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BLACKMAN & SLOOP, CPAs, P.A.
Certitied Public Accountants
1414 Raleigh Road, Suite 300
Chapel Hill, Morth Carolina 27517
Telephone: 919.942-8700

INDEPENDENT AUDITOR'S REPORT

North Carolina Public Radio - WUNC
The University of North Carolina

at Chapel ITiTl
Chapel Hill, North Carolina

We have audited the accompanying statcment of net asscts of North Carolina Public Radio -
WUNC (the Station), a public tlelecommunicalions enlily operated by The Universily ol North
Carolina at Chapel Hill, as of June 30, 2006, and the related statements of revenues, expenses, and
changes in net assets, cash flows, and functional expenses for the year then ended. These financial
statements are the responsibility of the Station’s management. Qur responsibility 1s to express an
opinion on these financial statements based on our audit. The prior year summarized comparalive
information has becn derived from the Station’s 2005 fnancial statements and, in a report dated
October 11, 2005, we expressed an unqualified opinion on those financial statements.

We conducted our audit 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 stalemenis are free of malerial misstatement. An
audit includes consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstanges, but not for the purpose of cxpressing an opinion
on the effectiveness of the Station’s internal control over financial reporting.  Accordingly, we
express no such opinion. An audit also includes examining, on a te¢st basis, cvidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, as well as cvalvating the overall (inancial statement
presentation. We believe that our audit provides a rcasonable basis [or our opinion.

In our opinion, ihe [fnancial statements referred to above present fairly, in all material
respects, the financial position of North Carolina Public Radio - WUNC as of June 30, 2006, and the
changes in financial position and its cash flows for the vear then ¢nded, in conformity with
accounting principles generally accepted in the United States of America,

Management’s Discussion and Analysis is not a required part of the basic [inancial
statements but is supplementary information required by the Governmental Accounting Standards
Board. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding ihe methods of measurement and presentation of the required supplementary
information. However, we did not audit this information and express no opinion thereon,

Blockran+ Soop
Chapel Hill, North Carolina
November 1, 2006
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NORTH CAROLINA PUBLIC RADIO - WUNC

A Public Telecommunications Entity Operated by
The University of North Carolina at Chapel Hill

MANAGEMENT*'S DISCUSSION AND ANALYSIS
Page 1 ol 4

A discussion and analysis of North Carolina Public Radio - WUNC (the Station) is designed to
{a) assist the reader in focusing on significant financial issues; (b) provide an overview of the
Station’s [Mnancial activity; and (¢) identify changes in the Station’s [inancial positions (1.¢., its
ahility to address the next year’s challenges),

Since the Management’s Discussion and Analysis (MD &A) is designed to focus on the current
year's activities, resulting changes, and currently known facts, it should be read in conjunction

with the Slation’s financial statements (beginning on page 7).

Financial Statements

The Statement of Net Assets provides a snapshot of the Station’s financial position as of the end
of the year.

The Statement of Revenues, Expenses, and Changes in Net Assets deseribes the results of
operations and othcr non-operating revenuves and expenses for the year, and shows how those
resulls increase or decrease net assets for the Station as a whole,

The Statement of Cash Flows describes the sources of cash and the expense calegories o which
those [unds were directed. The statement includes cash acquired during the current year, and
funds that have been held in reserve from operating surpluses in previous years.

The Statement of Functional Expenses provides an overview of spending by category in Program
Services (i.e., the direct expenses of providing programming that is broadcast on the Station) and
Supporting Services (i.e., the expenses associated with management, fundraising, maintenance,
and other services required for the prolessional operation of the Station.)

Ovcerview of the Station’s Financial Activity

In fiscal year 2006, North Carolina Public Radio continued its 3-year capital campaign cntering
the public phase in January 2006. The total goal of the campaign was increased to $3.25 million,
reflecting the addition of a new national program venture, The Story with Dick Gordon, as well as
existing initiatives (new ventures [und for programming, construction of new broadcasting
facilities in Durham, NC, cxpansion of news bureaus, and improvements to existing cquipment
and production facilities). Through fiscal year 2006, a cumulative total of $2.4 million in pledges
was recorded as promises to give. A cumulative total of $1.7 million in pledge payments was
received lowards these initiatives.

