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Introduction 
 
The following Management’s Discussion and Analysis (“MD&A”) provides an overview of the net financial position 
and activities of KNAU Radio (A Public Telecommunications Entity of Northern Arizona University) 
(“KNAU”), a department of Northern Arizona University (“NAU”) and is designed to assist in the understanding of 
the accompanying financial statements as of and for the year ended June 30, 2013. This discussion has been 
prepared by management and should be read in conjunction with the financial statements and the notes thereto, 
which follow this section. 
 
KNAU is located on the campus of Northern Arizona University. KNAU broadcasts National Public Radio, 
American Public Media, Public Radio International and local programs that inform, enrich and entertain the public. 
KNAU serves listeners with comprehensive music and information programs that reflect current affairs, history 
and cultures. 
 
These financial statements were prepared in accordance with reporting guidelines of the Corporation for Public 
Broadcasting and Governmental Accounting Standards Board (“GASB”) principles, specifically with GASB 
Statement No. 35, Basic Financial Statements and Management Discussion and Analysis for Public Colleges and 
Universities. The financial statements prepared in accordance with GASB principles establish standards for 
external financial reporting and provide a perspective on KNAU’s assets, liabilities, net assets, revenues, 
expenditures and cash flows. 
 
The Statements of Net Position present the financial position of KNAU at the end of the fiscal years 2013 and 
2012 and include all assets and liabilities of KNAU. Assets are what KNAU owns and are generally measured in 
the current value, except for capital assets which include property and equipment recorded at historical cost less 
accumulated depreciation. Assets are categorized as either current or non-current. Current assets are generally 
considered to be convertible to cash within one year. Current liabilities are obligations that will be paid within one 
year of the statement date. The difference between total assets and total liabilities, referred to as net position, is 
one indicator of the financial condition of KNAU. 
 
The notes to the financial statements provide additional information that is essential to a full understanding of the 
data provided in the financial statements. The notes to the financial statements can be found on pages 10 to 17. 
 
Assets 
 
Total assets of KNAU were $2,110,778 and $2,026,575 at June 30, 2013 and 2012. Unrestricted cash was          
$944,438 and $983,579 or 45% and 49% of total assets at June 30, 2013 and 2012, respectively. Accounts 
receivable, net, decreased $49,677 (39%), in 2013 due to a $50,334 decrease in pledges receivable. KNAU 
changed the nature of soliciting pledges from annual memberships to sustaining memberships. The sustaining 
pledges are perpetual memberships that can be adjusted at any time by the members. Due to the ability of the 
members to change the agreements at any time, the future payments for these agreements are no longer 
unconditional promises to give. Accordingly, there was a decrease in receivables as the prior year balance were 
collected and the new amounts that no longer meet the criteria for treatment as receivables. In 2013, net capital 
assets decreased by $25,798 from $143,591 to $117,793 due to depreciation expense of $36,734, which was 
offset by asset acquisitions of $10,936. 
 
Liabilities 
 
Total liabilities of KNAU were $42,057 and $61,848 at June 30, 2013 and 2012, respectively. Accrued vacation 
was $25,754 or 61% of total liabilities at June 30, 2013 and $29,155 or 47% of total liabilities at June 30, 2012. 
Deferred revenue of $7,908 at June 30, 2013 decreased by $8,324 or 51%, primarily as a result of decreased 
underwriting prepayments.  
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Net Position 
 
Net Position is divided into three major categories. The first category, invested in capital assets, net of related 
debt, reports KNAU’s net equity in property, plant and equipment. The second major category, restricted net 
position, reports net assets that are restricted due to legal restriction from laws and regulations of other 
governments; or legally enforceable through enabling legislation. The third category is unrestricted net position. 

 
Condensed Statements of Net Position 

FY 2013 and 2012 
  2013   2012  
Assets:   
  Current assets $ 1,980,549 $ 1,875,598 
  Noncurrent assets  130,229  150,977 
Total Assets $ 2,110,778 $ 2,026,575 
     
Liabilities:     
  Current liabilities $ 42,057 $ 61,848 
Total Liabilities $ 42,057 $ 61,848 
Net Position:     
    Invested in capital assets $ 117,793 $ 143,591 
    Restricted  -  10,620 
    Unrestricted  1,950,928  1,810,516 
  Total Net Position  2,068,721  1,964,727 
Total Liabilities and Net Position $ 2,110,778 $ 2,026,575 

 
Statements of Revenues, Expenses and Changes in Net Position 
 
The Statement of Revenues, Expenses, and Changes in Net Position, which is generally referred to as the 
activities statement, presents the total revenues (operating and non-operating) received and earned by KNAU and 
expenses (operating and non-operating) paid and owed by KNAU and income or loss from operations for the 
current fiscal year. 
 
