City) contributed an addtional 
$740,428 for the costs of construction in the year ended June 30, 2008, which received the same treatment 
as the County's contribution. 

The operating lease qualified for treatment as a capital lease. The total costs of construction incurred by 
the Center, as well as the fair market value of the County and City's contribution, were capitalized to 
property and equipment in the consolidated statement of financial position. 

As of June 30, 2010, the total costs capitalized to property and equipment related to the Center's portion 
of the Performing Arts Center construction were $27,706,146, which includes $2,724,452 of capitalized 
interest income used toward construction and interest expense on bonds used to finance construction. The 
total Performing Arts Center costs capitalized to property and equipment, before depreciation, were 
$45,008,819. 

Continued 

18 

CORRESPONDENCE NO. 3
Page 21 of 28



CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

8. Bonds Payable 

To provide funds for construction of the Performing Arts Center, the Center obtained financing through 
Stanislaus County Capital Improvements Financing Authority (the Authority) in March 2004. The 
Authority issued $14 d o n  of variable rate demand bonds and loaned the proceeds to the Center. 
Neither the County nor the Authority is financially responsible for the repayment of these bonds. The 
bondholders must look solely to the Center or an underlying letter of c r e l t  described further below for 
repayment. The loan agreement between the Authority and the Center includes covenants which limit the 
Center's future indebtedness in excess of $2 d o n  and requires certain insurance levels and maintenance 
of the Center's facdities. 

The bonds are variable rate bonds and have weekly rate reset modes, with a maximum rate of 12%. 
However, in certain circumstances, the bonds can convert to term interest rates. The bonds have a final 
stated maturity of 2034. The interest rate for the variable debt for the year ended June 30, 2010 averaged 
2.50%. In March 2004, the Center entered into an interest rate swap to manage the interest rate exposure 
on the variable rate demand revenue bonds, with a termination date of March 1,2019. 

The swap is with a national bank. The Center has agreed to make 3.29% fixed rate payments and receive 
floating payments derived from the U.S. dollar LIBOR rate on a notional amount of $9.8 d o n .  The 
interest rate swap does not represent a perfect correlation between the U.S. market rate for floating debt 
and LIBOR (London Interbank Offered Rate) used to compute the offsetting payment due to or from the 
counterparty. At June 30, 2010, the underlying value of the swap was an unrealized loss of $1,204,228, 
which the Center has recorded as a liability. 

The bonds may be subject to redemption at the option of the bondholders. The Center entered into a 
letter-of-crelt and reimbursement agreement (LOC) with a national bank (the Bank). A remarketing 
agreement is in place whereby all optionally redeemed bonds are to be remarketed. 

Any excess of optional redemptions over proceeds from remarketing is to be satisfied by the LOC. In such 
an event, draws on the LOC would become currently due and payable. The LOC provides for an annual 
fee which during the year ended June 30, 2010, approximated $135,000. The fee is calculated on a sliding 
scale based on the Center's liquidity and outstandmg bond principal. 

Under the terms of the LOC, bondholders can draw principal and interest payments in the event the 
Center is unable to meet interest and principal redemption requirements. The LOC requires the Center to 
be in compliance with certain covenants and the Center was in compliance with those covenants. The 
LOC expires in March 2014. The bank has informally notified the Center of its intent not to renew the 
LOC with the same terms. 

The Center has pledged certain cash and cash equivalents, contributions receivable, investments, and 
equipment as collateral for the LOC. In adltion to h t i n g  future indebtedness to $2 d o n ,  the LOC 
places l m t s  on capital expenditures and requires compliance with certain financial covenants. 

Interest expense approximated $334,000, inclulng certain fees, for the year ended June 30,2010. 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

8. Bonds Payable, continued 

Future principal payments due on the bonds, annually on March lst, with quarterly sinlung h n d  payments, 
are as follows: 

Year ending June 30: 
201 1 
2012 
2013 
2014 
2015 
Thereafter 

9. Employee Benefit Plan 

The Center has a 403@) plan. Under this plan, all employees were eligible to participate with no minimum 
age requirement or service requirement. The Center was not required to make any contributions to the 
plan on behalf of the employees. During the year ended June 30, 2010, the Center terminated the 403@) 
plan. 