The Station receives continuing counsel on the campaign from experienced, proven consultants,
and volunteer leadership through its capital campaign committees (Honorary Co-Chairs, Steering
and Corporate).
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A Public Telccommunications Entity Operated by
The University of North Carolina at Chapel Hill

MANAGEMENT’S DISCUSSION AND ANALYSIS
Page 2 of 4

Overview of the Station’s Financinl Activity (Continued)

In [scal year 2006, North Carolina Public Radio successfully completed construction of new
broadcast studios in its donated American Tobacco Campus (Durham, NC) facilitics.  Total cost
for the leasehold improvements and new broadcast equipment totaled $1.8 million. In addition,
the Station made strategic investments in broadcast facilities and equipment upgrades with the
installation of new analog and digital transmitters for WUNC in Chapel Hill and affiliate station
WEROM in Rocky Mount. The Siation also upgraded studio equipment and satellite distribution
equipment at its Chapel 11ill headquarters. Funding was supported by the capital campaign,
federal grant programs, including the Public Telecommunications and Facilities Program (PTFP)
and the Corporation for Public Broadcasting (CPB), as well as Station reserves.

The Station also continued to pay down its debt stemming from the construction of the Station’s
building. This year, the Station made payments of $70,000, including 565,000 for reduction of
principal. The remaining debt is $86,046, and the Station intends to make a similar payment to
reduce the principal in fiscal year 2007, The station maintained expenditures within operational
budgets, with revenue falling 3% below anticipated projections.

Condensed Statements of Net Assets as of June 340, 2006 and 2005

2006 20005 Variance
Assets
Other Assets $ 3,043,835 £ 5,281,893 § (2,238,058
Capital Assets 5,232,647 3,806,977 1,425,670

Total Assets

$ 8,276,482 $ 9,088,870 $  (812,388)

Liabilities
Current Liabilities $ 380,690 $ 728,843 b3 (348,153)
Long-lerm Liabilities 454,997 375,245 79,752
Total Liabilities 835,087 1,104,088 (268,401)
Net Assets
Invesled in capital assets,

net ol related debt 5,146,601 3,655,832 1,490,769
Unrestricted 1,380,402 3,172,755 {1,792,353)
Restricted 913,792 1,156,195 (242.403)
Total Net Assets 7,440,795 7,984,782 {543,987)

Taotal Liabilities and Net Asscts

$ 8,276,482

$ 9,088,870

$  (R12,388)




NORTH CAROLINA PUBLIC RADIO - WUNC

A Public Telecommunications Entity Operated by
The University of North Carolina at Chapel Hill

MANAGEMENT’S DISCUSSION AND ANALYSIS

Overview of the Station’s Financiul Activity (Continued)

Revenues

Contributions

Corporation [or Public
Broadcasting grants

LI.§5. Department of
Commerce Public
Telecommunications
Facilities Program grant

Corporation for Public
Broadcasting digital
upgrade grant

Other revenue

Total revenues

Expenses
Propram services

Programming and productlion

Broadcasting
Program information
Supporling services
Management and general
Fundraising
Income tax expensc

Total expenses

Change in nel assets

h

Page 3 of 4
2006 20035 Variance
§ 6,505,820 $ 6,627346 3 (121,526)
441,584 414,428 27,156
97,239 90,816 6,443
70,405 37,151 33,254
311,413 242,151 69,262
7,426,481 7.411,892 14,589
3,700,189 2,612,966 1,087.223
1,392,799 975,721 417,078
110,880 139,005 (28.119)
1,042,217 1,042,228 (11
[,683,300 1,167,728 515,572
41,077 47,154 (6,077)
7.970,468 5,984,802 1,985,666
$ (543,987) % 1.427.090 $  (1,971,077)
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MANAGEMENT’S DISCUSSION AND ANALYSIS
Page 4 of 4

Changes in the Station’s Financial Position

The Station continues to be well positioned to pursue its core business. A stable audience is
expected to result in continued individual donations and corporate support, which is anticipated to
offsct any increases in cxpenscs for creating and purchasing programming,

In addition to capital campaign funding and federal grants, the Station used cash reserves to
support the completion of the Dwrham studios, capital upgrades and other non-recurring
expenditures. In fiscal year 2007, WUNC intends to build reserves, 1o cnable the station to
respond to unforeseen circumstances without causing disruption to general operations. Budgets
amd expense reports are reviewed quarterly to adjust spending to revenue. The Station’s budget is
formed by an annual update of its strategic plan,



