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NOTE 1 - GENERAL 

 
W.O. Smith Nashville Community Music School, Inc. (the “Organization”) was organized in 1984 
to provide music instruction to children from low income families through professional, quality 
teaching by an all-volunteer faculty. 
 
 
 

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
Basis of Presentation 
 
The accompanying financial statements present the financial position and changes in net assets of 
the Organization on the accrual basis of accounting in accordance with accounting principles 
generally accepted in the United States of America (“GAAP”). 
 
Resources are classified as unrestricted, temporarily restricted and permanently restricted net assets, 
based on the existence or absence of donor-imposed restrictions, as follows: 
 
 Unrestricted net assets are free of donor-imposed restrictions. All revenues, gains and losses 

that are not temporarily or permanently restricted by donors are included in this classification. 
All expenditures are reported in the unrestricted class of net assets, since the use of restricted 
contributions in accordance with the donors’ stipulations results in the release of the restriction. 

 
 Temporarily restricted net assets are limited as to use by donor-imposed restrictions that expire 

with the passage of time or that can be satisfied by use for the specific purpose. 
 
 Permanently restricted net assets are amounts required by donors to be held in perpetuity, 

including gifts requiring that the principal be invested and the income or specific portions 
thereof be used for operations. The Organization had no permanently restricted net assets as of 
June 30, 2016 and 2015. 

 
Cash 
 
Cash consists principally of checking accounts. 
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

 
Contributions and Support 
 
Contributions received are recorded as unrestricted, temporarily restricted or permanently restricted 
support, depending on the existence and nature of any donor restrictions.  
 
Contributions are considered to be available for unrestricted use unless specifically restricted by the 
donor. Amounts received that are restricted by the donor for future periods or for specific purposes 
are reported as temporarily restricted or permanently restricted support that increases those net asset 
classes. When a restriction is fulfilled (that is, when a stipulated time restriction ends or purpose 
restriction is accomplished), temporarily restricted net assets are reclassified to unrestricted and 
reported in the Statement of Activities as net assets released from restrictions. 
 
Gifts of equipment or materials are reported as unrestricted support unless explicit donor restrictions 
specify how the assets must be used. Gifts of long-lived assets with explicit restrictions as to how 
the assets are to be used or cash or other assets that must be used to acquire long-lived assets are 
reported as restricted support. Expirations of donor restrictions are recognized when the donated or 
acquired long-lived assets are placed in service. 
 
Promises to Give 
 
Unconditional promises to give that are expected to be collected within one year are recorded as 
contributions receivable at their net realizable value. Unconditional promises to give that are 
expected to be collected in future years are recorded at the present value of estimated future cash 
flows. The discount on those amounts is computed using a risk-free interest rate applicable to the 
year in which the promise is received. Amortization of the discount is recognized on the interest 
method over the term of the gift and included in contribution revenue. Conditional promises to 
give are not included as support until such time as the conditions are substantially met.  At 
June 30, 2016 and 2015, all promises to give were due within one year; accordingly, no discount 
to present value was recorded. 
 
An allowance for uncollectible contributions is provided based on historical experience and 
management’s estimates. Pledges determined to be uncollectible are charged off against the 
allowance in the period of determination. Management considers all receivables fully collectible 
as of June 30, 2016 and 2015. 
 
Property, Equipment and Depreciation 
 
Property and equipment are recorded at cost at the date of purchase or estimated fair value at the 
date of gift to the Organization. The Organization’s policy is to capitalize purchases with a cost of 
$500 or more and an estimated useful life greater than one year. Depreciation is calculated by the 
straight-line method over the estimated useful lives of the assets as follows: five to eight years for 
vehicles, musical equipment, office equipment and furniture, fifteen years for land improvements 
and twenty to forty years for buildings. 
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

 
Agency Endowment Fund 
 
The Organization’s beneficial interest in an agency endowment fund held by the Community 
Foundation of Middle Tennessee (the “Foundation”) is recognized as an asset. Investment income 
and changes in the value of the fund are recognized in the Statement of Activities, and 
distributions received from the fund are recorded as decreases in the beneficial interest. (See 
Note 4.) 
 
Donated Services 
 
The Organization’s policy is to record support and expenses for contributed services that require 
specialized skills and would be purchased if not provided by the donor at the estimated fair value of 
services received. 
 
The Organization has an all-volunteer faculty of music instructors. The services provided by these 
volunteers represent a material contribution to the Organization’s operations and are valued at an 
average hourly rate for music lessons in the Nashville area. 
 
