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TAMPA BAY PERFORMING ARTS CENTER, INC.
Notes to Consolidated Financial Statements
September 30, 2007 and 2006

Summary of Significant Accounting Policies

(@)

(b)

Organization

The Tampa Bay Performing Arts Center, Inc. (the Center) was incorporated on September 15, 1980
to manage and operate the performing arts facility for the City of Tampa. The Center’s purpose is to
enhance the quality of life in the Tampa Bay region by educating and developing their audiences
through performing arts, with an emphasis on diversity and quality.

The Center established the Tampa Bay Performing Arts Center Foundation (the Foundation) on
April 28, 1997 to perform the fundraising efforts for the support of the Center. The activities of the
Foundation began in October 1999.

In accordance with the requirements of Financial Accounting Standards Board Statement of Position
94-3, Reporting of Related Entities by Not-for-Profit Organizations, the financial activities of the
Center and the Foundation have been consolidated. All significant intercompany balances and
transactions have been eliminated in consolidation.

Basis of Accounting

The financial statements of the Center have been prepared using the accrual basis of accounting,
which recognizes revenue when earned and expenses as incurred.

All financial transactions have been recorded and reported as either unrestricted, temporarily
restricted, or permanently restricted net assets.

. Unrestricted net assets consist of unrestricted amounts that are available for use in carrying out
the operations of the Center. These include those expendable resources, which have been
designated for special use by the board of trustees for capital expenditures and business
continuity purposes.

. Temporarily restricted net assets represent those amounts that are not available until future
periods and/or are donor restricted for specific purposes. When a donor restriction expires, that
is, when a stipulated time restriction ends and/or a purpose restriction is accomplished,
temporarily restricted net assets are reclassified to unrestricted net assets and are reported in
the statement of activities as net assets released from restrictions. Temporarily restricted gifts
that are received and expended in the same fiscal year are classified as temporarily restricted
revenue. Gifts of long-lived assets with explicit restrictions that specify how the assets are to
be used and gifts of cash or other assets that must be used to acquire long-lived assets are
reported as restricted support. Absent explicit donor stipulations about how those long-lived
assets must be maintained, the Center reports expirations of donor restrictions when the
donated or acquired long-lived assets are placed in service.

. Permanently restricted net assets result from gifts from donors who place restrictions on the
use of the funds, which mandate that the original principal be invested in perpetuity.
Generally, gains and related investment income on these gifts are available for unrestricted
purposes.
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TAMPA BAY PERFORMING ARTS CENTER, INC.
Notes to Consolidated Financial Statements
September 30, 2007 and 2006

Liquidity
Assets are presented in the accompanying consolidated financial statements according to their
nearness to cash and liabilities according to their nearness of their maturity and resulting use of cash.

Cash and Cash Equivalents

For purposes of the consolidated statement of cash flows, the Center considers all highly liquid debt
instruments with original maturities of three months or less to be cash equivalents, including those
classified as short-term investments.

Inventory

Inventory is stated at the lower of cost or market. Cost is determined using the first in, first out
method.

Endowment Investments

Investments in equity securities with readily determinable fair values and all investments in debt
securities are measured at fair value in the statement of financial position. Investment income
(including gains and losses on investments, interest, and dividends) is included in the statement of
activities as increases or decreases in unrestricted net assets unless the income is restricted by donor
or law.

Other Long-Term Investments

Other long-term investments include investments in Broadway show productions and the cash
surrender value of a life insurance policy on the President. The investments in Broadway show
productions are recorded at cost, reduced by any investment returns, and amounted to $216,922 and
$135,000 at September 30, 2007 and 2006, respectively. The cash surrender value of the life
insurance policy amounted to $334,038 and $203,108 at September 30, 2007 and 2006, respectively,
and is intended to finance the future obligation under a deferred compensation agreement as
discussed in note 1(j).

Beneficial Interest in Assets Held by Community Foundation

The Center has established an endowment at the Community Foundation of Tampa Bay, Inc. and has
identified itself as the beneficiary. The value of the Center’s endowment is reflected in the
accompanying consolidated financial statements as beneficial interest in assets held by Community
Foundation.