NORTH CAROLINA PTTBLIC RATHO - WUNC

A Public Telecommunications Entity Operated by

The University of North Carolina at Chapel Hill

EXHIBIT A
STATEMENTS OF NET ASSETS
June 30, 2006 and 2005
ASSETS
2006 2005
CURRENT ASSETS:
Cash 5 1,643,210 377771
[nvestmentls 68,099 207,394
Accounts receivable 121,685 335,966
Cirants receivable - £9.0640
COperating promises to give, net 130,741 104,802
Capital campaign promises to give, net 449 001 250,494
Prepaid cxpenses 8,074 19,004
TOTAL CURRENT ASSETS 2,620,810 4,765,015
NONCURRENT ASSETS:
(lapital campaign promises to give, net 233,316 305,279
Capital assets, net 3,232,647 3,806,977
Broadeast license (net ol accumulated
amorlization of $149,781 and $127 851) 189,709 211,599
TOTAL NONCURRENT ASSETS 5,635,072 4,323,855
TOTAL ASSETS b 8,276,482 9,084,870
LIABILITIES AND NET ASSETS
CURRENT LIARILITIES:
Deferred revenue 3 97,000 78,851
Accounts payable and accrued expenses 209,420 359,252
Retainage payablc - 27,824
Long-lerm liabilitics - current portion 74,270 62,916
TOTAL CURRENT LTIABILITIES 380,690 728 843
NONCURRENT LIARILITIES;
Long-tarm liahilities 454,997 375,243
TOTAL LIABILITIES 835,687 1,104,088
NET ASSETS:
Invested in capital assets, net of related debt 5,146,601 3,655,832
Unrestricted 1,380,402 3,172,735
Restrictad for:
Expendable:
Purpose restrictions 532,564 1,051,393
Time restrictions 381,224 104,802
TOTAL NET ASSETS 7,440,795 7.984 782
TOTAL LIAEBTLITTES AND NET ASSETS % 5,276,482 49,088 870

The accompanying Notes to Financial Statements are an inlegral part of these statements.



NORTH CAROLINA PUBLIC RAIHO - WUNC

A Public Telecommunications Entity Operated by
‘The University of Morth Carolina at Chapel Hill

STATEMENTS OF REVENUES, EXPENSES,
AND CHANGES IN NET ASSETS

For the Years Ended June 30, 2006 and 2005

OPERATING REVENUES:

Corporation [or Public Broadeasting grants 5

Other grants

Tower rentul

Tape sules and royullies
Use of facilitics

TOTAL OPERATING REVENULS

OPERATING EXPENSES:
Frogram scrvices:
Programming and production
B3roadeasting
PProgram information
Supporting services:
Management and general
Fundraising

TOTAL OPERATING EXPENSES

OPERATING LOSS

NONOPERATING REVENUES (EXPENSES):
Contributions
Special events
Intcrest income
Investment income
Inlerest on capital asset - related debt
Other income

NET NONOPERATING REVENUES

(1.OSS) INCOME BEFORE OTHER REVENUES,
EXPENSES, GAINS, OR LOSSES

OTHER REVENUES, EXPENSES, GAINS, OR LOSSES:
U.5, Department of Comimerce "ablic 'I'elecommunications
IFacililies Progrum grants
Corporation for Public Broadeasting Digitul Upgrade grant
l.osg an disposal of property

OTHER REVENUES, EXPENSES, GAINS, OR LOSSES

CIIANGES IN NET ASSETS BEFORE INCOME TAXES

INCOME TAX EXPENSE

CHANGES IN NET ASSETS

NET ASSETS - BEGINNING OF YEAR

NET ASSETS - END OF YEAR $

EXHIBIT B
2006 2005
441,584 s 414,428
9,000 10,000
125,927 126,278
325 680
4,500 7,250
581,336 558,636
3,700,189 2 612,966
1,392,799 975,721
110,886 139,005
1,042,217 1,042 228
1.683.300 1,167,728
7,929.391 5,937.648
(7,348,055) (5.379,012)
6,505,820 6,627,346
89,193 -
61,086 78,067
25,580 18,423
(4,901) (6,108)
7,980 7,561
6,681,758 6,723,289
(663,297) 1,346,277
97,259 90,816
70,403 37,151
(7.277) -
160,387 127,967
(502,910 1,474,244
41,077 47,154
(543,947) 1,427,090
7,984,782 6,537,692
7,440,795 § 7,984,782

