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EXECUTIVE SUMMARY

We have completed an examination of the Corporation for Public Broadcasting (CPB)
Community Service and other selected grants at KTCA-TV for the period September 1, 2013
through August 31, 2015. Our objectives were to examine KTCA’s certifications of compliance
with CPB grant terms to: a) claim Non-Federal Financial Support (NFFS) on its Annual
Financial Reports (AFRs) in accordance with CPB Financial Reporting Guidelines (Guidelines);
b) expend grant funds in accordance with grant agreement requirements; and ¢) comply with the
Certification of Eligibility requirements and the statutory provisions of the Communications Act
of 1934, as amended (Act).

Based on our examination, we found that KTCA complied with grant and Act requirements,
except for overstated NFFS of $270,354, which resulted in potential CSG overpayments of
$35,739 (810,239 in actual 2016 payments and potential overpayments of $25,500 in 2017).

We recommend that CPB require KTCA management to identify the corrective actions and
controls it will implement to ensure future compliance, and repay $10,239 in excess FY 2016
CSG payments. CPB management should use KCTA’s corrected FY 2015 NFFS to calculate the
FY 2017 NFFS to ensure that KTCA is not overpaid an estimated $25,500.

In response to the draft report KTCA accepted our finding and stated that they adjusted its 2015
AFR. KTCA management encouraged CPB to study new sources of revenue in the digital
landscape and determine if any changes to the CPB guidelines are warranted. KTCA
management also stated that the mechanisms for funding their work are evolving in the digital
space. KTCA’s written response to the draft report is presented in Exhibit G.

This report presents the conclusions of the OIG and the finding does not necessarily represent
CPB’s final position on the issues. While we have made recommendations we believe would be
appropriate to resolve the finding, CPB officials will make final determinations on our finding
and recommendations in accordance with established CPB audit resolution procedures. Based
on KTCA’s response to the draft report, we consider recommendations 1 and 2 resolved but open
pending CPB’s management decision.

We performed this examination based on the Office of Inspector General’s (OIG) annual plan
objective to audit multiple TV and/or radio stations. We conducted our examination in
accordance with Government Auditing Standards for attestation examination engagements. Our
scope and methodology is discussed in Exhibit F.

BACKGROUND

Per its website, what is now Twin Cities PBS was incorporated as Twin City Area Educational
Television in 1955. On September 16, 1957 it began broadcasting as the first non-commercial
public television station in Minnesota, KTCA (channel 2). On May 5, 1965, a second station,
KTCI (channel 17) was launched. In 1967, KTCA became the first educational station in the
nation to broadcast in color. In 1970, the Public Broadcasting Service (PBS) was founded and
KTCA became a member station. In 2000, KTCA officially became Twin Cities Public
Television. In 2015, Twin Cities Public Television changed its name to Twin Cities PBS (TPT).



Community Service Grants

CPB awards annual CSGs to public television and radio stations based on the amount of NFFS
claimed by all stations on their AFRs. 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 and the other is for radio. 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 multiplied by the station’s reported NFFS to calculate
the incentive award amount of the station’s total CSG. There is a two-year lag between the
reported NFFS and CPB’s calculation of the FY’s CSG amount. For example, CPB used the
NFFS claimed by KTCA on its FY 2013 AFR to determine the amount of the CSG the station
received in FY 2015.

During our audit period, KTCA received $ 6,917,142 from CPB for CSG, and Interconnection
grants as itemized in Exhibit A. The station reported NFFS of $19,565,197 in FY 2014 and
$22,433,734 in FY 2015 per Exhibits B and C. KTCA’s audited financial statements reported
revenues of $32,245,809 in FY 2014 and $44,196,079 in FY 2015. KTCA’s fiscal year begins
September 1 and ends on August 31.

Other CPB Grants

In addition to the CSG funding, KTCA received $ 550,000 in Multi-Language Emergency
Alerting Initiative, Veterans Coming Home, American Graduate, and Ready to Learn CPB
grants, which brings the total payments for all CPB grants to $ 7,467,142 as shown in Exhibit A.
Activities under the Multi-Language Emergency Alerting Initiative and American Graduate
grants were scheduled for completion after our audit fieldwork. For the Ready to Learn and
Veterans Coming Home grants, KTCA had completed the projects and CPB had made final
payments.

RESULTS OF AUDIT

In our opinion, except for the noncompliance issue described below, KTCA has complied with
the requirements in the following paragraph for the FY 2014 and 2015 TV CSGs and the other
selected grants we examined.

We examined KTCA management’s assertions of compliance with CPB grant requirements: a)
CSG Certification of Eligibility; b) CSG Legal Agreement; c) AFR Signature Page; and d) the
Final and Interim Financial Reports for the other selected projects we examined. The CSG
Certification of Eligibility includes KTCA’s compliance with AFR/NFFS reporting in
accordance with CPB’s Guidelines; Communication Act requirements for open meetings, open
financial records, Community Advisory Board (CAB), Equal Employment Opportunity (EEO)
reporting, and donor lists; and discrete accounting requirements. Our responsibility is to express
an opinion on management’s assertions about its compliance based on our examination.