Revenues 
 
Total operating revenues, which exclude University appropriations, of KNAU for the fiscal years 2013 and 2012 
were $269,940 and $325,510, respectively. The decrease of $55,570 or 17% from 2012 is partially due to a 
decrease in in-kind contributions ($21,492) and a decreased use of donated premiums during membership drives. 
 
Operating revenues from grants and contracts totaled $261,064 and $295,142 in 2013 and 2012, respectively, a 
decrease of $34,078 or 12%. This decrease is due to a decrease in the grant from the Corporation of Public 
Broadcasting in 2013. Grant and contract revenues related to non-exchange type agreements are classified as 
operating revenue. In a non-exchange agreement, KNAU receives dollars from another party without directly 
giving a service or product of equal value in exchange. 
 
KNAU received $428,661 and $432,900 in 2013 and 2012, respectively, of NAU appropriations, a decrease of 
$4,239. KNAU also received $570,351 and $633,620 in 2013 and 2012 in subscriptions, memberships and gifts, a 
decrease of $63,269 or 10%. This decrease is due to efforts by KNAU to focus on increased sustaining member 
support rather than annual support as a long-term strategy, and the different accounting method required for 
sustaining memberships. for which sustaining pledge revenue cannot be included in revenue until received. The 
sustaining pledges for fiscal year 2013 were perpetual memberships that can be adjusted at any time by the 
members. As a result, sustaining pledges no longer met the definition of an unconditional promise to give and 
revenue is recorded as received. The shift to sustaining memberships reduced both pledges receivable and 
membership revenue by approximately $80,000 for 2013 (as compared to accounting for annual memberships, as 
had been done in past years). 
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Bequests and restricted major gifts received were $5,050 in 2013 and $1,750 in 2012, an increase of $3,300. 
Underwriting revenues in 2013 totaled $500,775 which was an increase from 2012 of $16,710 or 3% as a result of 
continuing efforts to solicit business and non-profit support. KNAU also received $399,341 in 2013 and $340,039 
in 2012 of donated facilities and administrative support from NAU, which is comprised of donated office and studio 
space and costs for institutional support and physical plant operations. The increase of $59,302 from 2012 is due 
to a nearly $5.5 million increase in NAU’s total institution support from FY 2012 to FY 2013. KNAU’s institutional 
support is calculated as a percentage of this total. 
 
Expenses 
 
Total operating expenses of KNAU for the fiscal year were $2,181,583 and $2,030,433 for 2013 and 2012. 
Overall, the increase in total operating expenses for 2013 of $151,232 or 8% was due to increased programming 
fees, fundraising costs and utilities. Total program services were $1,079,632 and $975,049 for 2013 and 2012, 
respectively. Depreciation expense totaled $36,734 and $40,331 for 2013 and 2012.  
 

Condensed Statements of Revenues, Expenses and Changes in Net Position 
 

  2013   2012  
Operating Revenues   
  Grants and contracts $ 261,064 $ 295,142 
  In-kind contributions  8,876  30,368 
Total Operating Revenues  269,940  325,510 
   
Operating Expenses   
  Program services $ 1,079,632 $  975,049 
  Supporting services  1,101,951  1,055,384 
Total Operating Expenses  2,181,583  2,030,433 
   
  Operating Loss  (1,911,643)  (1,704,923) 

 
Non-Operating Revenues   
  General appropriation from NAU  428,661  432,900 
  Donated facilities and admin support from NAU  399,341   340,039 
  Subscriptions, memberships and gifts  570,351  633,620 
  Bequests and restricted major gifts  5,050  1,750 
  Underwriting  500,775  484,065 
  Events  -  10,000 
  Net investment income  104,934  8,219 
  Other income  6,525  11,525 
Total Non-Operating Revenues  2,015,637  1,922,118 
     
Increase in net position  103,994  217,195 
   
  Net Position – Beginning of year  1,964,727  1,747,532 
   
  Net Position – End of year $ 2,068,721 $ 1,964,727 
 

Capital and Debt Analysis 
 
KNAU had approximately $117,800 and $143,600 in capital assets, net of accumulated depreciation, at June 30, 
2013 and 2012, respectively. Title to these assets resides with NAU, which allocated custody of the assets to KNAU 
for its operational needs. The change in capital assets for 2013 is due to depreciation expense of $36,734 which 
was offset by asset acquisitions of $10,936. Additional information on KNAU’s capital assets can be found in Note 3 
to the accompanying financial statements on pages 14 and 15. 
 
KNAU does not separately issue long-term debt and is not currently engaged in any long-term financing.   



 
MANAGEMENT’S DISCUSSION AND ANALYSIS 

 
 

-4- 

Economic Factors That May Affect the Future 
 
Overall, KNAU’s financial position is relatively strong, however, KNAU must continue to be watchful and react to 
external financial developments, which includes the following: 
 

• Revenue from Northern Arizona University is uncertain as the university faces a change in leadership.  
• Continuing trend of using new formats and technologies for both donations and underwriting challenges 

KNAU to continue to explore new ways to solicit funding.  
• Individual major gift amounts of $1,000 and above, alternative giving vehicles such as IRAs and CGAs, 

and planned giving efforts are increasing.  
• Cash reserves provide short term solutions to budget cuts.  