The accompanying Noles 10 Financial $tatcments are an integral part of these statements,



NORTIL CARQLINA PUBLIC RADI) - WUNC

A Public Telecommunications Entity Operated by
The University of North ("arolina at Chapel Hill

EXHIBIT C
STATENMENLS OF CASH FLOWS
For the Years Ended June 30, 2006 und 205
1 2005
CASIIFLOWS FROM OPERATING ACTIVITIES:
Corporation for Public Froadeasting grants b 441,584 b 383250
Orher praots 0,100 23,648
‘Tower rental 121,900 1540080
‘T'ape sales and royaltics 325 650
Use of facilities 4,500 7,230
Progrumming and produetion (3,433 186) {2.537.729)
Broadeasting (360,857) (682,371}
Program inforination (44,2701} (89,631}
Munuagement and general (915,523) (992 921)
Fundraising, {1,465 083) {1.027,856)
NET CASIH USED BY OFERATING ACTIVITIES (6,141,650 (4,768,650}
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
Contributions 5823015 5719649
Special cvents 59,143 -
Oher nonoperating revenues 7080 7561
NET CASII FROVIDED BY NONCAPITAL FINANCING ACTIVITIES 5,920,188 5.727.210
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
LL8. Depurtment of Commerce Public Teleecnmmunications Facilitics Program grants 97.25% 20814
Corporation far Public Breadeasting Digital Upgrade prnt 70,405 37,151
lhwcumne luxes paid (81.568) (123271
Pringipal paid oh capital debt {65,099) {63, R92)
Interest paid on capital debt 4,901 {6.108)
Purchases of capital assets {2,135 095) (H27.047)
NET CASIIUSED BY CAPITAL AND RELATED
FINANCING ACFIVITIES {2139 00U) (6923510
CASII FLOWS FROM INVESTING ACTIVITIES:
Sule (purchuse) of investments 135,084 {196412)
Intereat on cash 61,086 TRO67
Investment, income 22,791 7443
NET CASH FROYIDED (USED) BY INVESTING ACTIVITIES 225961 (110.902)
NET INCRLEASE (DECREASE) IN CASH (2,134,501) 155,277
CASH AT REGINNING OF YEAR 3,777,711 3622434
CASH AT END OF YEAR 3 1643210 5 3777711
RECONCILIATION OF NET OPFERATING LOSS TO NET CASII
USKD BY OPERATING ACTIVITIES:
Opetaling loss $ 0 (7,348,055) ¥ (5379012)
Adjustments to reconcile net loss (o nel cash used by operating activities:
Deprecialivn ' 360,485 214,000
Amaortization 24.8%0 21,890
In-kind expenses 548 221 354,394
Other 413) (562)
Incrense (decrease) in cash ariging from changes in assets and liabilives:
Aceounts receivable {5,359) 33350
Giranls receivuble B4 640 {35,9492)
Prepuid expenses 10,934 4,26
Deferved revenie (7437 24,543
Accounts puyable and acered expenses 52,239 14,891
(ther liabilitics 156,204 (430)
NET CASH USED BY OPERATING ACTIVITIES $ (6. 141650) 5 (4.768.880)

The sceompanying Notes to Finoneial Statements are an integial fial of these statements,
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NORTH CAROLINA PUBLIC RADIO - WUNC

A Public Telecommunications Entity Operated by
The University of North Carolina at Chapel Hill

NOTES TO FINANCIAL STATEMENTS
Page 1 of 10

NATURE OF ACTIVITIES

North Carolina Public Radio - WUNC (the Station) is operated by The University of North Carolina
al Chapel Hill. On March 28, 2005, WUNC Public Radio became North Carolina Public Radio-
WUNC, based on marketl research to highlight the station’s slatewide ncws and programming
coverage., A service mark was granted in September 2005, Administrative olfices and studio
facilities are located in the Goodmon Building on the Friday Continuing Education Center campus,
Studio facilities are also located at the American Tobacco Campus in Durham, North Carolina.
Additional broadcasting equipment is located at the University of North Carolina Center for Public
Television transmitting station in Chatham County and in Rocky Mount and Columbia, North
Carolina.