Furniture, Equipment, and Leasehold Improvements

Furniture, equipment, and leasehold improvements are stated at cost, if purchased, or at estimated
fair value at date of receipt if acquired by gift. Depreciation is recognized over the estimated useful
lives of the assets of 3 — 25 years using the straight-line method. An exception is given to leasehold
improvements associated with the facility, which is leased from the City of Tampa, and are
depreciated over a useful life of 30 years. Maintenance, repairs, and minor renewals are expensed as
incurred.
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TAMPA BAY PERFORMING ARTS CENTER, INC.
Notes to Consolidated Financial Statements
September 30, 2007 and 2006

Other Accrued Expenses

Other accrued expenses includes the Center’s obligation under a deferred compensation agreement
with the President which is payable upon her retirement.

Advertising Costs

Advertising costs related to specific events and classes are deferred and amortized in the period of
the event or class, which are reported under program and essential services expenses.

Tax Status

The Center and the Foundation are both exempt from federal income taxes on related income under
Section 501(a) of the Internal Revenue Code as organizations described in Section 501(c)(3).

Revenue Recognition

In the absence of donor restrictions, contributions are considered to be available for unrestricted use.
All income is recognized in the period when the contribution, pledge, or unconditional promise to
give is received.

Government funding and grants are recorded as unrestricted revenue as funds have been reimbursed
for expenditures made for specific needs of the Center.

Deferred revenue represents cash received from advance ticket sales, concession, education class
tuition and event sponsorships. Ticket sale, concession, education class tuition, and sponsorship
revenue is recorded after related performances, classes and events are completed and associated cost
settlements are calculated. Rent income is recorded as earned.

Other Gifts

The Center is a beneficiary of several funds held and controlled by the Community Foundation. The
total fair value of these funds held at the Community Foundation as of September 30, 2007 and 2006
were $6,322,000 and $5,883,000, respectively. These funds are not included in the accompanying
consolidated financial statements.

The annual net earnings allocated by the Community Foundation are available for distribution to the
Center and accordingly are recognized as income in the period earned.

Contributed Services

Contributed services are recognized as in-kind revenue at their estimated fair value when they create
or enhance nonfinancial assets, or they require specialized skills, which would need to be purchased
if they were not donated, and amounted to approximately $815,000 for fiscal 2007 and $489,000 for
fiscal 2006.
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TAMPA BAY PERFORMING ARTS CENTER, INC.
Notes to Consolidated Financial Statements
September 30, 2007 and 2006

Community members volunteer as ushers, house managers, tour guides, administrative assistants,
and advisors. The 100% volunteer usher program is unique in the industry. A dollar valuation of
their effort is not reflected in the consolidated financial statements; however, volunteer hours for the
years ended September 30, 2007 and 2006 were as follows:

2007
67,920

2006
68,075

Total volunteer hours (unaudited)

Use of Estimates

The preparation of the consolidated financial statements requires management of the Center to make
a number of estimates and assumptions relating to the reported amounts of assets and liabilities and
the disclosure of contingent assets and liabilities at the date of the consolidated financial statements
and the reported amounts of revenues and expenses during the period. Actual results could differ
from those estimates.

Functional Allocation of Expenses

Expenses are allocated between program and essential services, general and administrative, and
fundraising. These expenses are based on management’s estimate of the benefit derived by each
activity. Salaries and benefits exclude related costs for stagehands, which are included in artist and
professional fees expenses. Such expenses are directly associated with the production of events.

Reclassifications

Certain fiscal 2006 amounts have been reclassified to conform to the current year presentation.

Investments

Investments must meet risk criteria established by the board of trustees. At September 30, investments are
classified as follows:

2007 2006
Cost Market Cost Market
Cash and cash equivalents $ 1,152,732 1,152,732 759,086 759,086
Government bonds 3,291,639 3,309,874 2,697,923 2,693,101
Corporate bonds 1,191,710 1,164,145 1,045,783 1,012,120
Real estate investment trusts 168,675 286,454 140,082 226,298
Common stocks 9,262,599 11,270,486 7,687,108 9,061,844
Total long-term
investments $ 15,067,355 17,183,691 12,329,982 13,752,449
12 (Continued)
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TAMPA BAY PERFORMING ARTS CENTER, INC.
Notes to Consolidated Financial Statements
September 30, 2007 and 2006