 
KNAU is partially dependent on funding outside of its control. KNAU continues to work to strengthen controllable 
revenue opportunities and aggressively control costs. Some revenue risks involve funding from Northern Arizona 
University and the United States federal government. Revenues that are controllable and can be enhanced 
include membership and underwriting, major gifts over $1,000, and planned or estate gifts. Furthermore, KNAU 
holds cash reserves to balance uneven timing from various revenue sources. 
 
Revenue from underwriting grew 3%. Management believes this excellent growth will be further enhanced as the 
economy stabilizes and public confidence grows. 
 
Increased expenses, predominantly in programming services, resulted in an overall expense increase of 8%. 
KNAU must explore ways to continue providing excellent programming while controlling these costs. 
 
Overall the station remains financially healthy. While the increase in net assets declined by $113,201, KNAU 
increased net assets by $103,994 and ended the year with a sizeable surplus. 
 
Request for Information 
 
This financial report is designed to provide a general overview of KNAU’s finances for KNAU management, and 
NAU. Questions concerning any of the information provided in this report or requests for additional financial 
information should be addressed to KNAU Arizona Public Radio, Attention General Manager, P.O. Box 5764, 
Flagstaff, Arizona 86011. 
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INDEPENDENT AUDITORS' REPORT 
 
 
 
To the Management of  
 
KNAU RADIO (A Public Telecommunications Entity of Northern Arizona University) 
 
Report on the Financial Statements 
 
We have audited the accompanying financial statements of KNAU Radio (A Public 
Telecommunications Entity of Northern Arizona University) (“KNAU”), which comprise the 
statements of net position as of June 30, 2013 and 2012, and the related statements of revenues, 
expenses and changes in net position, and cash flows for the years 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. 
 
Auditors’ 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 and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States. 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 auditors’ 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 entity’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 entity’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. 
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2013 2012
CURRENT ASSETS

Cash and cash equivalents 944,438$         983,579$         
Restricted cash -                   10,620             
Investments 955,635           750,701           
Accounts receivable, net 76,991             126,668           
Other current assets 3,485               4,030               

TOTAL CURRENT ASSETS 1,980,549        1,875,598        

CONTRACT RECEIVABLE - GIFT ANNUITY 12,436             7,386               

CAPITAL ASSETS, net 117,793           143,591           

TOTAL ASSETS 2,110,778$      2,026,575$      

CURRENT LIABILITIES
Accounts payable 8,395$             16,461$           
Accrued vacation 25,754             29,155             
Deferred revenue 7,908               16,232             

TOTAL CURRENT LIABILITIES 42,057             61,848             

NET POSITION
Invested in capital assets 117,793           143,591           
Restricted -                   10,620             
Unrestricted 1,950,928        1,810,516        

TOTAL NET ASSETS 2,068,721        1,964,727        

TOTAL LIABILITIES AND NET ASSETS 2,110,778$      2,026,575$      

A S S E T S

L I A B I L I T I E S    A N D    N E T    A S S E T S

KNAU RADIO
(A Public Telecommunications Entity of Northern Arizona University)

STATEMENTS OF NET POSITION

June 30, 2013 and 2012
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2013
 (as restated) 2012

OPERATING REVENUES
Grants and contracts 261,064$         295,142$         
In-kind contributions 8,876               30,368             

TOTAL OPERATING REVENUES 269,940           325,510           

OPERATING EXPENSES
Program services

Programming and production 837,154           745,788           
Broadcasting 242,478           229,261           

Total program services 1,079,632        975,049           
Supporting services

Management and general 266,233           270,371           
Northern Arizona University donated institutional support 366,874           306,870           
Fundraising 227,634           221,532           
Underwriting 241,210           256,611           

Total supporting services 1,101,951        1,055,384        
TOTAL OPERATING EXPENSES 2,181,583        2,030,433        

OPERATING LOSS (1,911,643)       (1,704,923)       

NON-OPERATING REVENUES
General appropriations from Northern Arizona University 428,661           432,900           
Donated facilities and administrative support from
  Northern Arizona University 399,341           340,039           
Subscriptions, memberships and gifts 570,351           633,620           
Bequests and restricted major gifts 5,050               1,750               
Underwriting 500,775           484,065           
Events -                   10,000             
Net investment income 104,934           8,219               
Other income 6,525               11,525             

TOTAL NON-OPERATING REVENUES 2,015,637        1,922,118        

INCREASE IN NET POSITION 103,994           217,195           

NET POSITION BEGINNING OF YEAR                1,964,727        1,747,532        

NET POSITION END OF YEAR 2,068,721$      1,964,727$      

KNAU RADIO
(A Public Telecommunications Entity of Northern Arizona University)

