























Music Teachers National Association, Inc.
Notes to the Consolidated Financial Statements
June 30, 2012 and 2011

2. PROPERTY AND EQUIPMENT:

Property and equipment at June 30 is summarized as follows:

2012 2011
Furniture and fixtures $ 192133 191,363
Less accumulated depreciation (179,685) (176.057)

$ _ 12448 15,306

3. RETIREMENT PLAN:

The Association offers a voluntary participation 401(k) retirement plan to its employees. All
employees of the Association are eligible to participate in the plan upon meeting certain eligibility
requirements. The Association matches a certain percentage of the employee contributions. Total
matching retirement contributions were $13,446 and $15,746 for the years ended June 30, 2012
and 2011, respectively.

4. LEASES:

The Association is under agreement to lease certain office space through November 2014. Total
rent expense including common area maintenance and utilities charges for the years ended June
30,2012 and 2011 was $133,464 and $131,759, respectively. The future minimum lease payments
for the office lease at June 30 are as follows:

2013 $ 123,628
2014 127,353
2015 54,461

$ 305,442

The Association is leasing certain office equipment under operating leases that expire through
December 2016. Total lease expense included in operations for the years ended June 30, 2012
and 2011 was approximately $9,100 and $10,900, respectively. Future minimum lease payments
for the office equipment under these leases are as follows:

2013 $ 9,978
2014 2,400
2015 2,400
2016 2,400
2017 1.200

$ 18,378

5. UNRESTRICTED - BOARD DESIGNATED NET ASSETS:

As of June 30, 2012 and 2011, the Board has designated $962,890 and $975,825 of net assets to
be used for competition awards for students and other purposes.



Music Teachers National Association, Inc.
Notes to the Consolidated Financial Statements
June 30, 2012 and 2011

6. TEMPORARILY RESTRICTED NET ASSETS:

Temporarily restricted net assets are available for the following purposes at June 30:

2012 2011
Teacher enrichment grants $ 305,635 310,079
Local association grants 14,287 14,478
Other 93.096 73.394

$413,018 397,951
7. ENDOWMENT FUNDS:

Generally accepted accounting principles require that net assets associated with endowment
funds, including funds designated by the Board of Directors to function as endowments, are
classified and reported based on the existence or absence of donor-imposed restrictions. The
Association’s endowment consists of several funds established to provide student awards,
association grants, and teacher enrichment grants. Its endowment consists of board-designated
funds. The board designated endowment had a balance of $962,820 and $975,825 at June 30,
2012 and 2011, respectively.

Changes in endowment net assets are as follows for the years ended June 30:

2012 2011

Unrestricted Unrestricted
Endowment net assets at beginning of year $ 975,825 822,397
Interest and dividend income 35,279 32,365
Realized and unrealized gain (loss) on investments (40,955) 109,423
Contributions 1,563 20,076
Investment fees (8.822) (8.436)
Endowment net assets at end of year $ 962,890 975,825

Return objectives and risk parameters

The Association has adopted investment and spending policies for endowment assets that attempt
to provide for long-term growth of income and principal without undue exposure to risk. The return
objective shall be accomplished using a balanced strategy of fixed income, equities, mutual funds
and cash equivalents in a mix that is conducive to participation in rising markets while allowing for
adequate protection in falling markets. The performance objectives will be measured against
appropriate industry benchmarks such as the S&P 500 Index, Russell Mid Cap Index, Russell 2000
Index, and Morgan Stanley EAFE Index.

Strategies employed for achieving objectives

To satisfy its long-term rate-of-return objectives, the Association relies on a total return strategy in
which investment returns are achieved through both capital appreciation (realized and unrealized)
and current yield (interest and dividends). The Association targets a diversified asset allocation
that places a greater emphasis on equity-based investments to achieve its long-term return
objectives within prudent risk constraints.
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Spending policy and how the investment objectives relate to spending policy

The Association has a policy of appropriating for distribution each year five percent of the
endowment fund’s average fair value over 12 quarters. In establishing this policy, the Association
considered the long-term expected return on its endowment. Accordingly, this spending policy
should, over time, protect the inflation-adjusted value of the endowment and, consequently, allow
inflation-adjusted spending to occur into the distant future. This is consistent with the Association’s
objective to maintain the purchasing power of the endowment assets held in perpetuity or for a
specified term as well as to provide additional real growth through new gifts and investment return.
In the years ended June 30, 2012 and 2011, the Association elected not to appropriate the five
percent allowed by policy.

