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INDEPENDENT AUDITOR’S REPORT

The Board of Directors

Education Through Music-Los Angeles
2501 West Burbank Boulevard, Suite 301
Burbank, California 91505

Report on the Financial Statements

We have audited the accompanying financial statements of Education Through Music - Los Angeles (A
California Not-for-Profit Corporation) (ETM-LA), which comprise the statement of financial position as of
August 31, 2020, and the related statements of activities and change in net assets, functional expenses, and
cash flows for the year then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. 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
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the ETM-LA’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the ETM-LA’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made
by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Education Through Music-Los Angeles as of August 31, 2020, and the changes in its net assets and
its cash flows for the year then ended in accordance with accounting principles generally accepted in the
United States of America.
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EDUCATION THROUGH MUSIC - LOS ANGELES

Notes to Financial Statements
August 31, 2020

NOTE 2.

NOTE 3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Accounting Pronouncements Implemented: In May 2014, the Financial Accounting Standards Board
(FASB) issued Accounting Standards Update (ASU) 2014-09, Revenue from Contracts with Customers
(Topic 606). This standard outlines a single comprehensive model to use in accounting for revenue
arising from contracts with customers and supersedes most current revenue recognition guidance,
including industry-specific guidance. The core principle of the revenue model is that revenue is
recognized when a customer obtains control of a good or service. A customer obtains control when it
has the ability to direct the use of and obtain the benefits from the good or service. The ASU permits the
use of either a full retrospective or retrospective with cumulative effect transition method. ETM-LA
adopted the new revenue guidance for the year ended August 31, 2020, and selected a retrospective
with cumulative effect transition method. ETM-LA determined that there was no cumulative adjustment
to the opening balance of net assets as a result of the adoption of the new standard, and that the
adoption had no impact on ETM-LA’s statement of financial position and statement of activities.

Pending Accounting Pronouncements In February 2016, the FASB issued ASU No. 2016-02, Leases
(Topic 842). Under the new guidance, lessees are required to recognize lease right-of-use assets and
lease liabilities on the balance sheet for all leases with terms longer than 12 months. Leases will be
classified as either finance or operating, with classification affecting the pattern of expense
recognition in the income statement. Entities may choose modified retrospective transition approach
with the cumulative effect of adoption recognized at either beginning of the earliest comparative
period presented (comparative periods adjusted) or effective date (comparative periods not
adjusted). On May 20, 2020, the FASB approved effective date deferral of this ASU for private
companies and certain non-profit organizations to fiscal years beginning after December 15, 2021,
and interim periods within fiscal years beginning after December 15, 2022. Once this ASU is
implemented, the statement of financial position will reflect both lease liabilities and right-of-use
assets. In addition, ETM-LA will recognize lease expense in the statement of activities on a straight-
line basis. Management is currently evaluating the impact of the adoption of ASU No. 2016-02 on the
financial statements.

GRANTS

Economic Injury Disaster Loan: During the year ended August 31, 2020, ETM-LA received $10,000
advance of Economic Injury Disaster Loan (EIDL) funding from the Small Business Administration (SBA).
The EIDL advance carried no restrictions on spending and could be used for any operations costs. The
initial advance was considered an unrestricted grant and was recognized as revenue upon receipt.

Other Grants: ETM-LA receives government grants from the Los Angeles County Arts Commission,
California Arts Council, and the Los Angeles Department of Cultural Affairs. Such grants are either paid
in advance for purposes consistent with ETM-LA's mission or as reimbursements when invoiced after
program services have been provided. In addition, during the year ended August 31, 2020, ETM-LA
received $28,585 COVID relief grant.

The following is the list of grants received by ETM-LA during the year ended August 31, 2020:

EIDL $ 10,000
COVID relief grant 28,585
Other grants 88,715

$ 127,300
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EDUCATION THROUGH MUSIC - LOS ANGELES

Notes to Financial Statements
August 31, 2020

NOTE 4.

NOTE 5.

NOTE 6.

PAYCHECK PROTECTION PROGRAM

During the year ended August 31, 2020, ETM-LA received $371,473 through the Paycheck Protection
Program (PPP) under the Coronavirus Aid, Relief, and Economic Security (CARES) Act. ETM-LA has
accounted for these funds following accounting guidance for conditional contributions; as a result, a
liability (refundable grant) is recorded as of August 31, 2020, given all measurable barriers were not
substantially met by year end. These funds are presented as a payable on the statement of financial
position as of August 31, 2020. The measurable barriers under the program required that ETM-LA
expend the funds for certain payroll, interest, rent, and utility costs over a 24-week period.

As disclosed in Note 14, In September 2021 ETM-LA was notified that the PPP loan forgiven. If the PPP
loan had not been forgiven, the principal amount of the loan would have accrued interest at the rate
of 1%, and ETM-LA would have been required to pay off the loan by May 2022.

Since the PPP loan was forgiven, ETM-LA has applied some moneys previously designated for
repayment toward its 2021 programs and operations.

BOARD-DESIGNATED RESERVE

The board of directors has approved a fund reserve to build long-term sustainability as part of ETM-
LA's strategic plan. The board-restricted funds may only be used via board vote and approval should
ETM-LA face an emergency. In total, $324,157 had been designated for the reserve as of August 31,
2020.