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

Years Ended June 30, 2013 and 2012
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2013
 (as restated) 2012

CASH FLOWS FROM OPERATING ACTIVITIES
Grants and contracts 269,388$         292,500$         
Payments to employees (853,467)          (872,689)         
Payments to suppliers (904,735)          (719,944)         

Net cash used by operating activities (1,488,814)       (1,300,133)      

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES
General appropriation from Northern Arizona University 428,661           432,900           
Subscriptions and memberships 605,816           608,034           
Underwriting 508,987           474,346           
Events -                   10,000             
Net investment income 35,067             19,144             
Other income 6,525               11,525             

Net cash provided by non-capital financing activities 1,585,056        1,555,949        

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Purchase of capital assets (10,936)            (34,840)           

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments (135,067)          (19,144)           

NET CHANGE IN CASH AND CASH EQUIVALENTS (49,761)            201,832           

CASH AND CASH EQUIVALENTS (including restricted cash), BEGINNING OF YEAR         994,199           792,367           

CASH AND CASH EQUIVALENTS (including restricted cash), END OF YEAR         944,438$         994,199$         

RECONCILIATION OF OPERATING LOSS TO NET CASH
  USED BY OPERATING ACTIVITIES

Operating loss (1,911,643)       (1,704,923)      
Adjustments to reconcile operating loss to net cash
  used by operating activities:

Donated facilities and administrative support 399,341           340,039           
Depreciation expense 36,734             40,331             
Change in assets and liabilities:

Accounts receivable, net 6,000               5,000               
Other current assets 545                  4,880               
Accounts payable (8,066)              12,676             
Accrued vacation (3,401)              (778)                
Deferred revenue (8,324)              2,642               

NET CASH USED BY OPERATING ACTIVITIES (1,488,814)$     (1,300,133)$    

SUPPLEMENTAL DISCLOSURE OF NON-CASH ACTIVITIES:

Donated facilities and administrative support 399,341$         340,039$         

In-kind donated supplies 8,876$             30,368$           

KNAU RADIO
(A Public Telecommunications Entity of Northern Arizona University)

STATEMENTS OF CASH FLOWS

Years Ended June 30, 2013 and 2012
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(1) Description of reporting entity and summary of significant accounting policies 

 
A. Reporting entity 

 
The accounting policies of KNAU Radio (A Public Telecommunications Entity of Northern Arizona 
University) (“KNAU”) conform to the U.S. generally accepted accounting principles applicable to 
governmental units. The financial statements of KNAU, as a department of Northern Arizona University 
(“NAU” or “the University”) are not intended to represent the related financial statement information of the 
primary government. 
 
KNAU is a non-commercial, educational radio station operated by Northern Arizona University in Flagstaff, 
Arizona, under a license granted by the Federal Communications Commission. KNAU’s licensee is the 
Arizona Board of Regents acting for and on behalf of Northern Arizona University. KNAU’s mission is to 
be a trusted source of information, music and entertainment for rural Arizona through radio and other 
media. 
 

B. Measurement focus, basis of accounting and financial statement presentation 
 
The accounting policies of KNAU conform to U.S generally accepted accounting principles applicable to 
public institutions of higher education engaged only in business-type activities adopted by the 
Governmental Accounting Standards Board (“GASB”). 
 
The financial statements of KNAU include all funds for which KNAU has oversight responsibility. Fiscal 
responsibility for KNAU remains with the University; therefore, KNAU is considered part of the reporting 
entity for the University’s reporting process. 
 
KNAU is engaged only in business-type activities. Accordingly, KNAU’s financial statements have been 
presented using the economic resources measurement focus and the accrual basis of accounting. 
Under the accrual basis, revenues are recognized when earned, and expenses are recorded when an 
obligation has been incurred. The general appropriation from the University is recorded when 
expended. Grants and donations are recognized as revenue as soon as all eligibility requirements 
imposed by the provider are met. In-kind contributions, other than the contribution from the University, 
are recognized as revenue at the estimated fair market value at the date of gift. The portion of the 
University’s indirect costs attributable to KNAU’s operations and the value of space provided to KNAU 
by the University are included as revenues and expenses, and are computed in accordance with 
guidelines established by the Corporation for Public Broadcasting which is consistent with generally 
accepted accounting principles. 
 
KNAU adopted GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, 
Deferred Inflows of Resources, and Net Position in fiscal year 2013. The requirements of this statement 
improve financial reporting by standardizing the presentation of deferred outflows of resources and 
deferred inflows of resources and their effects on a government’s net position. The fiscal year 2013 
implementation includes the terminology change from “net assets” to “net position” in financial 
statement presentation. 
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(1) Description of reporting entity and summary of significant accounting policies (continued) 
 

B. Measurement focus, basis of accounting and financial statement presentation (continued) 
 
The difference between fund assets and liabilities is reported as “Net Position”. Net Position is reported 
in three categories: 
 

• Net position, invested in capital assets, consist of capital assets net of depreciation 

• Restricted net position includes constraints placed on net position by external partner such as 
creditors, grantors, contributors, or laws or regulations of other governments or restriction 
imposed by laws through constitutional provisions or enabling legislation. 

