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Report of Independent Auditors

To the Board of Trustees
of the University of Southern California

In our opinion, the accompanying special-purpose combined statements of financial position at
June 30, 2012 and 2011 and the related combined statements of activities and cash flows for the
years ended June 30, 2012 and 2011, present fairly, in all material respects, the combined financial
position of the KUSC-FM, KDSC-FM, KQSC-FM, KPSC-FM, KESC-FM, KDFC-FM, KOSC-FM and
KXSC-FM radio stations operated by the University of Southern California ( “USC Radio”) at June 30,
2012 and 2011, and the changes in their net assets for the year ended June 30, 2012 and their cash
flows for the years ended June 30, 2012 and 2011, in conformity with accounting principles generally
accepted in the United States of America. These special-purpose financial statements are the
responsibility of USC Radio’s management. Our responsibility is to express an opinion on these
financial statements based on our audit. The prior year summarized comparative information has
been derived from USC Radio’s 2010 special-purpose combined financial statements, and in our
report dated November 30, 2011, we expressed an unqualified opinion on those financial statements.
We conducted our audit of these special-purpose statements in accordance with auditing standards
generally accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. The
Corporation for Public Broadcasting Financial Reporting Guidelines was used as a guide for
conducting our audit. We believe that our audit provides a reasonable basis for our opinion.

USC Radio is a department of the University of Southern California. As described in Note 2, due to
the nature and significance of the transactions between USC Radio and the University of Southern
California, the financial position, changes in net assets and cash flows may not be indicative of the
results which would have been attained if USC Radio had operated independently of the University of
Southern California.

As discussed in Note 2 to the financial statements, the Company has restated its 2011 financial
statements to correct an error.

December 24, 2012



The accompanying notes are an integral part of these special-purpose financial statements.

2

USC Radio
Combined Statements of Financial Position
June 30, 2012 and 2011

2012

2011

As Restated

Assets

Cash 2,570,864$ 771,089$

Accounts receivable 92,502 45,187

Investments 2,132,964 2,393,605

Due from the University of Southern California, net 2,367,476 2,311,247

Prepaid expenses 12,189 7,978

Intangible 15,371,518 3,823,800

Property and equipment, net 556,005 363,506

Other - 507,569

Total assets 23,103,518$ 10,223,981$

Liabilities and Net Assets

Liabilities

Accounts payable and accrued expenses 385,041$ 257,355$

Deposits and deferred revenue 240,787 202,369

Note payable due from University of Southern California, net 8,372,959 1,140,000

Actuarial liability for annuities payable 431,731 231,360

Total liabilities 9,430,518 1,831,084

Net assets

Unrestricted:

Unrestricted - parent 12,251,503 7,126,508

Unrestricted - noncontrolling interest 967,358 421,059

Temporarily restricted 136,426 527,617

Permanently restricted 317,713 317,713

Total net assets 13,673,000 8,392,897

Total liabilities and net assets 23,103,518$ 10,223,981$
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USC Radio
Combined Statement of Activities for the year ended
June 30, 2012, with summarized comparative information for the year ended June 30, 2011

Temporarily Permanently 2012 2011
Unrestricted Restricted Restricted Total Total

Revenue and Support
Subscription, associate and individual

contributions 6,838,270$ 38,652$ 6,876,922$ 5,139,910$

Corporation and foundation contributions 1,161,720 1,161,720 1,197,573

Corporation for Public Broadcasting grants 526,352 526,352 540,479

Contribution from the University of

Southern California 49,243 49,243 48,055

Decrease in net assets of affiliate - - (68,121)

Net (depreciation)/appreciation in fair

in fair value of investments (79,821) (223,078) (302,899) 250,828

Present value adjustment to annuities payable 28,500 28,500 (10,101)