Investment return consisted of the following:

2007 2006
Interest on cash equivalents and short-term investments $ 534,709 520,538
Dividends and interest on long-term investments 501,144 396,310
Net unrealized gains 693,869 917,263
Net realized gains (losses) 770,462 (46,512)
2,500,184 1,787,599
Less investment expense (88,277) (69,003)
$ 2,411,907 1,718,596
Pledges Receivable
Pledges receivable at September 30 are summarized as follows:
2007 2006
Total unconditional promises $ 5,833,928 6,424,770
Less:
Discount rate for present value (4.03% and 4.62% at
September 30, 2007 and 2006, respectively) (565,472) (555,692)
Allowance for uncollectibles (615,285) (323,788)
$ 4,653,171 5,545,290

Pledges receivable expected to be collected after September 30, 2007 are as follows:

Year ended September 30:

2008 $ 1,505,780
2009 1,190,085
2010 780,142
2011 621,035
2012 615,375
Beyond 2012 1,121,511

$ 5,833,928

13
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TAMPA BAY PERFORMING ARTS CENTER, INC.
Notes to Consolidated Financial Statements
September 30, 2007 and 2006

Furniture, Equipment, and Leasehold Improvements

Furniture, equipment, and leasehold improvements at September 30, 2007 and 2006 are as follows:

2007 2006
Furniture and equipment $ 5,733,850 5,034,953
Leasehold improvements 8,959,068 8,761,656
Construction in progress 1,393,099 480,905
16,086,017 14,277,514
Less accumulated depreciation (6,548,152) (5,864,404)
$ 9,537,865 8,413,110

The Center is leasing its operating facility from the City of Tampa for $100 per year for a period of
99 years; however, a termination option is available to the City of Tampa. According to information
provided by the City of Tampa, the estimated insured value of the operating and education facility

(excluding contents) is approximately $91,884,000.

Line of Credit

The Center has a $2,000,000 revolving line of credit available to meet working capital and capital
expenditure business continuity contingencies. This line of credit was established during the current fiscal
year. There were no borrowings against the line during the year ended September 30, 2007 and thus no
outstanding balance at September 30, 2007. Management believes all restrictive covenants were complied

with at September 30, 2007.

Restrictions and Limitations on Net Assets

Temporarily restricted net assets consist of the following assets at September 30, 2007 and 2006:

2007 2006
Cash and investments $ — 52,200
Pledges receivable 4,425,719 5,266,992
Grants receivable 313,037 53,336
$ 4,738,756 5,372,528

At September 30, 2007, pledges receivable of $762,100 remained uncollected for the construction and
maintenance of the new education facility. All other cash and investments, pledge receivables, and
government grants receivable include those with time restrictions only and are otherwise unrestricted as to

their use.

14
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TAMPA BAY PERFORMING ARTS CENTER, INC.
Notes to Consolidated Financial Statements
September 30, 2007 and 2006

Permanently restricted net assets are composed of the following donor categories:

2007 2006
General endowment $ 8,738,752 8,671,769
Florida fine arts endowment 1,800,000 1,800,000
Pledges receivable 227,452 278,298
$ 10,766,204 10,750,067

(7)  Net Assets Released from Restrictions

Net assets released from time restrictions during the year ended September 30, 2007 and 2006 were as

follows:
2007 2006
Collection of pledges receivable $ 1,047,917 1,251,098
Collection of grants receivable 53,336 17,161
$ 1,101,253 1,268,259

15 (Continued)
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TAMPA BAY PERFORMING ARTS CENTER, INC.
Notes to Consolidated Financial Statements
September 30, 2007 and 2006

Government Funding and Grants

Government funding and grant revenue for the years ended September 30 is as follows:

2007 2006
City of Tampa $ 750,000 750,000
Hillsborough County:
Tourist Development Council 619,255 480,745
Arts Council 69,875 69,875
State of Florida:
Cultural Institutions Program 150,353 147,048
Commission on Tourism 5,000 5,000
Florida Humanities Council 22,500 —
Arts in Education 8,886 7,456
Challenge Program 34,200 —
Center annual operating and program support 1,660,069 1,460,124
City of Tampa — Poe Garage Fund 290,197 —
Hillsborough County — Board of County Commissioners — 250,000
State of Florida — Cultural Facilities Program 328,195 —
Capital and construction support 618,392 250,000
State of Florida — Cultural Endowment Program — 240,000
Endowment support — 240,000
Total government funding and grant revenue $ 2,278,461 1,950,124

The Center receives city, county, and state grants for annual operations, program support, and capital
projects. A grant from the City of Tampa was received for general operating support. Additionally, the City
of Tampa maintains the Poe Garage Trust Fund, which is funded by a specified portion of Poe Garage
parking receipts, to be used for major capital repairs and reconstruction projects for the Center facility.
Accordingly, during 2007 funds were received from the Poe Garage Trust Fund as reimbursement for
capital expenditures incurred relating to major exterior renovations. Two grants from Hillsborough County
were received: (1) the Tourist Development Council Grant, which is used to help promote the Center in the
tourism markets; and (2) the Arts Council of Hillsborough County Grant, which helps cover the cost of
artistic fees and salaries for educational performing arts programs and activities. Six grants from the State
of Florida were received: (1) a Cultural Institutions Program Grant, which is applied to the season of
activities and performances that demonstrate sustained commitment to cultural excellence; (2) a Challenge
Program Grant, which is applied to launching new initiatives and helped fund a new youth theater
company program; (3) an Arts in Education Grant, which is applied to artist residencies and arts education
partnerships and helped fund a new program for lifelong learners; (4) a Florida Commission on Tourism
Grant to help promote the Center as a cultural tourism attraction; (5) a Florida Humanities Council Grant
that funded study guides for the Center’s production of Cigar City Chronicles; and (6) a State Cultural
Facilities Program Grant that helped fund major capital renovations to the Center’s steel and glass canopy
system, walkways, and fountains.

16 (Continued)
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TAMPA BAY PERFORMING ARTS CENTER, INC.
Notes to Consolidated Financial Statements
September 30, 2007 and 2006

Retirement Plan

The Center has a defined contribution retirement plan for full-time employees. The Center contributes up
to 8% of eligible gross salaries and employees are fully vested upon meeting eligibility requirements.
Additionally, employees may voluntarily elect to contribute up to the maximum as allowed under
Section 403(b) of the Internal Revenue Code. The moneys are invested and administered by an
independent agent. Retirement contribution expenses were $266,980 and $101,870 for the years ended
September 30, 2007 and 20086, respectively. Contributions for the year ended September 30, 2007 and 2006
have been reduced by employee forfeitures of $0 and $92,702, respectively.

Commitments and Contingencies
Grant Funding

The Center is subject to audit examination by funding sources to determine compliance with grant
conditions. In the event that expenditures would be disallowed, repayment could be required. Management
believes the Center is materially in compliance with the terms of its grant agreements.

Related-Party Transactions
Contributions for the years ended September 30, 2007 and 2006 include the following:

2007 2006
Board of directors and trustees $ 139,747 372,000
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TAMPA BAY PERFORMING ARTS CENTER, INC.
Notes to Schedule of Expenditures of State Financial Assistance
Year ended September 30, 2007

Basis of Presentation

The accompanying Schedule of Expenditures of State Financial Assistance (Schedule) includes the state financial
assistance activity of the Tampa Bay Performing Arts Center, Inc., and is presented on the accrual basis of
accounting. The information in this schedule is presented in accordance with the requirements of Department of
Banking and Finance Rule 3A -5.003. Therefore, some amounts presented in this Schedule may differ from
amounts presented in, or used in the preparation of, the consolidated financial statements.
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TAMPA BAY PERFORMING ARTS CENTER, INC.
Schedule of Findings and Questioned Costs
Year ended September 30, 2007

Summary of Auditors’ Results:
(@ The type of report issued on the financial statements: Unqualified opinion
(b)  Significant deficiencies in internal control were disclosed
by the audit of the financial statements: Yes
Material weaknesses: No
(c) Noncompliance that is material to the financial statements: No
(d) Significant deficiencies in internal control over major state
projects: None reported
Material weaknesses: No

