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We have completed a special review of the Audience Service Challenge Grant Phase |l
(ASCG) and Community Service Grants (CSG) awarded to Radio Station KBCS-FM,
Bellevue Community College (BCC), Bellevue, Washington. We initiated this review at the
request of CPB’s Radio Department to review the expenses claimed for the ASCG. The
objectives of the review were to determine whether KBCS: 1) spent ASCG grant funds in
accordance with CPB’s grant agreement provisions; 2) claimed Non-Federal Financial
Support (NFFS) on its Fiscal Year (FY) 2006 and 2007 Annual Financial Reports (AFRs) in
accordance with CPB Financial Reporting Guidelines (Guidelines); and 3) complied with
CPB’s Certification of Eligibility requirements and the statutory provisions of the
Communications Act of 1934, as amended (the Act).

For the ASCG, we found that funds were generally expensed in accordance with the grant
agreement terms, except for questionable costs totaling $33,330. We questioned a portion
of the costs of in-kind services of employee staff time charged to the grant that were not
supported by adequate documentation and budget line item overruns that exceeded 15
percent without CPB’s authorization. CPB’s portion of the questioned costs totaled
$13,665.

We also found that KBCS was not in complete compliance with CPB Guidelines for
reporting NFFS on their AFRs. Specifically, we found that KBCS improperly claimed
$60,269 as direct revenue on their FY 2006 AFR. This over-reporting of NFFS in FY
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2006 resulted in CPB making excess CSG grant payments of $4,162 to KBCS during
FY 2008. We classified this amount as funds put to better use for reporting purposes.
Finally, we found that KBCS was not in full compliance with CPB’s open financial
records, Equal Employment Opportunity (EEO), and donor list and political activities
minimum requirements to document their procedures.

KBCS generally agreed with our findings, but stated that requirements to track staff
hours charged to the ASCG were not stipulated during grant negotiations and that
budget line item cost overruns were more than offset by budget line items that were
under spent. KBCS’ response is discussed further in the body of the report and their
complete written response to the draft report is attached as Appendix E.

This report presents the conclusions of the OIG and the findings contained in this report
do not necessarily represent CPB’s final position on these issues. Accordingly, the
report contains recommendations as to actions the OIG believes would be appropriate
to resolve these findings.

In accordance with CPB audit resolution procedures, CPB management is responsible
for determining the corrective actions to be taken. Based on KBCS’ response to the
draft report, we consider recommendations 1), 2), 3), and 4) unresolved pending a
management decision by CPB. Recommendation 6) is resolved but open until all
corrective actions are completed. Recommendations 5), 7), and 8) are resolved but
open pending CPB’s determination that KBCS’ corrective actions are satisfactory.

Final determinations on the reported findings and recommendations will be made by
CPB officials. Accordingly, we are requesting that you provide us with a written
response to our findings and recommendations within 180 days of this final report. For
corrective actions planned but not completed by the response date, please provide
specific milestone dates when planned corrective actions will be implemented.

BACKGROUND

KBCS-FM Radio Station is a department of Bellevue Community College (BCC), a state
government entity in Bellevue, Washington. KBCS began broadcasting in 1973 as a 10
watt, student-run media training center. It is a listener supported radio station, operated
as a service of BCC. Its purpose is to entertain, educate, and involve the diverse
community of listeners with a variety of music, cultural and public affairs programs.

As a department of BCC, KBCS does not have its own local Board of Directors to
oversee the operations of the station. BCC has a Board of Trustees that has overall
management responsibility for the college, including the radio station. Because it is a
state government entity, KBCS is classifi d as an institutional station and it is therefore
not required to have a Community Advisory Board.



During 2003, CPB awarded KBCS a three-year ASCG to help KBCS increase its
performance relative to the Audience Service Criteria of the Radio CSG program. The
grant was designed to improve the station’s public service, increase its listening
audience, and foster its sustainability via increased community financial support with the
objective of receiving larger CSGs from CPB. The terms of the ASCG identified specific
tasks and activities for KBCS to accomplish to achieve the objectives of the ASCG.

CPB is authorized by the Public Broadcasting Act of 1967, as amended, 47 U.S.C. 396,
to make grants, such as the ASCG, available to public telecommunications entities,
national, regional and other systems of public telecommunications entities, and
independent producers and production entities. Specifically, CPB makes grants to fund
projects for broadcast and other uses in public telecommunication and educational
systems.