Other 388,903 388,903 215,819

Assets released from restrictions 235,265 (235,265) - -

Total revenue and support 9,119,932 (391,191) - 8,728,741 7,314,442

Expenses

Programming and production 3,220,207 3,220,207 2,614,875

Broadcast operations 1,880,228 1,880,228 1,653,340

Fundraising 2,222,811 2,222,811 1,827,686

Underwriting and grant solicitation 719,068 719,068 592,170

General and administrative 1,230,971 1,230,971 370,645

Web development 72,028 72,028 42,022

Total expenses 9,345,313 - - 9,345,313 7,100,738

Change in net assets (225,381) (391,191) - (616,572) 213,704

Net asset transfer from the University 5,896,675 5,896,675 3,243,750

Net assets at beginning of year 7,547,567 527,617 317,713 8,392,897 4,935,443

Net assets at end of year 13,218,861$ 136,426$ 317,713$ 13,673,000$ 8,392,897$



The accompanying notes are an integral part of these special-purpose financial statements.
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USC Radio
Combined Statements of Cash Flows
June 30, 2012 and 2011

2012

2011

As Restated

Cash flows from operating activities

Change in net assets (616,572)$ 213,704$

Adjustments to reconcile change in net assets to net cash
provided by operating activities:

Depreciation and amortization 124,020 167,182

Net depreciation (appreciation) in fair value of investments 302,898 (250,830)

Actuarial adjustment to annuities payable (28,500) 7,467
Net assets of affiliate - 68,121

Changes in operating assets and liabilities:

Increase in accounts receivable (47,315) (45,187)

Due (from) to the University of Southern California (325,969) 760,011
Increase in prepaid expenses (4,211) (7,978)

Increase in accounts payable and accrued expenses 127,686 30,703

Increase (decrease) in deposits and deferred revenue 545,987 (472,253)

Net cash provided by operating activities 78,024 470,940

Cash flows from investing activities
Proceeds from sale of investments 290,561 158,352

Purchase of investments (332,818) (47,290)

Purchase of intangibles (11,547,719) (2,775,000)

Purchases of property and equipment (316,518) (181,168)

Net cash used in investing activities (11,906,494) (2,845,106)

Cash flows from financing activities

Increase in annuities payable due to new gifts 226,012 13,916

Proceeds from note payable with University of Southern California 7,502,699 -

Investment gain (loss) on annuities payable 22,818 (2,704)
Payments on annuities payable (19,959) (109,707)

Net asset transfer from the University 5,896,675 3,243,750

Net cash provided by financing activities 13,628,245 3,145,255

Net change in cash 1,799,775 771,089

Cash at beginning of year 771,089 -

Cash at end of year 2,570,864$ 771,089$



USC Radio
Notes to Special-Purpose Combined Financial Statements
June 30, 2012 and 2011

5

1. General

KUSC-FM, located in Los Angeles, and affiliated stations KDSC-FM, located in Thousand Oaks,
KQSC-FM, located in Santa Barbara, KPSC-FM, located in Palm Springs, KNDL-FM, located in
Angwin, KDFC-FM, located in San Francisco and KESC-FM, located in Morro Bay (collectively
referred to as “USC Radio”) are noncommercial, not-for-profit, educational radio stations which
are owned and operated by the University of Southern California (the “University”).

USC Radio entered into asset purchase agreements on:

 May 1, 2009, acquiring the FCC license of KXTY, a radio station in Morro Bay, CA (now
referred to as KESC-FM), also a noncommercial, not-for-profit, educational radio station.

 January 12, 2011, acquiring the FCC license of KNDL (now referred to as KDFC), a radio
station in Angwin, CA, a noncommercial, not-for-profit,radio station. The purchase closed
on April 4, 2011)

 January 14, 2011, acquiring the CD library, email subscriber list and call letters of KDFC,
a commercial radio station in San Francisco, CA, owned at that time by Entercom.

 January 25, 2011, acquiring the FCC license of KUSF (now referred to as KOSC), a radio
station in San Francisco, CA, a noncommercial, not-for-profit radio station. The purchase
closed June 7, 2012)

 March 27, 2012, acquiring the FCC license of KCNL (now referred to as KXSC), a radio
station in Sunnyvale, CA, now operated as a noncommercial, not-for-profit radio station.
The purchase closed May 25, 2012

In accordance with the Corporation for Public Broadcasting Financial Reporting Guidelines, the
financial statements of KUSC-FM, KDSC-FM, KQSC-FM, KPSC-FM, KESC-FM, KOSC-FM,
KDFC-FM and KXSC-FM have been combined for financial statement presentation purposes.