8. FAIR VALUE MEASUREMENTS:

Generally accepted accounting principles define fair value, establish a framework for measuring fair
value, and establish a fair value hierarchy that prioritizes the inputs to valuation techniques. Fair
value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. A fair value measurement
assumes that the transaction to sell the asset or transfer the liability occurs in the principal market
for the asset or liability or, in the absence of a principal market, the most advantageous market.
Valuation technigques that are consistent with the market, income or cost approach are used to
measure fair value. The fair value hierarchy prioritizes the inputs to valuation techniques used to
measure fair value into three broad levels:

e Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or
liabilities the Association has the ability to access.

e Level 2 inputs are inputs (other than quoted prices included within level 1) that are
observable for the asset or liability, either directly or indirectly.

e Level 3 inputs are unobservable inputs for the asset or liability and rely on management's
own assumptions about the assumptions that market participants would use in pricing the
asset or liability.

Fair value methods and assumptions on investments consisting of money market funds, mutual
funds and equities are based on the Level 1 market approach.

The following tables present the Association’s fair value hierarchy for those assets and liabilities
measured at fair value on a recurring basis as of June 30, 2012 and 2011.
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Fair Value Measurements at reporting date using

June 30, 2012 Fair Value Level 1 Level 2 Level 3
Assets:
Money market funds $ 43,087 43,087 - -
Equities 85,035 85,035 - -
Mutual funds:
Intermediate term bond 462,532 462 532 - -
World allocation 240,175 240,175 - -
Short government 230,902 230,902 - -
Foreign large blend 130,517 130,517 - -
Large blend 130,086 130,086 - -
Large growth 127,495 127,495 - -
World bond 108,646 108,646 - -
Conservative allocation 106,566 106,566 - -
High yield bond 106,242 106,242 - -
Market neutral 105,214 105,214 - -
Diversified emerging markets 88,519 88,519 - -
World stock 86,715 86,715 - -
Small value 86.704 86,704 - -
$2.138,435

Fair Value Measurements at reporting date using

June 30, 2011 Fair Value Level 1 Level 2 Level 3
Assets:

Money market funds $ 45721 45,721 - -
Equities 86,953 86,953 - -

Mutual funds:
Intermediate term bond 336,706 336,706 - -
Short government 253,526 253,526 - -
World allocation 216,517 216,517 - -
Large value 172,206 172,206 - -
Large blend 109,762 109,762 - -
Large growth 107,181 107,181 - -
World bond 106,703 106,703 B -
Managed features 104,490 104,490 - -
Europe stock 88,533 88,533 - -
Foreign large growth 87,921 87,921 - -
Mid cap value 86,779 86,779 - -
Small blend 86,571 86,571 - -
US convertibles 86,505 86,505 - -
Conservative allocation 85,316 86,316 - -
High yield bond 84.481 84 481 - -

$ 2,145,871
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Music Teachers National Association, Inc.
Consolidating Schedule of Financial Position
June 30, 2012

Association Certification Elimination Total
Assets:

Cash and cash equivalents $ 1,464,252 86,675 - 1,650,927
Investments at fair value 2,106,490 31,945 - 2,138,435
Accounts receivable 11,110 4134 (4,134) .10
Inventory 2,665 - - 2,665
Prepaid expenses 27,263 - - 27,263
Property and equipment, net 12,448 - - 12,448
Deposits 420 - - 420

Total assets $ 3,624,648 122,754 (4,134) 3,743,268

Liabilities and net assets:
Liabilities:

Accounts payable 3 54,145 - (4,134) 50,011
Due to state and local affiliates 150,393 - - 150,393
Accrued expenses 51,052 - - 51,052
Deferred revenue 836,351 - - 836,351

Total liabilities 7 1,091,941 - (4,134) 1,087,807

Net assets:

Unrestricted 1,156,799 122,754 - 1,279,553
Unrestricted - Board designated 962,890 - - 962,890
Temporarily restricted 413,018 - - 413,018

Total net assets 2,532,707 122,754 - 2,655,461

Total liabilities and net assets  $ 3,624,648 122,754 (4,134) 3,743,268
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Music Teachers National Association, Inc.
Consolidating Schedule of Financial Position
June 30, 2011

Association Certification | Total
Assets:

Cash and cash equivalents $ 1,248,516 93,985 1,342,501
Investments at fair value 2,113,545 32,326 2,145,871
Accounts receivable 23177 - 23TE
Inventory 3250 - 3,250
Prepaid expenses 26,416 - 26,416
Property and equipment, net 15,306 - 15,306
Deposits 420 . 420

Total assets $ 3,430,630 126,311 3,556,941

Liabilities and net assets:
Liabilities:

Accounts payable $ 3,287 5,155 8,452
Due to state and local affiliates 184,924 - 184,924
Accrued expenses 50,866 - 50,866
Deferred revenue 889,569 - 889,569

Total liabilities 1,128,656 5,155 1,133,811

Net assets:

Unrestricted 928,198 121,156 1,049,354
Unrestricted - Board designated 975,825 - 975,825
Temporarily restricted 397,951 - 397,951