In addition, the board has designated net assets without donor restrictions totaling $240,481 as of
August 31, 2020 as "risk capital".

DEPRECIABLE ASSETS
Depreciable assets consist of the following as of August 31, 2020:
Estimated
Useful Life
Musical instruments $ 40,089 2-5 years
Software/website 50,000 3years
Other depreciable assets 40,373  3-7 years
Less accumulated depreciation (50,729)
$ 79,733

Depreciation expense for the year ended August 31, 2020 was approximately $9,600. ETM-LA’s
capitalizes costs related to website development. ETM-LA will start amortizing website development
costs once the website is included in depreciable assets.
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EDUCATION THROUGH MUSIC - LOS ANGELES

Notes to Financial Statements
August 31, 2020

NOTE 7.

NOTE 8.

NOTE 9.

LEASE COMMITMENT

ETM-LA leases office space in Burbank, California. The operating lease expires in December 2024. The
future minimum rental payments are as follows:

Years Ending August 31:

2021 $ 65,160
2022 65,160
2023 65,160
2024 65,160
2025 21,720

$ 282,360

Lease and parking expense for the year ended August 31, 2020 was approximately $64,000.

RELATED PARTY TRANSACTIONS

Two members of ETM-LA's board of directors are attorneys with a law firm that provides pro-bono
services to ETM-LA. The value of such services for the year ended August 31, 2020 is estimated to be
approximately $53,000 and has been included as both revenue and expense in the financial
statements.

Members of the board are asked to give or get contributions of $5,000 each year ($2,500 for
educators).
MATERIAL AND SERVICES FEE

ETM-LA is based on the successful ETM model established in New York in 1991. ETM-LA is a separate
entity and operates independently of the New York organization. However, ETM in New York provides
certain curricula, materials and limited administrative support under a contract with ETM-LA for an
annual service fee of $20,000.
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EDUCATION THROUGH MUSIC - LOS ANGELES

Notes to Financial Statements
August 31, 2020

NOTE 10.

NOTE 11.

NOTE 12.

NOTE 13.

LIQUIDITY AND AVAILABILITY

The following reflects ETM-LA’s financial assets as of August 31, 2020, reduced by the amounts not
available for general expenditures within one year. Financial assets are considered unavailable when
not convertible to cash within one year, designated by the Board for endowment or other purposes,
or include donor purpose or time restrictions which are not anticipated to be fulfilled within one year.

Financial assets at year end:

Cash and cash equivalents $ 1,303,792
Grants and pledges receivable 123,585
Accounts receivable 21,449
Financial assets at year end 1,448,826

Less amounts unavailable for general
expenditures within one year, due to

purpose restrictions by donors (54,900)
Financial assets available to meet cash
needs for general expenditures within one year $ 1,393,926

Included in the financial assets available to meet cash needs for general expenses are Board-
designated funds of $564,638. ETM-LA’s current goal is to put aside sufficient reserves to cover three
months of operating expenses.

PENSION PLAN

ETM-LA offers a defined contribution 403(b) retirement plan to its eligible employees; ETM-LA
contributed $14,661 to the plan for the year ended August 31, 2020.

CONCENTRATIONS OF CREDIT RISK

Cash and Cash Equivalents: Amounts held in financial institutions occasionally are in excess of the
Federal Deposit Insurance Corporation (FDIC) limits. ETM-LA deposits its cash with high quality
financial institutions, and management believes ETM-LA is not exposed to significant credit risk on
those amounts. At August 31, 2020, approximately $1,043,200 held at Bank of America exceeded the
insurance limit and was not covered by the FDIC.

ECONOMIC DEPENDENCY

The majority of ETM-LA’s contributions and grants are received from corporations, foundations, and
individuals located in the Los Angeles metropolitan areas. As such, ETM-LA’s ability to generate
resources via contributions and grants is dependent upon the economic health of that area and of the
state of California. An economic downturn could cause a decrease in contributions and grants that
coincides with an increase in demand for ETM-LA’s services.
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EDUCATION THROUGH MUSIC - LOS ANGELES

Notes to Financial Statements
August 31, 2020

NOTE 14.

NOTE 15.

CONTINGENCIES

The spread of COVID-19, a strain of coronavirus responsible for the outbreak characterized as
pandemic by the World Health Organization, is altering the behavior of businesses and people in a
manner that may have negative effects on ETM-LA’s financial condition through impact on the
economy, and the measures taken by federal, state, and local government. The ETM-LA has continued
operating within the guidelines of the state of California and the Federal government. However, at
this time neither the duration nor the scope of the outbreak and the related effects can be predicted
with confidence.

ETM-LA is subject to claims and litigations in the normal course of business. Management believes
that the resolution of these matters will not have a material effect on ETM-LA’s financial position or
results of operations.

SUBSEQUENT EVENTS

Management has evaluated events and transactions occurring subsequent to August 31, 2020
through October 8, 2021, the date the financial statements were issued. During this period, there
were no subsequent events requiring recognition or disclosure in the financial statements, except as
follows:

In April 2021, ETM-LA received $371,472 in the second round of the PPP funding.

In September 2021, the first PPP funding in the amount of $371,473 was forgiven, along with the
accrued interest.
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