(e) The type of report issued on compliance for major state
projects: Unqualified opinion

() Any audit findings that are required to be reported under
Chapter 10.656, Rules of the Auditor General: No

() Major state project:
CSFA# 45.014 Cultural Facilities Program

(h)  Dollar threshold used to distinguish between Type A and
Type B state projects: $300,000

Findings relating to the financial statements required to be
reported in accordance with Government Auditing
Standards:

Finding 2007-1Bank Reconciliations

Criteria:

An important element of effective internal control is the periodic and timely review and reconciliation of
cash accounts.

Condition:

Bank reconciliations were performed timely for the period through July 2007, however, there appeared
to be no effective management review of these reconciliations. As a result there were several journal
entries that had not been made to properly record cash balances. Bank reconciliations for the months of
August and September had not been completed in a timely manner.
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TAMPA BAY PERFORMING ARTS CENTER, INC.
Schedule of Findings and Questioned Costs
Year ended September 30, 2007

Cause:
Turnover in the accounting department and resulting workloads.
Effect:

Upon completion of the bank reconciliations for August and September, several journal entries, in
addition to those for the prior 10 months, were required to properly state cash balances at September 30,
2007.

Recommendation:

Bank reconciliations should be completed monthly in a timely manner. Such reconciliations and any
resulting journal entries should be reviewed by someone other than the preparer. This review should
evaluate not only the accuracy of the reconciliation, but the reasonableness of the reconciling items and
lack of recurring reconciling items as well.

Management Response:

¢ Management agrees with stated condition, cause and effect as of September 30, 2007. Given timing
of staff transitions and impact on work load in the Controller, Assistant Controller and Staff
Accountant positions, a lack of adequate focus, timeliness and proper levels of review in the bank
reconciliation area was a deficiency area for the year ending September 30, 2007.

e Temporary help was brought in to help complete the bank reconciliations as of September 30, 2007.

Subsequent to year end, all accounts have been reconciled and related adjustments made for audit
completion. Respective reconciliations were reviewed by the Controller, with reconciling items
approved by the CFO.

o In order to address this deficiency subsequent to September 30,2007:

0 Reorganization of the TBPAC Finance Organization structure has been made to include an
additional Bookkeeper and Accounting clerk. Mandatory requirement and high prioritization for
monthly bank reconciliations, and accordingly all balance sheet account reconciliations is
understood and being emphasized by the Finance staff now in place.

o Cross training will be done across the Finance staff, keeping segregation of duties in mind, in
order to complete bank and balance sheet reconciliations in a consistent and in a timely manner,
with proper review.

0 Monthly review of bank reconciliations will be done by the Assistant Controller and Controller;
with quarterly review and signoff by the CFO.

Findings and questioned costs relating to state projects: None
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Management Letter

The Board of Trustees
Tampa Bay Performing Arts Center, Inc.:

We have audited the consolidated financial statements of the Tampa Bay Performing Arts Center, Inc., as of and
for the years ended September 30, 2007 and 2006, and have issued our report thereon dated January 18, 2008.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States.

We have issued our report on internal control over financial reporting and on compliance and other matters, our
report on compliance with requirements applicable to each major state financial assistance project and on internal
control over compliance, and the related schedule of findings and questioned costs. Disclosures in those reports
and schedule, which are dated January 18, 2008, should be considered in conjunction with this management
letter. Additionally, our audit was conducted in accordance with Chapter 10.650, Rules of the Auditor General.

The Rules of the Auditor General Section 10.654(1)(e) require disclosure in the management letter of the
following matters if not already addressed in the auditors’ reports on compliance and internal controls or in the
schedule of findings and questioned costs: (1) violations of laws, rules, regulations, and contractual provisions or
abuse that have occurred, or were likely to have occurred, and that have an effect on the financial statements or
major state project that is less than material, but more than inconsequential and were discovered within the scope
of the audit; (2) improper or illegal expenditures discovered within the scope of the audit that may not materially
affect the financial statements or major state project; and (3) control deficiencies that are not significant
deficiencies, including, but not limited to: a) improper or inadequate accounting procedures (e.g., the omission of
required disclosures from the financial statements); (b) failures to properly record financial transactions; and
(c) other inaccuracies, shortages, defalcations, and instances of fraud discovered by, or that come to the attention
of, the auditor. Our audit identified no matters that are required to be disclosed.