Members of the Board of Directors have also provided substantial assistance to the Organization by 
the donation of time and services. The value of this contribution is not reflected in the financial 
statements since it is not susceptible to objective measurement or valuation. 
 
Program and Supporting Services 
 
The following program and supporting services are included in the accompanying financial 
statements: 
 
Program Services 
 

Music Programs - making quality music instruction available to talented, interested, deserving 
children from low income families at the nominal fee of 50 cents a lesson. The Organization 
also seeks to encourage student participation in the cultural life of the community through 
concert attendance and performance. Over 500 students (700 students in 2015), ages 6 to 18, 
representing academic schools from across Metropolitan Nashville and Davidson County and 
the Middle Tennessee area, participate in the Organization’s programs. Instruction is provided 
by a 235-member (217-member in 2015) volunteer faculty of area musicians from many 
different disciplines. 
 



W.O. SMITH NASHVILLE COMMUNITY MUSIC SCHOOL, INC. 
 

NOTES TO FINANCIAL STATEMENTS (CONTINUED) 
 

JUNE 30, 2016 AND 2015 
 
 

 -9-

 
NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

 
Program and Supporting Services (Continued) 
 
Supporting Services 
 

Management and General - relates to the overall direction of the Organization. Activities 
include organization oversight, business management, recordkeeping, financing, board 
operations and community planning and networking activities. 
 
Fundraising - includes costs of activities directed toward appeals for financial support, 
including special events. Other activities include the creation and distribution of fundraising 
materials. These costs include staff time, materials and other related expenses. Activities related 
to obtaining financial support include the annual fundraising campaign and solicitation of 
volunteer musicians.  

 
Allocation of Functional Expenses 
 
Expenses that can be directly attributed to a particular function are charged to that function. Certain 
costs have been allocated among more than one program or activity based on objectively evaluated 
financial and non-financial data or reasonable subjective methods determined by management. 
 
Income Taxes 
 
The Organization qualifies as a not-for-profit organization exempt from income taxes under Section 
501(c)(3) of the Internal Revenue Code. The Organization files U.S. Federal Form 990 for 
organizations exempt from income tax and Form 990-T, an exempt organization business income 
tax return. In addition, the Organization files a Tennessee state income tax return.  
 
Management performs an evaluation of all income tax positions taken or expected to be taken in the 
course of preparing the Organization’s income tax returns to determine whether the income tax 
positions meet a “more likely than not” standard of being sustained under examination by the 
applicable taxing authorities. Management has performed its evaluation of all income tax positions 
taken on all open income tax returns and has determined that there were no positions taken that do 
not meet the “more likely than not” standard. Accordingly, there are no provisions for income taxes, 
penalties or interest receivable or payable relating to uncertain income tax positions in the 
accompanying financial statements. 
 
Use of Estimates in the Preparation of Financial Statements 
 
The preparation of financial statements in conformity with GAAP requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Actual results could differ from those estimates. 
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

 
Fair Value Measurements 
 
The Organization classifies assets measured at fair value based on a hierarchy of valuation 
techniques consisting of: Level 1 (valued using quoted prices from active markets for identical 
assets), Level 2 (valued using quoted prices for similar assets in active markets or quoted prices for 
identical or similar assets in markets that are not active or are directly or indirectly observable) and 
Level 3 (valued based on significant unobservable inputs that reflect estimates and assumptions). 
The asset’s or liability’s fair value measurement level within the fair value hierarchy is based on the 
lowest level of any input that is significant to the fair value measurement. Valuation techniques used 
need to maximize the use of observable inputs and minimize the use of unobservable inputs. 
 
Financial assets measured at fair value on a recurring basis include the following: 
 
Beneficial interest in agency endowment fund - The agency endowment fund held at the Foundation 
represents the Organization’s interest in pooled investments with other participants in the funds. The 
Foundation prepares a valuation of the fund based on the fair value of the underlying investments 
and allocates income or loss to each participant based on market results. 
 
No changes in the valuation methodology have been made since the prior year. 
 
The preceding method described may produce a fair value calculation that may not be indicative of 
net realizable value or reflective of future fair values. Furthermore, although the Organization 
believes its valuation method is 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, and the difference could be 
significant. 
 