2. Summary of Significant Accounting Policies

Basis of Presentation
The accompanying combined financial statements present the financial position and operations of
USC Radio, which includes the combined stations and a consolidated subsidiary, Classic Public
Radio Network, LLC (CPRN), using the accrual basis of accounting and includes the accounts, in
accordance with accounting principles generally accepted in the United States of America and
with the provisions of the American Institute of Certified Public Accountants’ Audit and Accounting
Guide, “Not-for-Profit Entities.”

USC Radio holds a 90% interest in CPRN, with the 10% interest held by Public Media Company
LLC (PMC, LLC). The noncontrolling interest presented within unrestricted net assets represents
PMC, LLC’s interest in CPRN.

All material inter-station transactions have been eliminated in the combined financial statements.
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2. Summary of Significant Accounting Policies (Continued)

Net Assets
Under generally accepted accounting principles applicable to not-for-profit organizations, net
assets, revenues, expenses, gains and losses are classified based on the existence or absence
of donor-imposed restrictions. Accordingly, net assets of USC Radio and changes therein have
been classified and are reported as follows:

Unrestricted net assets are assets that are neither permanently restricted nor
temporarily restricted by donor-imposed stipulations.

Temporarily restricted net assets are assets whose use has been restricted by donors
to a specific period or purpose and appreciation on true endowment.

Permanently restricted net assets are assets whose use has been restricted by donors
in perpetuity and only the income is to be made available for program operations in
accordance with the donor restrictions.

Summarized Comparative Information
The financial statements include certain prior-year summarized comparative information in total
but not by net asset category. Such information does not include sufficient detail to constitute a
presentation in conformity with accounting principles generally accepted in the United States of
America. Accordingly, such information should be read in conjunction with USC Radio’s
combined financial statements for the year ended June 30, 2011, from which the summarized
financial information was derived.

Cash and Cash Equivalents
All highly liquid investments with original maturities of three months or less are considered to be
cash equivalents.

Investments
Investments are stated at fair value. Net appreciation (depreciation) in the fair value of
investments, which consists of realized gains or losses and the unrealized appreciation
(depreciation) on those investments, is shown on the Statement of Activities. Realized gains and
losses upon the sale of investments are calculated using the specific identification method and
trade date.

Investments included units in the University’s pooled investment fund and real estate. The
University’s pooled investment fund invests in bonds, stocks, hedge funds, private capital and
other investments. The value of USC Radio’s investment in pooled investment fund is reported
based on its percentage of investment in relation to the entire pool. Real estate received in
connection with charitable gift annuities and outright gift of the donor’s estate is recorded at fair
value at the date of gift.

USC Radio applies the provision of Financial Accounting Standards Board (“FASB”) Accounting
Standards Codification (“ASC”) 820, Fair Value Measurements, which defines fair value as the
exchange price that would be received for an asset or paid to transfer a liability (an exit price) in
the principal or most advantageous market for the asset or liability in an orderly transaction
between market participants on the measurement date.
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2. Summary of Significant Accounting Policies (Continued)

The following describes the hierarchy of inputs used to measure fair value and the primary
valuation methodologies used by USC Radio for financial instruments measured at fair value on a
recurring basis. The three levels of inputs are as follows:

• Level I - Quoted prices in active markets for identical assets or liabilities.

• Level II - Inputs other than Level I that are observable, either directly or indirectly, such as
quoted prices for similar assets or liabilities; quoted prices in markets that are not active;
or other inputs that are observable or can be corroborated by observable market data for
substantially the same term of the assets or liabilities.

• Level III - Unobservable inputs that are supported by little or no market activity and that
are significant to the fair value of the assets or liabilities.

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest
level of input that is significant to the fair value measurement. USC Radio considers additional
factors in appropriately classifying the investments in the fair value hierarchy. An investment is
generally classified as Level II if USC Radio has the ability to withdraw its investment with the
investment fund at net asset value at the measurement date. An investment is generally
classified as Level III if USC radio does not have the ability to withdraw its investment with the
investment fund at net asset value, such as investments in closed-end funds, “side pockets”, or
funds with suspended withdrawals imposed (if any).