During the year ended June 30, 2010, the Center had a 4 0 1 0  plan, which covers substantially all full-time 
employees. Contributions are at the discretion of the Center. Total contributions paid to this plan for the 
year ended June 30,2010 totaled $31,849. 

10. Related Party Transactions 

During 2010, contributions from board members totaled $641,526. Undiscounted contributions receivable 
from such related parties were $399,375 at June 30, 2010. 

11. Concentrations of Credit Risk 

Cash and Cash Equivalents and Endowment Funds 

Financial instruments that potentially subject the Center to credit risk consist primarily of cash, cash 
equivalents, and certificates of deposit. The Center maintains cash, cash equivalents, and certificates of 
deposit with three major financial institutions. As of June 30, 2010, the Center was in excess of the 
federal depository insurance lunit of $250,000. 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

11. Concentrations of Credit Risk, continued 

Cash and Cash Equivalents and Endowment Funds, continued 

Cash and cash equivalents and endowment funds are invested in the following types of instruments with 
the following institutions as of June 30,2010: 

Bank of America: 
Bank deposits 
Certificate of deposit 
Money market 

Morgan Stanley: 
Money market 

Merrill Lynch: 
Bank deposits 
Money market 

Rabobank: 
Certificate of deposit 

Total 

Contributions Receivable 

Approximately 68% of contributions receivable were due from two donors as of June 30,2010. 

Contributions 

During the year ended June 30, 2010, two donors accounted for approximately 47% of total 
contributions. 

Facility Use Income 

During the year ended June 30, 2010, three users of the facihty accounted for approxhately 43% of 
total fachty use income. 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

12. Subsequent Events 

The Center evaluated subsequent events for recognition and lsclosure through September 9, 2010, the 
date which these financial statements were available to be issued. Management noted that on July 1, 2010, 
GCA, Inc. assumed the operations of GCA, U C .  
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

SUPPLEMENTAL SCHEDULE O F  CONSOLIDATING STATEMENT O F  FINANCIAL POSITION 

June 30,2010 

Eluninations 
Increase 

CVCA GCA Total (Decrease) Consolidated 

Current assets: 
Cash and cash equivalents 
Cash held in trust for resident companies 
Receivables: 

Contributions, net 
Other 

Prepaid expenses and other assets 

Totd  current assets 

Noncurrent assets: 
Investments 
Net contributions receivable, long-term portion 
Bond issuance costs, net 
Property and equipment, net 
Endowment funds cash and cash equivalents 
Investment in GCA 

Total noncurrent assets 

Total assets 

Current liabilities: 
Accounts payable and accrued expenses 
Due to resident companies 
Deferred revenue 
Current portion of bonds payable 

Total current liabilities 

Noncurrent liabilities: 
Fair value of interest rate swap 
Bonds payable, net of current portion 

Total noncurrent habihties 

Total liabilities 

Net assets: 
unrestricted-undesipated 
Unrestricted-board designated 

Total unrestricted 

Temporarily restricted 
Permanently restricted 

Total net assets 

Total liabilities and net assets f 36,260,072 $ 45,188,631 f 81,448,703 $ (14,545,861) f 66,902,842 
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CENTRAL VALLEY CENTER FOR THE ARTS, INC. AND SUBSIDIARIES 
(a nonprofit California corporation) 

SUPPLEMENTAL SCHEDULE OF CONSOLIDATING STATEMENT OF ACTIVITIES 
AND CHANGES IN NET ASSETS 

for the year ended June 30,2010 

Eliminations 
Increase 

CVCA GCA Total (Decrease) Consolidated 
Operating revenues: 

Ticket sales 
Facility use income 
Operating investment income 
Other income 

Total operating revenues 

Operating expenses: 
General and admmistrative 
Program 

Total operating expenses 

Operating income (loss) before 
contribution income 

Contribution income: 
Contributions 
In-kmd donations 

Net assets released from restrictions-operating 

Total contribution income 
Less: fund-raising expenses 
Less: loss for uncollectible promise to give 

Net contribution income 

Operating income (loss) 

Nonopecating items: 
Nonoperating investment income 
CVCA funding of GCA operations 

Change in net assets before unrealized 
losses on swap 

Unrealized losses on swap 

Change in net assets 

Net assets, begmning of year 

Net assets, end of year 
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