SIGNIFICANT ACCOUNTING POLICIES

Effective July 1, 2001, the Station elected to adopt the provisions of Government Accounting
Standards Board (GASB) Statement No, 34, Basic Financial Statements — and Management's
LDiscussion arnd Analvsis - for State and Local Governments as amended by GASB Statecment No. 37,
Bowic Financial Statements — and Management's Discussion and Analysis - for State and Local
Govermmenty:  Omnibus and GASB Statement No. 38, Certain Financial Statement Disclosures,
Statement 34 establishes financial reporting standards for all state and local governments and related
cntilies, primarily relating 10 presentation and disclosure requirements. Implementation of thesc
GASB statements impacted the format of the financial statements, presentation of net assets required,
the inctusion of management’s discussion and analysis as required supplementary information, and
the preparation of the statement of cash flows using the dircet method. The application of these
accounting standards had no impact on net asscts,

Statement No. 38 requires certain disclosures (0 be made in the notes of the financial statements
concurrent with the implementation of Statement No. 34, While this Statement did not atfect
amounts reported in the financial statements of the Station, ¢certain note disclosures have been added
or amended.

The Station follows FASB Statements and Interpretations issued on or before November 30, 1989,
Accounting Principles Board Opinions, and Accounting Rescarch DBulleting, unless those
pronouncements conflict with (GASD pronouncements,

A. Basis of Accounting,

The financial statements of the Station are prepared using the economic resources measurement
focus and the accrual bhasis of accounting. Under the accrual basis, revenucs are recognized
when earned, and expenses are recognized when the obligation is incurred.

The Station reports gilts of cash and other assets as restricted support if they are received with
donor stipulations that limit the use of the donated assets. When a donor restriction expires, that
is, when a stipulated time restriction ends or purposc restriction is accomplished, restricted net
assets are reclassified to unrestricted net agsets,
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NORTH CAROLINA PUBLIC RATHO - WUNC

A Public Telecommunications Entity Operated by
'I'he University of North Carolina at Chapel Hill

NOTES TO FINANCIAL STATEMENTS

Page 2 of 10

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

A.

D.

Basis of Accounting (continued).

When an expense is incurred [or purposes for which both restricted and unrestricted nel asscls
are available, restricled resources are applied first.

Cash.

Cash consists of moncy on deposit and money invested in money market accounts, all of which
are available for current usc,

Investments.,
Investments consist of money invested in the UNC Investment Fund.
Accounts Receivable.

The Station uses the reserve method to account for bad debts for accounts receivable. MNo
allowance has been provided in that management ot the Station considers them fully collectible.

Promiscs to Give,

Unconditional promises to give are recognized as support in the period received and as assets,
decreases of liabilities, or expenses, depending on the form of benefits received. Conditional
promiscs W give are recognized when the conditions on which they depend are substantially met.
An allowance for uncolleetible promises Lo give is based on historical collection experience.

Capital Asscts,

Capital asscls are recorded at cost, and donated capital assets are recorded at fair market value at
the date of the gift. P'roperty and equipment are capitalized if their life is expected to be greater
than one year and their cost is $5,000 or greater. Depreciation is computed over estimated useful
asset lives ranging from four to forty years using the straight-line method. Maintenance, repairs,
and small cquipment purchases are charged to expense when incurred.

Broadeasting Licenscs.

Broadcasting licenses are recorded at cost.  Amortization is computed over an estimated useful
life of fifteen years using the straight-line method.
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A Public Telecommunications Entity Operated by
The University of North Carolina at Chapel Hill

NOTES TO FINANCIAL STATEMENTS

Page 3 of 10

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES (CONTINUED

H. Classification of Net Assets.

Invested in Capital Assets, Net of Related Debt:  Invested in capital assets, net of related debt
represents the Station’s total investment in capital assets, net of outstanding debt obligations
related 1o those capilal assets, To the extent debt has been incurred bul not yet expended for
capital asscts, such amounts are not included as a component of invested in capital asscts, net of
related debit.

Kestricted Net Assets: Restricted net assets include resources in which the Station is legally or
contractually obligated to spend in accordance with purpose or time restrictions imposed by
external third parties.

Unrestricted Net Assets:  Net assets that are not subject to externally imposed stipulations
pertaining to their use. Unrestricted net assets are used for the general operations of the Station
and may be used at the discretion of the governing board to meet current expenses for any
purpose.

Classification of Revenues,

The Station has classified its revenue as either operating or nonoperating revenues according to
the following crileria;

Operating revenues: Operating revenues inglude activitics that have the characteristics of
exchange transactions, such as Federal and nongovernmental grants and contracts, royalty
incomne, rental income, and management fees,

Nonoperating revenucs: Nonoperaling revenues include activities that have the characteristics of
nonexchange transactions, such as gifls, and interest income.