CSGs are awarded to public television and radio stations based on the amount of NFFS
claimed by the stations on the AFRs they submit to CPB. There is a two year lag
between the reported NFFS and CPB’s calculation of the resulting CSG payment.

Thus, the NFFS claimed on a station’s FY 2006 AFR was used to determine the amount
of the CSG the station received in FY 2008. Radio CSGs consist of a base amount that
were based on the population density of the signal coverage area combined with an
incentive portion based on the amount of NFFS claimed by the station.

The CSG calculation process starts with separate amounts appropriated for the
television and radio CSG pools adjusted by distance and local service grants and the
amount of the base grants. The funds that remain are called the Incentive Grant Pools;
one is for television stations and the other is for radio stations. The incentive rate of
return (IRR) is calculated by dividing the Incentive Grant Pools by the total amount of
NFFS claimed by all television/radio stations. The IRR is then muitiplied by the station’s
reported NFFS to arrive at the incentive award portion of the station’s total CSG.

SCOPE AND METHODOLOGY

We performed a special review of the Audience Service Challenge Grant, Phase |l
(ACSG). The total approved budget for the ACSG project was $434,743, of which CPB
committed to provide $180,000. The ASCG agreement stated that CPB would
reimburse the Grantee for their actual fees and expenses as set forth in the budget up
to the amount of $180,000. We interpreted this requirement to mean that all costs
should be billed as actual costs incurred by KBCS. We reviewed over $325,000 of the
expenses that KBCS charged to the grant (74 percent of total expenses) to ensure that
they complied with the terms and conditions of CPB’s ACSG agreement. The final
expense budget and the results of our tests are presented in Appendix A. Further,
because the grant agreement provided no guidance on documenting overhead costs,
we used alternative procedures to evaluate the reasonableness of costs claimed. We
accepted documentation provided by BCC on space, utilities, acc unting services, and
other administrative costs of the college to support overhead charges. We then



multiplied those expenses by the percentage of ASCG expenses to total station
expenses, as presented in Appendix B, to calculate an acceptable overhead charge
percentage by fiscal year. For the Community Service Grants (CSG) we tested
revenues reported on Schedule A of KBCS’ FY 2006 and 2007 AFRs, a summary of
which is presented in Appendix C.

In conducting our review of the ASCG, we contacted CPB’s Radio Department and
Office of Business Affairs and reviewed their ASCG grant files and discussed the
administration of the grant with CPB officials. At KBCS, we discussed the grant with the
General Manager of KBCS and BCC financial officials and reviewed related costs and
supporting documentation maintained by KBCS and BCC for the grant.

The scope of the review of the station’s AFRs included tests of the preparation of
Schedule A of the AFRs and the data reported for the FYs ending June 30, 2006 and
2007. We tested the accuracy of NFFS claimed on KBCS’ AFRs by performing financial
reconciliations and comparisons to underlying accounting records and the audited
financial statements for FY 2007. CPB did not require that KBCS submit audited
financial statements for FY 2006.

We also evaluated compliance with the Guidelines, in part, by reviewing documentation
of memberships and subscriptions, donations, underwriting contract agreements, and
passive revenue. We tested over $177,000 of NFFS claimed for FY 2006 and over
$145,000 claimed for FY 2007 (28 percent and 22 percent of all revenue claimed on the
FY 2006 and FY 2007 AFRs, respectively). We concentrated our judgmental testing on
the higher risk revenue categories. We also interviewed the station’s Independent
Public Accountant (IPA) to determine his understanding of the AFR Guidelines and the
extent of his testing of revenue items included on the 2007 AFR.

Our testing of the FY 2007 AFR was limited by the fact that CPB’s Integrated Station

Information System had not fully accepted the FY 2007 AFR at the time of our on-site
review. This was the first fiscal year that KBCS was submitting a Schedule B-Indirect
Administrative Support with their AFR and CPB was helping them prepare it properly.

We reviewed documentation of KBCS’ compliance with the Act’s requirements.
Specifically, we reviewed KBCS’ public inspection files including the financial records
file that was available for public inspection, and Equal Employment Opportunity (EEO)
documents to ensure that they were also available for general public inspection in
compliance with the Act. Finally, we reviewed KBCS’ compliance with CPB’s mail list
and political activities requirements.

We conducted our field work during June 2008. Our review was performed in
accordance with the PCIE Quality Standards for Inspections.