We noted certain recommendations for improvement in the current year that are included in Appendix A.

This management letter is intended solely for the information of the Board of Trustees, management, others
within the organization, state awarding agencies and the Auditor General of the State of Florida, and is not
intended to be and should not be used by anyone other than these specified parties.

KPMme LIP

January 18, 2008
Certified Public Accountants
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Appendix A

Current Year Recommendations

Password Policy

Observation
We noted the following policies regarding passwords:
Tessitura Password Policy:

o Passwords are required to be at least four letters in length.
e Passwords are not required to meet complexity standards.

e The same password as the last password cannot be used; however a password history is not retained.
Blackbaud Password Policy:

o Blackbaud does not have any password policy.

Recommendation:

Tessitura:

o Password requirements should be increased to meet security standards
Blackbaud:

¢ None, as application does not have the functionality to change password policies; vendor has noted this
as a known issue.

Management Response:
Tessitura:
In order to meet best practice security standards:

e Configuration for passwords will be adjusted to require passwords to meet complexity standards by
March 08; this will be incorporated into the existing network Password Policy to include Tessitura. The
same password as the last password will continue to not be able to be used; a password history audit
report will be retained beginning March 08 when the configuration to meet complexity standards is
implemented.

e Standard Operating Procedure (SOP) will be created for this password change process or incorporated
with the existing network password policy and SOP for implementation commencement in March 08.

Blackbaud:

In order to mitigate the lack of password functionality in the application a control process that will be
implemented in March 08:

o A manual 90-day password change will be encouraged for all Blackbaud users to embrace best
practices. IT will send out a reminder each quarter beginning in March 08. However, any further
consequential follow-up process will not be implemented. Given lack of functionality in system, we
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Appendix A (cont.)

have no way of knowing when someone changes their password in Blackbaud. That date is not stored in
the system. Given staff resources, to put any further manual process in place is considered too
administrative and costly.

e The existing password policy and SOP will be updated to incorporate the above action for
implementation commencement in March 08.

e IT and Finance staff will continue to monitor progress on potential future Blackbaud system
functionality with the vendor for password security enhancement updates.

Terminations
Observation:

KPMG inspected termination tickets for 5 employees and noted that 3 of the 5 had the appropriate
TrackIT! tickets associated with their termination. 1 of the 5 had a memorandum which detailed that their
access was to be removed, but no ticket. 1 of the 5 did not have any documentation. Also, users were
identified with inappropriate access to the Network Domain.

Recommendation:
SOP should be established.
Management Response:

An SOP Terminated Employees — Network and application system removal SOP has been established and
implemented in 11/07 to ensure consistency and prompt removal of terminated employees.

Physical Security

Observation:

A key lock is used to secure the backup media in the server room which does not provide a documented
history of access. Also, keys may be copied or given to unauthorized individuals without record.

Recommendation:
Key cards should be implemented to provide greater security and a documented record of access.
Management Response:

Security access project for swipe card implementation for limited access points through the Center facility
commenced in December 07. Key cards will be provided for the server room to the authorized IT related
personnel only and access will be documented and auditable. Completion of the implementation for this
area is scheduled between Q2 and Q4 FY 07/08.

Firewall Configuration

Observation:
There is no Intrusion Detection System configured for the firewall.

There are no alert notifications configured to be sent in the event of intrusion or failure.
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Appendix A (cont.)

Recommendation:

The Watchguard Firewall System should be configured to monitor intrusion attempts and also should be
configured to send alert notifications to the appropriate individuals in the event of an intrusion or failure.

Management Response:

Based on costs and risk, management decided not to engage a 24/7 Intrusion Detection System at this point
in time. Mitigating Control in place is that Vertical IT Care4lT Support monitors daily firewall activity,
however is after the fact. Intrusion Detection System has been evaluated as part of the Center IT Business
Continuity plan and is prioritized to be further evaluated in FY 07/08.
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