University of North Carolina at Chapel Hill Support.

The University of North Carolina at Chapel Hill provides indircet administrative support.  This
support 15 in the form of assistance, guidance, and service in arcas of management, accounting,
budget, legal, purchasing, and physical plant operations. These services are provided without
direct cost to the Station. The fair value of these services is significant; however, they are not
reported in the statement of revenue, expense and changes in net assets. Tair value is computed
by a formula using rates applied to relevant cost pools. Tor the years ended June 30, 2006 and
2005, the fair value of indirect administrative support was approximately $298.000 and
$244.,000, respectively. The University of North Carolina at Chapel Hill provides electrical
services that are included in the statement of revenue, expense, and changes in net assets of
$39,268 and $21,711, tor the years ended June 30, 2006 and 20035, respectively.
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A Pablic Telecommunications Entity Operated by
The University of North Carolina at Chapel Hill

NOTES TO FINANCIAL STATEMENTS

Page 4 ol 10

ORGANIZATION AND SIGNTFTICANT ACCOUNTING POLICIES (CONTINUED)

K. lucome Taxes.

‘The Station is a constituent department of The University of North Carolina at Chapel 11ill,
which is a branch of the North Carolina state government. It is therctfore exempt from federal
and slale moome taxes except for taxes associated with unrelated business income.

L. Estimatcs,

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

CASH

All cash balances are on deposit with the Statc Treasurer and are either insured or fully
collateralized. '

PROMISES TO GIVE

Promiscs to give related to operations for the years ended June 30, 2006 and 2005, are as fotlows:

2006 20035
Receivable in lcss than one vear b 195818 3 229,511
Allowance for uncollectible pledges {65,077) (124,709)
$ 130,741 $ 104,802

Promises to give related 1o the capital campaign for the year ¢nded June 30, 2006 and 2005, are as
follows:

2006 2005
Receivable in less than one year $ 467,710 3 260,931
Receivable in two to five years 253,434 343 624
721,144 604,555
Discount on promises to give (9.341) (24,600)
Allowance for uncollectible pledges (29,486) (24,182)

$ 682317 b 555,773
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INVESTMENTS

Investments at June 30, 2006 and 2005, are made up of the following:

2006 2005
Market Value Y 68,009 $ 207,304
Cost 61,330 196,414
Appreciation b 6,769 $ 10,980

investment income at June 30, 2006 and 20035, is as follows:

2006 2005
Realized gains $ 21,750 $ 262
Unrealized (Josses) gains 4.2l 10,980
Investment earnings 3,041 7,181

$ B8 5185

Investments at June 30, 2006 and 2005, represent funds placed in the University of North Carolina at
Chapel Hill Investment Fund (the Fund). At June 30, 2006, the investment allocation of the Fund
consists of 13% f[ixed income, 47% equities, and 40% real estate, energy, and inflation hedge
investments. At Junc 30, 2005, the investment allocation of the Fund consists ot 21% fixed income,
68% equities, and 1% real estate, energy, and inflation hedge investments. These insttuments may
contain ¢clements of both credit and market risks.

The Fund utilizes selective derivative investment instruments to inerease the yicld and return on jts
investment portfolio given the available investment alternatives; to mitigate credit risk of default by a
counterpatly; and to control and minimize certain market risks.

Investments are stated at fair value and are recorded on the trade or contract date. The estimated fair
value of investments is based on quoted market prices, except for alternative investments for which
quoted market prices arc not available. The estimated fair value of certain alternative investments is
based on valuations provided by the external investment managers adjusted for cash reccipls, cash
disbursements and securities distributions through June 30, 2006. The Fund believes the carryving
amount ot these financial instruments is a reasonable estimate of fair value. Because alternative
investments are not readily marketable, their estimated valuc is subject to uncertainty and therefore
may diller from the value that would have been used had a ready market for such investments
existed. Such ditferences could be material.
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CAPITAL ASSETS
Capital assct activity for the year ended June 30, 2006, was as follows:
2006 2005
Beginning Ending Ending
Balance Additions Trunsler Relirements Ralance Ralance
Buildings % 3,103,044 b 12,576 b3 - b {9,290) £ 3,106,930 % 3,103,614
Lensehold improvemenls - 786,118 360,330 - 1,146,448 -
Antennas/