Property and Equipment
Property and equipment is stated at cost or estimated fair value determined as of the date of
receipt. Depreciation is computed on a straight-line basis over the estimated useful lives of the
assets ranging from 4 to 10 years.

FCC Licenses (Indefinite Lived Intangible Assets)
In accordance with ASC 350, USC Radio determined the FCC broadcasting licenses and are
indefinite lived. Indefinite lived intangible assets are stated at cost or estimated fair value
determined as of the date of purchase and will not be amortized. The licenses will be tested for
impairment annually.

Contributions
Unrestricted contributions and grants are recognized as revenue when received. Other
unrestricted revenues are recognized as earned. Unconditional promises to give are recorded as
contributions when received at the net present value of the amounts expected to be collected. To
the extent collectability is not reasonably assured, they are recorded on a cash basis.
Temporarily restricted contributions and grants whose restrictions are met in the same reporting
period are reported as unrestricted revenue and support. Unrestricted expenditures are
recognized when incurred.



USC Radio
Notes to Special-Purpose Combined Financial Statements
June 30, 2012 and 2011

8

2. Summary of Significant Accounting Policies (Continued)

Due from the University of Southern California
Due from the University of Southern California represents unexpended gift and grant funds
maintained in the University’s working capital funds.

Annuities
The actuarial liability for annuities payable include gift annuities, unitrusts and life estates which
are based on the present value of future payments using discount rates ranging from 3.3% to
5.75%. The liabilities are adjusted during the terms of the trust for changes in the fair value of the
assets, accretion of discounts, and other changes in the estimates of future benefits. The Retired
Pensioners 2000 Mortality Table with White Collar Adjustment for males and females projected
using a Scale AA to the Annuity 2000 Mortality Table was used in the valuations.

Subscription Revenue
Subscription revenue which primarily consists of cash donations from donors through fund-raising
activities is recorded when received. Fund-raising expenses related to promotional items
distributed to subscribers are recognized as incurred. All promotional items are mailed at the
time subscriptions are made; therefore, no liability is recognized in the financial statements.

Use of Estimates
The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

Restatement
The Company has restated its 2011 financial statements in order to correct the following errors:

- The $3,243,750 million net asset transfer from USC should have been classified as a cash
flow from financing activities in the Combined Statement of Cash Flows rather than a cash
flow from operating activities; and

- The $421,059 non-controlling interest of CPRN held by PMC LLC should have been
classified as unrestricted net assets in the Combined Statement of Financial Position instead
of as a liability.
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2. Summary of Significant Accounting Policies (Continued)

The following table represents the impact of the restatement adjustments on USC Radio’s
combined financial statements for the year ended June 30, 2011:

2011

As

previously

reported Adjustment

2011

As restated

Statement of Financial Position

Other liabilities 421,059$ (421,059)$ -$

Total liabilities 2,252,143 (421,059) 1,831,084
Unrestricted net assets - noncontrolling interest - 421,059 421,059
Total net assets 7,971,838 421,059 8,392,897

Statement of Cash Flows

Cash flows from operating activities 3,714,690$ (3,243,750)$ 470,940$

Cash flows provided by (used in) from financing activities (98,495) 3,243,750 3,145,255

3. Investments

Investments are comprised of the following:

2012 2011

University pooled investment fund $ 1,564,808 $ 1,634,628
Gift Annuities & Life Estates 568,156 758,977

$ 2,132,964 $ 2,393,605

The following table summarizes the financial instruments carried at fair value as of June 30, 2012,
by the ASC 820 valuation hierarchy defined above:

Level I Level II Level III Total
Investments:
University pooled investment fund $1,564,808 $ 1,564,808
Gift Annuities & Life Estates $ 453,071 115,085 568,156
Total investments $ 453,071 $ 1,679,893 $ - $ 2,132,964

The following table summarizes the financial instruments carried at fair value as of June 30, 2011, by the
ASC 820 valuation hierarchy:

Level I Level II Level III Total
Investments:
University pooled investment fund $ 1,634,628 $ 1,634,628
Gift Annuities & Life Estates $ 608,650 150,327 758,977
Total investments $ 608,650 $ 1,784,955 $ - $ 2,393,605
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4. Property and Equipment

Property and equipment at June 30, 2012 consists of:

2012 2011
Equipment $ 1,669,361 $ 1,684,756
Leasehold improvements 54,397 883,249
Less: Accumulated depreciation and amortization (1,167,753) (2,204,499)

$ 556,005 $ 363,506

Depreciation and amortization expense for the years ended June 30, 2012 and 2011 amounted to
$124,019 and $167,182, respectively.

5. Intangible Assets

KUSC has acquired various FCC licenses, which it treats as indefinite lived intangible assets.

2012 2011
KXTY (referred to as 'KESC-FM') $1,048,800 $1,048,800
KNDL (referred to as ‘KDFC-FM’) 2,725,000 2,725,000
KCNL (referred to as ‘KXSC-FM’) 7,502,699 -
K212AA 205,000 -
KUSF (referred to as ‘KOSC-FM’) 3,840,019 -
Other 50,000 50,000

Total $15,371,518 $ 3,823,800

6. Net Assets

Temporarily restricted net assets under annuity trust agreements represent funds previously
collected but not yet expended or released from their restrictions. At June 30, 2012 and 2011,
the entire temporarily restricted balance of $136,426 and $527,617, respectively, related to
annuity trust agreements.

At June 30, 2012 and 2011, permanently restricted net assets are comprised of an investment in
perpetuity of $317,713, of which the income is expendable to support educational activity.
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7. Endowment

The University’s Board of Trustees has interpreted the “Uniform Prudent Management of
Institutional Funds Act” (UPMIFA) as requiring the preservation of the original gift as of the gift
date of the donor-restricted endowment funds absent explicit donor stipulations to the contrary.
As a result of this interpretation, the University classifies as permanently restricted net assets, (a)
the original value of gifts donated to the permanent endowment, (b) the original value of
subsequent gifts to the permanent endowment, and (c) accumulations to the permanent
endowment made in accordance with the direction of the applicable donor gift instrument at the
time the accumulation is added to the fund. The remaining portion of the donor-restricted
endowment fund that is not classified in permanently restricted net assets is classified as
temporarily restricted net assets until those amounts are appropriated for expenditure in a
manner consistent with the standard of prudence prescribed by UPMIFA.

In accordance with UPMIFA, the University considers various factors in making a determination to
appropriate or accumulate endowment funds including: duration and preservation of the fund,
economic conditions, effects of inflation or deflation, expected return on the funds and other
economic resources of the University.

Endowment net asset composition by type of fund consists of the following:

2012

Temporarily Permanently

Unrestricted Restricted Restricted Total

Donor-restricted endowment funds -$ -$ 317,713$ 317,713$

Board-designated endowment funds 1,247,096 - - 1,247,096

Total endowment funds 1,247,096$ -$ 317,713$ 1,564,809$

2011

Temporarily Permanently
Unrestricted Restricted Restricted Total

Donor-restricted endowment funds -$ -$ 317,713$ 317,713$
Board-designated endowment funds 1,316,916 - - 1,316,916

Total endowment funds 1,316,916$ -$ 317,713$ 1,634,629$
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7. Endowment (Continued)

Changes in endowment net assets consist of the following:

Year ended June 30, 2012

Temporarily Permanently

Unrestricted Restricted Restricted Total

Endowment net assets,

beginning of year 1,316,916$ -$ 317,713$ 1,634,629$

Investment return:

Investment income 74,076 74,076

Net appreciation (79,820) (79,820)

Total investment return (5,744) - - (5,744)

Gifts and transfers 10,000 10,000

Appropriation of endowment assets
for expenditures (74,076) (74,076)

Endowment net assets
as of June 30, 2012 1,247,096$ -$ 317,713$ 1,564,809$

Year ended June 30, 2011

Temporarily Permanently

Unrestricted Restricted Restricted Total

Endowment net assets,

beginning of year 1,057,134$ -$ 317,713$ 1,374,847$

Investment return:

Investment income 72,887 72,887

Net appreciation 229,782 229,782
Total investment return 302,669 - - 302,669

Gifts and transfers 30,000 30,000

Appropriation of endowment assets

for expenditures (72,887) (72,887)
Endowment net assets

as of June 30, 2011 1,316,916$ -$ 317,713$ 1,634,629$
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7. Endowment (Continued)

Endowments classified as permanently restricted net assets and temporarily restricted net assets
are to be utilized and restricted for program support.