Our examination was conducted in accordance with the Government Auditing Standards for
attestation examination engagements and, accordingly, included examining, on a test basis,






same as the criteria for payments ... A payment, on the other hand, is a reciprocal
transfer (i.e., an exchange transaction) of cash or other assets in which each party
receives and sacrifices approximately equal value.

Source Criteria — The universe of eligible sources for contributions is relatively large: any
source except the federal government or another public broadcasting entity, while the
universe of eligible sources for payments in exchange transactions is relatively small:
only eligible sources are state and local governments and educational institutions.

Guidelines, Section 2.2 — Contributions vs. Payments, and Section 2.3.2 Interpretations NFFS
Criteria.

Because the revenues KTCA reported were exchange transactions, they are payments for NFFS
purposes. In accordance with CPB Guidelines Section 2.3.2, to qualify as NFFS the source of
these payments must be a state or local government or an educational institution. These
payments were from organizations (for-profit and non-educational non-profits) that did not
qualify as a source for reporting as NFFS.

Recommendations
We recommend CPB management take the following actions to:

1) require KTCA to identify the corrective actions and controls it will implement to ensure
future compliance with NFFS Guidelines; and

2) recover $10,239 of excess CSG payments made to KTCA in FY 2016 based on the reported
FY 2014 NFFS and ensure that the corrected 2015 NFFS amount is used to calculate the
FY2017 CSG award amount.

KTCA’s Response

The station accepted our finding and made adjustments to its 2015 AFR to reclassify content
syndication revenue as non-NFFS eligible revenue. KTCA also encouraged CPB to study new
sources of revenue in the digital landscape and determine if any changes to the guidelines are
warranted. KTCA management stated that the mechanisms for funding their work are evolving
in the digital space. In subsequent correspondence, KTCA also explained that for future AFR
reporting, they will classify content syndication revenue as a payment instead of a contribution,
in accordance with CPB’s guidelines, clarifying that only content syndication revenue derived
from educational institutions and state and local government agencies will be included as eligible
for NFFS.

OIG Review and Comment
KTCA'’s actions should ensure future compliance with NFFS reporting guidelines. Based on

KTCA’s response to the draft report, we consider recommendations 1 and 2 resolved but open
pending CPB’s final management decision and monetary recovery actions.



























Exhibit F

Scope and Methodology

We performed an attestation examination to determine KTCA’s compliance with CPB Financial
Reporting Guidelines, provisions of the Communications Act, grant certification requirements,
and other grant provisions. The scope of the audit included reviews and tests of the information
reported by the station on its AFR and reconciled to audited financial statements for the years
ending August 31, 2014 and August 31, 2015; grant certifications of compliance with Act
requirements; and certifications on its financial reports submitted to CPB.

We tested the allowability of NFFS claimed on KTCA’s AFRs by performing financial
reconciliations and comparisons to underlying accounting records (general ledger) and the
audited financial statements. We reviewed underwriting and grant agreements and other
documentation supporting revenues reported. Specifically, we reviewed NFFS revenue
transactions totaling $ 3,580,781 of $19,422,304 KTCA reported in FY 2014 and $ 7,846,338 of
$22,342,938 reported in FY 2015.

We reviewed the allowability of expenses charged to KTCA Community Service, Multi-
Language Emergency Alerting Initiative and American Graduate grants to determine whether
expenditures were incurred in accordance with grant terms. We reviewed 100 percent of the
Community Service and interconnection grants expenses reported of $6,917,142; and $270,971
of the $593,943 for the Multi-Language Emergency Alerting Initiative and American Graduate
grants expenses recorded through August 31, 2015. (The information reported on Exhibit E for
the multi-language grant is through December 31, 2015, a later time period.) We reviewed
supporting documentation, including employee timesheets, vendor invoices, purchase orders, and
other documentation for judgmentally selected transactions.

We reviewed policies, records, and documents supporting the station’s compliance with the
Act’s requirements to provide advance notice of public meetings, make financial and EEO
information available to the public, and safeguard donor lists. We also reviewed KTCA’s
website to determine its compliance with CPB’s transparency requirements. Our procedures
included interviewing station officials and its independent public accountant.

We gained an understanding of internal controls over the preparation of AFRs, receipts, and
disbursements. We also gained an understanding of KTCA’s policies and procedures for
compliance with certification of eligibility requirements, Communication Act, and CPB grant
agreement terms for allowable costs. We used this information to assess risks and plan the
nature and extent of our testing to conclude on our objectives.

We conducted fieldwork from March 7, 2016 through May 27, 2016. Our examination was
performed in accordance with the Government Auditing Standards for attestation examinations.
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