Recent Authoritative Accounting Guidance 
 
In May 2014, the Financial Accounting Standards Board (“FASB”) issued guidance on revenue 
from contracts with customers, requiring an entity to recognize the amount of revenue to which it 
expects to be entitled for the transfer of promised goods or services to customer. The updated 
standard will replace most existing revenue recognition guidance in U.S. GAAP when it becomes 
effective and permits the use of either a full retrospective or retrospective with cumulative effect 
transition method. In August 2015, the FASB issued Accounting Standards Update (“ASU”) 
2015-14 which defers the effective date of ASU 2014-09 one year making it effective for annual 
reporting periods beginning after December 15, 2018. The Organization is currently evaluating the 
effect that the updated standard will have on the financial statements. 
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

 
Events Occurring After Reporting Date 
 
The Organization has evaluated events and transactions that occurred between June 30, 2016 and 
November 30, 2016, the date the financial statements were available to be issued, for possible 
recognition or disclosure in the financial statements.  
 
Reclassifications 
 
Certain amounts in the prior year financial statements have been reclassified to conform to the 
current year’s presentation.  Such reclassifications had no effect on the results of operations or net 
assets as previously reported. 
 
 
 

NOTE 3 - PROPERTY AND EQUIPMENT 
 
Property and equipment consisted of the following as of June 30: 
 

2016 2015

 Land and improvements 319,479$     319,479$     
 Buildings 6,613,059    6,610,023    
 Vehicles 50,948         50,948         
 Musical equipment 417,089       402,087       
 Office equipment and furniture 168,489     156,516       

 7,569,064    7,539,053    
 Less: accumulated depreciation (1,926,528) (1,696,939)  

5,642,536$ 5,842,114$  
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NOTE 4 - AGENCY ENDOWMENT FUND 

 
The Organization established and holds a beneficial interest in the W.O. Smith Nashville 
Community Music School - Scholarship Fund, an agency endowment fund held by the 
Foundation. Earnings on this fund are used for college scholarships for music school students who 
wish to pursue a degree in music.  
 
The Organization has granted variance power to the Foundation, and the Foundation has the 
ultimate authority and control over the Fund and the income derived therefrom. The Fund is 
charged a .4% administrative fee by the Foundation annually. Upon request by the Organization, 
income from the Fund representing a 5% annual return may be distributed to the Organization or 
to another suggested beneficiary.  
 
A schedule of changes in the Organization’s beneficial interest in this fund for the years ended 
June 30, 2016 and 2015 follows: 
 

2016 2015

Balance - beginning of year 110,268$ 111,393$

    
Change in value of beneficial interest in agency endowment fund:
    Contributions to the fund 990          910          
    Investment income - net (1,599)      1,817       
    Administrative expenses (738)         (852)       

(1,347)      1,875       

Distributions to the Organization (2,000)      (3,000)    

Balance - end of year 106,921$ 110,268$

 
 
NOTE 5 - TEMPORARILY RESTRICTED NET ASSETS 

 
Temporarily restricted net assets consisted of the following at June 30: 
 

2016 2015

Capital campaign contributions receivable -$               900$           
Purpose-restricted foundation grants 47,247        2,013        

47,247$      2,913$       
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NOTE 6 - EMPLOYEE BENEFIT PLAN 

 
The Organization sponsors a Section 401(k) defined contribution plan (a Section 403(b) defined 
contribution plan until October 2015) for the benefit of eligible employees. The plan provides for the 
Organization to make a matching contribution for each employee deferral contribution, subject to 
limitations. Total contributions by the Organization to the plan amounted to $10,262 in 2016 and 
$8,833 in 2015.  

 
 
NOTE 7 - CONCENTRATIONS OF CREDIT RISK 

 
The Organization maintains cash accounts at reputable financial institutions whose accounts are 
insured by the Federal Deposit Insurance Corporation (“FDIC”) up to statutory limits. At times, the 
Organization’s cash balances exceed statutory limits. The Organization has not experienced any 
losses in these accounts and believes it is not exposed to any significant credit risk on cash balances. 
 
Contributions received from three donors totaled approximately $238,000 comprising 45% of total 
contributions and grants received for the year ended June 30, 2016 ($117,150 from two donors 
comprised 24% of total contributions in 2015). 
 
 

 
NOTE 8 - FAIR VALUE MEASUREMENTS  

 
The following table summarizes financial assets measured at fair value on a recurring basis, 
segregated by level of valuation inputs within the fair value hierarchy utilized to measure fair value 
as of June 30: 

Level 1 Level 2 Level 3 Total
2016 Inputs Inputs Inputs Value

Beneficial interest in
  agency endowment fund -$                106,921$      -$                  106,921$      

Level 1 Level 2 Level 3 Total
2015 Inputs Inputs Inputs Value

Beneficial interest in
  agency endowment fund -$                110,268$      -$                  110,268$      

 