From time to time, the fair value of assets associated with individual donor-restricted endowment
funds may fall below the value of the initial and subsequent donor gift amounts (deficit). When
donor endowment deficits exist, they are classified as a reduction of unrestricted net assets.
Deficits of this nature reported in unrestricted net assets were $0 as of June 30, 2012 and $0 as
of June 30, 2011. Any such deficits resulted from unfavorable market fluctuations that occurred
shortly after the investment of newly established endowments, and authorized appropriation that
was deemed prudent.

The University has adopted endowment investment and spending policies that attempt to provide
a predictable stream of funding to programs supported by its endowment while seeking to
maintain the purchasing power of endowment net assets. Under these policies, the return
objective for the endowment assets, measured over a full market cycle, shall be to maximize the
return against a blended index, based on the endowment’s target allocation applied to the
appropriate individual benchmarks. The University expects its endowment funds over time, to
provide an average rate of return of approximately 8.0% annually. Actual returns in any given
year may vary from this amount.

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

The University utilizes a spending rule for its pooled endowment. The spending rule determines
the endowment income and realized gains to be distributed currently for spending with the
provision that any amounts remaining after the distribution be transferred and reinvested in the
endowment pool as funds functioning as endowment.
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8. Operating Lease

USC Radio is the lessee of various equipment and space under non-cancellable operating
leases. Future minimum lease payments due under non-cancellable operating leases are as
follows:

2013 $ 579,103
2014 567,797
2015 556,123
2016 496,362
2017 470,360
Thereafter 4,781,371
Total $ 7,451,116

Total rent expense for the years ended June 30, 2012 and 2011 amounted to $550,166 and
$582,443, respectively.

9. Noncontrolling Interest

The 10% interest in CPRN held by PMC, LLC is included within unrestricted net assets. The 10%
interest represented $967,358 and $421,059 at June 30, 2012 and 2011, respectively. The
change of $546,299 and $421,059 for the years ending June 30, 2012 and 2011, respectively,
represents the amounts of change in net assets associated with CPRN allocable to the 10%
interest.

10. Related Party Transactions

The University of Southern California provides support to USC Radio and CPRN by providing
funds for the radio stations day-to-day operations and providing funds for purchases of long-lived
assets

In FY 2009, USC Radio entered into a note payable with the University for $1,140,000. During
fiscal year 2011, $269,738 of the note was forgiven in return for a reduction in amounts due to
USC Radio from the University.

In FY 2012, USC Radio entered into a bridge loan with USC for $7,502,699 at 6% interest. The
terms of the loan allow for USC Radio to pay down the loan as funds are available. There is no
defined repayment schedule and USC Radio accrues interest based upon the principal and
accumulated interest outstanding.

11. Tax Status

The University of Southern California, which operates the radio stations, is generally exempt from
federal income taxes under the provisions of Internal Revenue Code Section 501 (c)(3). The
University is also generally exempt from payment of California state income, gift, estate and
inheritance taxes.
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12. Subsequent Events

USC Radio has performed an evaluation of subsequent events through December 24, 2012.
On August 20, 2012, a memorandum of understanding was entered into assigning USC Radio
the translator station K212AA, 90.3 MHz, Los Gatos, California (the “Station”), from CPRN to
USC, subject to prior approval of the FCC. On August 9, 2012 the FCC granted approval of the
assignment whereas USC agrees to assume and be solely responsible for all the responsibilities
and obligations, financial and otherwise, with respect to the Station. As this is an intercompany
transaction, it has no impact on the combined financial statements.