• Unrestricted net position consists of net position which does not meet the definition of the two 
preceding categories. 

These categories are based primarily on the extent to which KNAU is bound to honor constraints on the 
specific purposes for which the amounts in those funds can be spent. 
 
The financial statements include a statement of net position; a statement of revenues, expenses and 
changes in net position; and a statement of cash flows. 

 
The statement of net position provides information about the assets, liabilities, and net assets of KNAU 
at the end of the fiscal year. Assets and liabilities are classified as either current or non-current.  
 
The statement of revenues, expenses, and changes in net position provides information about KNAU’s 
financial activities during the fiscal year. Revenues and expenses are classified as either operating or 
non-operating, and all changes in net position are reported, including capital contributions and additions 
to endowments. Generally, revenues generated by KNAU for programming and production and 
broadcasting are considered to be operating revenues. Other revenues, typically from non-exchange 
agreements, such as the appropriation from the University, are not generated from operations and are 
considered to be non-operating revenues. 
 
The statement of cash flows provides information about KNAU’s sources and uses of cash and cash 
equivalents during the year. Increases and decreases in cash and cash equivalents are classified as 
operating, non-capital financing, capital and related financing and investing activities. 
 
KNAU has both restricted and unrestricted resources available for its operations. When both restricted 
and unrestricted resources are available for use, restricted resources are used first. 
 

C. Cash and cash equivalents 
 
For administrative purposes, cash balances of KNAU are commingled in bank accounts maintained by 
NAU or by the Northern Arizona University Foundation (the “Foundation”). For purposes of the 
statement of cash flows, all highly liquid investments with an original maturity of three months or less 
are considered to be cash and cash equivalents and are stated at fair value. 
 
NAU and the Foundation currently use commercial banks as depositories. Deposits with commercial 
banks are covered by Federal depository insurance. Any cash balances held by NAU in excess of 
Federal depository insurance are collateralized by United States government obligations held by the 
counter party’s agent in the agent’s account with the Federal Reserve in NAU’s name.  
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(1) Description of reporting entity and summary of significant accounting policies (continued) 

 
D. Restricted cash 

 
Restricted cash at June 30, 2012 consisted of temporarily restricted donations received which had yet 
to have been expended in accordance with the donor’s wishes. There was no restricted cash at June 
30, 2013.  

 
E. Investments 

 
Investments at June 30, 2013 and 2012 consisted of an investment in a pool of funds held in the name 
of the Foundation on behalf of KNAU. The Foundation is not rated by the nationally recognized 
statistical rating organizations. The pool of funds is invested primarily in equity and fixed income mutual 
funds and money market funds. The fair value of the pool is determined by KNAU’s respective 
investment percentage in the fair value of the pools’ assets. KNAU has no regulatory oversight for the 
pool, which is governed by the Foundation’s management, board of directors and its designated 
subcommittees. The Foundation is audited annually by an independent certified public accounting firm. 
KNAU’s percentage of the total investment pool was approximately 0.9% and 0.7% at June 30, 2013 
and 2012. Investments are carried at fair value. Fluctuations in value are recognized in the period 
incurred. 
 
Investments are exposed to various risks such as interest rate, credit, and overall market volatility. Due 
to the level of risk associated with certain investment securities, it is at least reasonably possible that 
changes in risks in the near term could materially affect account balances and the amounts reported in 
the accompanying financial statements. 
 

F. Accounts receivable  
 
Accounts receivable primarily consist of business underwriting activities and pledges receivable. 
Accounts receivable are stated at the amount management expects to collect. Management provides 
for probable uncollectible accounts through a charge to earnings and a credit to a valuation allowance 
account based on its assessment of the current status of individual balances. Balances that are still 
outstanding after management has used reasonable collection efforts are written off through a charge 
to the valuation allowance account and a credit to accounts receivable. 
 