Total net assets 2,301,974 121,156 2423130

Total liabilities and net assets $ 3,430,630 126,311 3,556,941
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Music Teachers National Association, Inc.
Consolidating Schedule of Activities
Year Ended June 30, 2012

Association
Temporarily
Unrestricted Restricted Total Certification Total
Revenues:
Membership dues $ 1,271,497 - 1,271,497 - 1,271,497
Subscription and advertising 243 791 - 243,791 - 243,791
Less direct costs (129,957) - (129,957) - (129,9857)
Conferences 590,338 - 590,338 - 590,338
Less direct costs (294,469) - (294,469) - (294,469)
Competitions 124,070 - 124,070 - 124,070
Less direct costs (227,410) - (227,410) - (227,410)
Contributions 128,498 31,341 159,839 i - 159,839
Other 35,014 - 35,014 53,761 88,775
Management fee 10,000 - 10,000 (10,000) -
Interest and dividends 64,370 14,945 79,315 1,290 80,605
Unrealized gain (loss) on investments (31,164) (13,984) (45,148) 156 (44,992)
Realized loss on investments (42,494) (3,290) (45,784) (1,619) (47,403)
Net assets released from restrictions 13,945 (13,945) - - -
1,756,029 15,067 1,771,096 43,588 1,814,684
Expenses:
Salaries and wages 693,080 - 693,080 20,000 713,080
Payroll taxes 51,192 - 51,192 - 51,192
Employee benefits 89,553 - 89,553 - 89,553
Rent and utilities 133,464 - 133,464 - 133,464
Travel and entertainment 101,520 - 101,520 - 101,520
Newsletters and mailings 38,059 - 38,059 - 38,059
Membership retention 10,899 - 10,899 - 10,899
Insurance 22824 - 22,824 - 22,824
Office supplies and postage 10,140 - 10,140 - 10,140
Information services 52,149 - 52,149 - 52,149
Telephone 5,146 - 5,146 - 5,146
Professional fees 29,471 - 29,471 - 29,471
Bank charges 67,620 - 67,620 - 67,620
Depreciation 5,519 - 5,519 - 5,519
Grants and awards 111,458 - 111,458 - 111,458
Other 118,269 - 118,269 21,990 140,259
1,540,363 - 1,540,363 41990 1,582,353
Change in net assets 215,666 15,067 230,733 1,598 232,331
Net assets:
Beginning of year 1,904,023 397951 2,301,874 121,156 2,423,130
End of year $ 2,119,689 413,018 2,532,707 122,754 2,655,461
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Revenues:

Membership dues
Subscription and advertising
Less direct costs
Conferences

Less direct costs
Competitions

Less direct costs
Contributions

Other

Management fee
Interest and dividends

Unrealized loss on investments

Realized loss on investments

Expenses:

Salaries and wages
Payroll taxes

Employee benefits

Rent and utilities

Travel and entertainment
Newsletters and mailings
Membership retention
Insurance

Office supplies and postage
Information services
Telephone

Professional fees

Bank charges
Depreciation

Grants and awards
Other

Change in net assets

Net assets:

Beginning of year

End of year

$

Music Teachers National Association, Inc.

Consolidating Schedule of Activities
Year Ended June 30, 2011

Association
Temporarily
Unrestricted  Restricted Total Certification Total
1,268,973 - 1,268,973 - 1,268,973
238,592 - 238,592 - 238,592
(142,563) - (142,563) - (142,563)
370,835 = 370,835 - 370,835
(219,906) - (219,9086) - (219,906)
123,375 2 123,375 - 123,375
(155,936) - (155,936) - (155,936)
136,787 16,084 152,871 - 152,871
59,441 = 59,441 44 992 104,433
5,004 - 5,004 (5,004) -
60,310 12,872 73,182 1,091 74,273
123,727 27.353 151,080 2,102 153,182
51,988 20,003 71,991 1,071 73,062
1,920,627 76,312 1,996,939 44252 2,041,191
679,404 - 679,404 9,996 689,400
53,241 - 53,241 - 53,241
88,887 - 88,887 - 88,887
131,759 - 131,759 - 131,759
92,160 - 92,160 - 92,160
36,402 - 36,402 - 36,402
9,107 - 9,107 - 9,107
23,002 = 23,002 - 23,002
12,656 - 12,656 - 12,656
55,431 - 55,431 - 55,431
5,303 - 5,303 - 5,303
16,153 - 16,153 - 16,153
62,998 = 62,998 - 62,998
6,218 - 6,218 - 6,218
105,979 = 105,979 - 105,979
162,206 - 162,206 22,371 184,577
1,540,906 - 1,540,906 32,367 1,573,273
379,721 76,312 456,033 11,885 467,918
1,524,302 321639 1,845,941 109,271 1,955,212
1,904,023 397,951 2,301,974 121,156 2,423,130
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