Tratismitters/

Equipment 1,730,462 uRd 734 - (80.462) 2644 738 1,730,462
Construelion in progess 360,330 - (360,330) - - 360,330
Vehicle 27,0535 - - - 27.055 270153

‘l'otal 5221491 1,793,432 - ($9.752) 6,923,171 5,221,491
Less accumulated

depreciation for:

Ruildings 442,531 80,328 - (2.013) 520,846 442,531

Leasehold improvements - 37.953 - - 37,953 -

Antennas/

Transmitlers/
Fquipment 945,773 242,204 - {80,462) 1,107,515 945,773

Vehicle 26,210 - - - 26,210 26,210

Total accumulared
depreciation [,414514 360,485 - {42.475) 1,652.524 1,414,514
Capital assets, net § 3,806,977 $ 1,432,947 b3 - b3 (7,277} $ 5,232,647 £ 3,806,977
LONG-TERM LIABILITIES
Long-term liability activity for the vear ended June 30, 2006, was as follows:
2006 2005
Buginning Ending Ending
Balanes Additivns Pavmenls Balunge Balunoe
Lines of eredit with the

University $ 151,145 b - 5 (65,099 86,046 £ 151,145
Due to UNC-TV - 15,000 - 15,000 -

Compensated absences 287,017 141,204 - 428,221 287,016

Total long-term liakilities 438,162 156,204 (65,099 529,067 438,161
Luss: current portion {62.916) (11,354) - (74.270) (62,916)

% 375,240 § 144850 $ (65,099 § 454997 ¥ 375245
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LONG-TERM LIABILITIES (CONTINUED)

The Station has received a line of credit from the University for financing of capital improvements.
This internal loan may not exceed $525,000 and must be repaid at 8% interest in ten annual equal
installments. The next year’s annual installment will be $50.000, plus interest, with the remainder of
$36,046, plus interest, to be paid after fiscal year 2007. At June 30, 2006 and 2005, $86,046 and
£151,145, respectively, had been drawn on this line of credit.

COMMUNITY SERVICE GRANTS

The Corporation for Public Broadeasting (CPR) is a private, nonprofit corporation, funded by federal
appropriations authorized by the United States Congress and other sources. CPR distributes annual
Community Serviee Grants to qualifying public tclecommunications entities. These grants are used to
augment the financial resources of public tclevision stations and thercby to enhance the quality of
programming and expand the scope of public television services. Each grant may be expended over
ong or two federal fiscal years as described in the Communications Act 47, United States Code
Annotated Section 396(k)(7), (1983) Supplement. Each grant must be expended within two years of
the initial grant authorization.

According to the Communications Act, funds may be used at the discretion of recipients. The Station
uses these fands for purposes relating primarily to production and acquisition of programming. Also,
the grants may he used to sustain activitics begun with Community Service Grants awarded in prior
years.

The grants are reported in the accompanying financial statements as operating revenue; however,
certain guidelines must be satisfted in conncetion with application for and use of the grants to
maintain eligibility and compliance requirements. These guidelines pertain to the use of grant funds,
record keeping, audits, financial reporting, and licensee status with the Federal Communications
Commission, For the years ended June 30, 2006 and 2005, $441,584 and $414,428, were received and
cxpended under these grants, respectively.

INCOME TAX EXPENSE

The Station is subject to income tax on unrelated business income. Unrelated business income is any
income generated by a trade or business thal is nol substantially related to the cxercise of the
Station’s exempt purpose. The Station now pays unrelated business income tax on revenue gencrated
from user fees charged to privatc companies renting space on broadcast lowers, For the years ended
June 30, 2006 and 2005, income tax expense of $41.077 and $47.154, is reflected in the financial
stalements for unrelated business income tax,
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RESTRICTED NET ASSETS - EXPENDARBLE

Restricted net assets at June 30, 2006 and 20035, consist of the following:

2006 2005
Purposc restricled:
The Story with Dick Gordon £ 279,558 $ -
New Ventures Fund- marketplace
burcau 219,010 319,015
Geographic market expansion 30,000 27,500
Production cost of Back Porch
Music CD 4,000 -
American Tobacco Historic
District studios - 604,507
Equipment replacement - 100,371
Total purpose restricted 532,568 1,051,393
Time restricted:
Promises to give 381,224 104,802
Restricted net assets-cxpendable 8 013,792 $ 1,156,105

RETIREMENT PLAN

Each permanent full-time employee, as a condition of employment, is a member of cither the
Teacher’s and State Employees Retitement System of North Carolina, (the “System™) or the Optional
Retirement Program (the “Program™). The System is a cosl sharing, multiple-croployer defined
benelil pension plan established by the North Carolina General Statutes and administered by the
State. The policy of the Station is to fund its portion of pension costs accrued for this System as
determined by the State. Contributions to the plan are based on a percentapge of the employee’s
salary. The contributions to the plan totaled $118,542 and $94,363, for the years ended June 30,
2006 and 2005, respectively.