G. Capital assets 
 
Capital assets are stated at cost or fair value at the date of donation and are depreciated using the 
straight-line method over the assets estimated useful lives. KNAU capitalizes all assets purchased with 
a cost of $1,000 or more. The following useful lives are used in computing depreciation expense: 
 

  Useful Life   
Broadcast and programming equipment  7 - 10 years  
Computers and office equipment  5 -   8 years  
Vehicles  3 years  
Leasehold improvements  10 - 20 years  
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(1) Description of reporting entity and summary of significant accounting policies (continued) 

 
G. Capital assets (continued) 

 
KNAU accounts for long-lived assets in accordance with the provisions of FASB ASC 360, Property, 
Plant, and Equipment. FASB ASC 360 required that long-lived assets be reviewed for impairment 
whenever events or changes in circumstances indicate that the carrying amount of an asset may not be 
recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying 
amount of an asset to future undiscounted net cash flows expected to be generated by the asset. If 
such assets are considered to be impaired, the impairment to be recognized is measured by the 
amount by which the carrying amount of the assets exceeds the fair value of the assets. Assets to be 
disposed of are reported at the lower of the carrying amount or fair value less costs to sell. There were 
no such impairment charges during the years ended June 30, 2013 and 2012.  

 
H. Deferred revenue 

 
Deferred revenue consists of amounts received from granting agencies which had yet to be expended 
in accordance with the grant agreements or underwriting sponsors which have not yet been earned 
under the terms of the agreement. 

 
I. Subscription and membership income 
 

Subscription and membership income is recognized as income when it is received. 
 
J. In-kind contributions and indirect administrative support from NAU 
 

In-kind contributions and indirect administrative support from NAU are recorded at estimated fair values 
based upon methodology developed by the Corporation for Public Broadcasting as revenue and 
expense in the accompanying statements of revenues, expenses, and changes in net position. 
Administrative support from NAU consists of allocated institutional and physical plant expense incurred 
by NAU in support of KNAU. 
 

K. Pledges 
 

Legally enforceable pledges are recorded as receivables, net of an allowance for uncollectible pledges 
based on past collection experience. Unless designated for use in future periods, unrestricted pledges 
are recorded as revenue in the statements of revenues, expenses and changes in net assets when 
made. All pledges receivable are due within one year. 
 

L. Advertising 
 

KNAU expenses advertising costs as incurred. Advertising and promotion expenses for the years 
ended June 30, 2013 and 2012 totaled $2,412 and $1,893, respectively. 

 
M. Taxes 
 

NAU has received approval for tax-exempt status from the Internal Revenue Service and is also exempt 
from state income taxes. As a department of NAU, KNAU is not subject to income taxes. 
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(1) Description of reporting entity and summary of significant accounting policies (continued) 
 

N. Use of estimates 
 

The preparation of financial statements in conformity with U.S. generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets 
and liabilities, disclosure of contingent assets and liabilities at June 30, 2013 and 2012, and the 
reported amounts of revenues and expenses during the years then ended. Actual results may differ 
from those estimates. 

 
O. Economic dependence 
 

KNAU is dependent upon funding from the Corporation for Public Broadcasting, NAU, underwriters, and 
contributors. 

 
(2) Accounts receivable 
 

Accounts receivable at June 30, is comprised of the following: 
  2013   2012  
   
Underwriting $ 59,122 $ 67,556 
Pledges  23,295  73,629 
Other receivable  -   6,000 
 Total of accounts receivable  82,417  147,185 
 Allowance for uncollectible amounts  (5,426)  (20,517) 
 Net accounts receivable $ 76,991 $ 126,668 
 

(3) Capital assets 
 

Net capital asset balances and fiscal year activity are as follows:  
 

 
Year Ended June 30, 2013: 

Beginning 
 Balance  

 
 Additions  

 
 Dispositions  

Ending 
 Balance  

     
Broadcast and programming  
  equipment $ 985,442 $ 9,463 $ - $ 994,905 
Computers and office  
  equipment  93,340  1,473  -  94,813 
Vehicles  32,334  -  -  32,334 
Leasehold improvements  253,746  -   -   253,746 
 Total cost  1,364,862  10,936  -  1,375,798 
Broadcast and programming  
  equipment  (923,754)  (23,140)  -  (946,894) 
Computers and office  
  equipment  (92,221)  (295)  -  (92,516) 
Vehicles  (32,334)  (280)  -  (32,614) 
Leasehold improvements  (172,962)  (13,019)  -   (185,981) 
 Total accumulated  
   depreciation  (1,221,271)  (36,734)  -   (1,258,005) 
 Net capital assets $ 143,591 $ (25,798) $ -  $ 117,793 
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(3) Capital assets (continued) 
 

 
Year Ended June 30, 2012: 

Beginning 
 Balance  

 
 Additions  

 
 Dispositions  

Ending 
 Balance  

     
Broadcast and programming  
  equipment $ 968,529 $ 16,913 $ - $ 985,442 
Computers and office  
  equipment  91,941  1,399  -  93,340 
Vehicles  32,334  -  -  32,334 
Leasehold improvements  237,218  16,528     253,746 
 Total cost  1,330,022  34,840  -  1,364,862 
Broadcast and programming  
  equipment  (898,972)  (24,782)  -  (923,754) 
Computers and office  
  equipment  (91,941)  (280)  -  (92,221) 
Vehicles  (32,334)  -  -  (32,334) 
Leasehold improvements  (157,693)  (15,269)  -   (172,962) 
 Total accumulated  
   depreciation  (1,180,940)  (40,331)  -   (1,221,271) 
 Net capital assets $ 149,082 $ (5,491) $ -  $ 143,591 
 
Depreciation expense is charged to its appropriated functional classification based on an estimated 
percentage of the use of the related assets. For the years ended June 30, 2013 and 2012, the allocation of 
depreciation expense to functional classification was as follows: 
  2013   2012  
   
Programming and production $ 14,694 $ 16,536 
Broadcasting  14,694  16,536 
Underwriting   1,837  2,017 
Fundraising  3,672  2,016 
Management and general  1,837  3,226 

Total depreciation expense $ 36,734 $ 40,331 
 
(4) Donated facilities and administrative support 

 
Donated facilities and administrative support from NAU totaled $399,341 and $340,039 for the years ended 
June 30, 2013 and 2012 and is comprised of donated office and studio space and costs for institutional 
support and physical plant operations. Donated office and studio space was $13,258 and $13,257 for the 
years ended June 30, 2013 and 2012 and is based on the historical cost of facilities used by KNAU, 
depreciated over the useful life of 20 years. Donated costs for institutional support were $369,956 and 
$306,870 for the years ended June 30, 2013 and 2012, respectively. Donated costs for physical plant 
operations were $19,209 and $19,912 for the years ended June 30, 2013 and 2012, respectively. These 
costs are allocated financial costs incurred by NAU on behalf of KNAU. These amounts are recorded in the 
accompanying statements of revenues, expenses, and changes in net position as revenue and expenses 
and were calculated based on Corporation for Public Broadcasting guidelines, which is consistent with 
generally accepted accounting principles. 
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(5) Pension plan 
 

All KNAU employees are employees of NAU and participate in NAU retirement programs. KNAU’s 
administrative officers have the option to participate in defined contribution pension plans. These plans are 
administered by independent insurance and annuity companies approved by the Arizona Board of Regents. 
All other KNAU employees are required to participate in the Arizona State Retirement System, which is a 
cost-sharing multiple employer defined benefit pension plan. The costs of the retirement programs are 
allocated to KNAU on a percentage basis and charged to the appropriated functional classification. The 
required employee contribution rate was 10% in fiscal years 2013 and 2012. Retirement plan contributions 
for the years ended June 30, 2013 and 2012 were $38,137 and $47,793, respectively. 
 

(6) Leases 
 

KNAU has entered into non-cancelable lease agreements for towers used to transmit KNAU’s programs. In 
addition, KNAU has various cancelable and month-to-month leases. For the years ended June 30, 2013 
and 2012, rent expense was $52,289 and $50,235, respectively. The future minimum lease payments under 
all non-cancelable agreements are as follows: 
 
Fiscal year ended June 30,    

2014 $ 15,179  
2015  15,454  
2016  13,256  
2017  1,508  

Total future minimum lease payments $ 45,397  
 

(7) In-kind donations 
 

The organization receives significant support in the form of in-kind donated supplies. In-kind donated 
supplies for the years ended June 30, 2013 and 2012 were $8,876 and $30,368, respectively. 
 

(8) Uniform prudent management and investment of funds 
 

Unrestricted net position include an unrestricted quasi-endowment in accordance with generally accepted 
accounting principles. Funds are invested and may be drawn down at the discretion of management and 
are not committed for a specific purpose. Detailed quasi-endowment activity for the years ended June 30, 
2013 and 2012, respectively, is as follows: 
  2013   2012  
   
Beginning balance – quasi-endowment $ 750,701 $ 742,482 
   
  Interest and dividend income  35,067  19,144 
  Unrealized gains (losses)  69,867  (10,925) 
 Net investment income  104,934  8,219 
   
  Deposits of additional funds  100,000  -  
   
Ending balance – quasi-endowment $ 955,635 $ 750,701 
 

  



KNAU RADIO 
(A Public Telecommunications Entity 

of Northern Arizona University) 
 

NOTES TO FINANCIAL STATEMENTS 
 

Years Ended June 30, 2013 and 2012 
 
 

-17- 

 
(9) Related party transactions 

 
In exchange for administrative services, KNAU pays a donation management fee equal to five percent of all 
donations to the Foundation, a non-profit corporation under Section 501(c)(3) of the internal revenue code, 
and a related party in accordance with generally accepted accounting principles. Foundation gift fees paid 
for the years ended June 30, 2013 and 2012 were $29,472 and $28,995, respectively.  
 

(10) New pronouncements 
 
The Governmental Accounting Standards Board (“GASB”) issued several pronouncements prior to June 30, 
2012 with effective dates within or after the fiscal year ended June 30, 2013. Management believes the 
impact of these statements does not affect current or future financial presentations by KNAU. KNAU 
adopted the following new pronouncement in the fiscal year ended June 30, 2013. 
 