‘The Program is a defined contribution retirement plan that provides retirement benefits with options
for payments to bencficiaries in the ¢vent of the participant’s death. Employer and member
contributions are set cach year by the North Carolina General Assembly. Contributions to this plan
totaled $86.432 and $59.478, for the years ended June 30, 2006 and 2003, respectively.
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NTIA/PTFP GRANT

The Station received grants from the WNational Telecommunications and Information
Administration/Public Telecommunications and Facilities Program (NTIA/I*I'FI”) to be used for the
capital upgrade of its transmissions facilities and equipment. As part of the grant agreement, the
United States Department of Commerce maintains a priority reversionary intcrest in equipment
purchased with these funds for a ten-vear period from the commencement date. The Federal inlerest
is secured with a lien under the Uniform Comimercial Code filed with the North Carolina Secretary of

State.

Amount
Commencement Date Location Expended
July 1, 2001 Buxton, Manteo, & Chapel Hill, NC $ 117837
January 31, 2002 Rocky Mount, NC £ 13,583
September 15, 2004 Manteo, NC % 219,185
April 25, 2006 Chapel Hill, NC $ 58,572
May 17, 2006 Chapel Hill, NC $ 9979

CONTRIBUTED SERVICES AND FACILITIES

The Station recognizes donated services that create or enhance nonfinancial assets or that require
specialized skills, are provided by individuals possessing those skills, and would typically need to be
purchased il not provided by donation. During the vear, the Station received significant amountys of
professional services in exchange for underwriting recognition on air. For the years ended June 30,
2006 and 2005, the amounts recorded in the financial statements are $372,453 and $269,684,
respectively. ‘T'hese services consist primarily of advertising, maintenance services, and hospitality.

During the years ended June 30, 2006 and 2005, the Station received significant amounts of personal
services from volunteers. These services do not meet the requirements above for recognition in the
financial statements.

‘T'he Station received donated facilities at the American Tobacco Campus and at Roanoke Island in
the amounts of $136,500 and $63,000, for the years ended June 30, 2006 and 2005, respeetively,

COMMITMENTS

The Station cntered inlo a vwse agreement with The University of North Carolina at Chapel Hill
Foundation, Inc. (Foundalion) on December 22, 2004, for space in the American Tobacco Historic
District in Durham, North Carolina. Under this agreement, the Foundation makes available and
grants exclusive use of the space in exchange for a usage fee for all costs incurred by the Foundation
under the Iease. The Foundation’s lease for the space commenced on June 1, 2005 for a period of
sixty monlhs, lerminating on May 31, 2010, The lease includes an option to renew for two periods of
five years each. 'The Foundation is responsible for operating costs for the space, which are estimated
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COMMITMENTS (CONTINUED)

at the beginning of the vear and then reconciled to actual operaling costs, The amounts paid by the
station for operating costs for the years ending June 30, 2006 and 2005 were $40,538 and $0,
respectively. ‘I'he estimated operating costs for the year ending June 30, 2007 is $51,029.

PROGRAMMING COSTS

Programming costs consist of the following for the years ended June 30, 2006 and 2005:

2006 2005
National Public Radio $ 729,855 £ 662,425
Stare of Things host & producer 126,735 218,288
The Story with Dick Gordon 236,143 -
NC Voices 158,358 -
PPublic Radio International 55,838 87.025
American Public Media 131,601 36,533
Graedon Enterprises, Ine, 42,118 57,027
Other 50,800 19,201

$ 1,531,448 $ 1,080,499

SUBSEQUENT EVENTS

On Scptember 1, 2006, the Station was awarded a $558,647 Community Serviee Grant by CPB for
fiscal ycar 2007,

RECLASSIFICATIONS

Certain items in the June 30, 2005, comparative financials have been reclassified to conform to the
current year presentation,