In June 2011, the GASB issued Statement No. 63, Financial Reporting of Deferred Outflows of Resources, 
Deferred Inflows of Resources, and Net Position which is effective for reporting periods beginning after 
December 13, 2011. The requirements of this Statement will improve financial reporting by standardizing 
the presentation of deferred outflows of resources and deferred inflows of resources and their effects on a 
government’s net position. It alleviates uncertainty about reporting those financial statement elements by 
providing guidance where none previously existed. KNAU adopted Statement No. 63 in fiscal year 2013. 
The adoption of this statement did not have a significant impact on KNAU’s financial statements. 
 
In March 2012, the GASB issued Statement No. 65, Items Previously Reported as Assets and Liabilities, 
which is effective for reporting periods beginning after December 15, 2012. The Statement No. 65 
establishes accounting and financial reporting standards that reclassify, as deferred outflows of resources 
or deferred inflows of resources, certain items that were previously reported as assets and liabilities and 
recognizes, as outflows of resources or inflows of resources, certain items that were previously reported as 
assets and liabilities. Statement No. 65 also provides other financial reporting guidance related to the 
impact of the financial statement elements deferred outflows of resources and deferred inflow of resources 
such as changes in the determination of the major fund calculations and limiting the use of the term 
deferred in financial statement presentations. KNAU is currently evaluating the impact of adopting 
Statement No. 65, but currently believes there will be no significant impact on its financial statements.  
 

(11) Restatement 
 
The statement of revenue, expenses and changes in net position and the statement of cash flows for the 
year ended June 30, 2013 have been restated to correct an error in the calculation of NAU donated 
institutional support. The NAU donated institutional support was previously reported as $428,189 in error. 
The corrected amount of the institutional support totaled $366,874 for the year ended June 30, 2013. The 
statement of revenues, expenses and changes in net position for the year ended June 30, 2013, as well as 
the related captions on the statement of cash flows, has been restated as indicated below. There was no 
impact to the net position as of June 30, 2013 or change in net position for the year ended June 30, 2013. 
 
 
 

As Previously  
 Reported  

As 
 Restated  

Operating expenses   
  Northern Arizona University donated institutional support $ 428,189 $ 366,874 
   
Non-operating revenues   
  Donated facilities and administrative support from 
  Northern Arizona University $ 460,656 $ 399,341 



 

 

 
 
 
 
 
 

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF 

FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH  
GOVERNMENT AUDITING STANDARDS 

 
To the Management of 
 
KNAU RADIO (A Public Telecommunications 
Entity of Northern Arizona University) 
 
We have audited, in accordance with the auditing standards generally accepted in the United States 
of America and the standards applicable to the financial audits contained in Government Auditing 
Standards issued by the Comptroller General of the United States, the financial statements of KNAU 
RADIO (A Public Telecommunications Entity of Northern Arizona) (“KNAU”), which comprise the 
statement of net position  as of June 30, 2013, and the related statements of revenues, expenses, 
and change in net position, and cash flows, for the year then ended, and the related notes to the 
financial statements, which collectively comprise KNAU RADIO (A Public Telecommunications 
Entity of Northern Arizona), and had previously issued our report thereon dated December 16, 
2013 and subsequent restated our report thereon dated January 27, 2014.  
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit of the financial statements, we considered KNAU’s internal 
control over financial reporting (internal control) to determine the audit procedures that are 
appropriate in the circumstances for the purpose of expressing our opinion on the financial 
statements, but not for the purpose of expressing an opinion on the effectiveness of KNAU’s internal 
control. Accordingly, we do not express an opinion on the effectiveness of KNAU’s internal control. 
 
Our consideration of internal control was for the limited purpose described in the preceding 
paragraph and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies 
may exist that were not identified. However, as described below, we identified a deficiency in internal 
control that we consider to be a material weakness.  
 
A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, 
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a 
combination of deficiencies, in internal control, such that there is a reasonable possibility that a 
material misstatement of the entity’s financial statements will not be prevented, or detected and 
corrected on a timely basis. We consider the deficiency described below to be a material weakness. 
 
As a criterion for preparing financial statements in accordance with accounting principles generally 
accepted in the United States of America, KNAU is required to recognize as revenue the NAU 
donated institutional support provided to KNAU, along with the offsetting operating expenses. The 
NAU donated support is determined through a calculation that allocates indirect costs incurred by 
NAU by an estimated percentage used by KNAU. Subsequent to the original issuance of the 
financial statements, a condition was noted that resulted in a restatement of the financial statements 
for the year ended June 30, 2013. The financial statements have been restated to correct an error in 
the calculation of the NAU donated institutional support. The NAU donated institutional support was 
previously reported as $428,189 in error. The corrected amount of the institutional support totaled 
$366,874 for the year ended June 30, 2013. There was no impact to the net position as of June 30, 
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