CITY OF EMPORIA

522 Mechanic
Emporia, Kansas 66801

Comprehensive Annual Financial Report

For the fiscal year ended December 31, 2005

Prepared by the Finance Department
of the City of Emporia, Kansas



CITY OF EMPORIA, KANSAS

Comprehensive Annual Financial Report
For the fiscal year ended December 31, 2005

TABLE OF CONTENTS
INTRODUCTORY SECTION
Letter of Transmittal - City Manager
Letter of Transmittal - Director of Administrative Services
GFOA Cetrtificate of Achievement

Organizational Chart
Governing Body

FINANCIAL SECTION
Independent Auditor's Report on the Basic Financial Statements

Management's Discussion and Analysis
Basic Financial Statements:
Government-wide Financial Statements
Statement of Net Assets
Statement of Activities
Fund Financial Statements
Balance Sheet - Governmental Funds

Reconciliation of the Total Governmental Fund Balances to
Net Assets of Governmental Activities

Statement of Revenues, Expenditures, and Changes in
Fund Balances - Governmental Funds

Reconciliation of the Governmental Funds Statement of Revenues, Expenditures
And Changes in Fund Balances with the Government Wide Statement of Activities

Statement of Revenues, Expenditures, and Changes in
Fund Balances - Actual and Budget

General Fund
Industrial Development Sales Tax Fund
Statement of Net Assets - Proprietary Funds

Statement of Revenues, Expenses, and Changes in
Net Assets - Proprietary Funds

Statement of Cash Flows - Proprietary Funds
Statement of Fiduciary Net Assets
Statement of Changes in Fiduciary Net Assets

Notes to the Financial Statements

10

11

12

13

14

15-16
17

18

19
20-21
22
23

24 -43



CITY OF EMPORIA, KANSAS

Comprehensive Annual Financial Report
For the fiscal year ended December 31, 2005

TABLE OF CONTENTS - (CONTINUED)

Page
Combining Statements and Individual Fund Schedules
Combining Statements - Nonmajor Funds
Fund Descriptions 44 - 46
Combining Balance Sheet - Nonmajor Governmental Funds 47
Combining Statement of Revenues, Expenditures and Changes in
Fund Balances - Nonmajor Governmental Funds 48
Combining Balance Sheet - Nonmajor Special Revenue Funds 49 - 50
Combining Statement of Revenues, Expenditures and Changes in
Fund Balances - Nonmajor Special Revenue Funds 51-52
Combining Balance Sheet - Nonmajor Capital Project Funds 53 - 54
Combining Statement of Revenues, Expenditures and Changes in
Fund Balances - Nonmajor Capital Project Funds 55 - 56
Individual Fund Schedules of Revenues, Expenditures and Changes in
Fund Balance - Actual and Budget:
Library Fund 57
Library Employee Benefit Fund 58
Convention and Tourism Fund 59
Industrial Fund 60
Special Alcohol Program Fund 61
Special Park and Recreation Fund 62
Special Street Fund 63
Drug Money Forfeiture Fund 64
Debt Service Fund 65
individual Fund Schedules of Revenues, Expenses, and Changes in
Net Assets - Actual and Budget:
Solid Waste Disposal Fund 66
Sewer Utility Fund 67
Water Utility Fund 68
Internal Service Fund Descriptions 69
Combining Statement of Net Assets - Internal Service Funds 70
Combining Statement of Revenues, Expenses, and Changes in Net
Assets - Internal Service Funds 71
Combining Statement of Cash Flows - Internal Service Funds 72
Fiduciary Fund Descriptions - Trust and Agency Funds 73
Combining Statement of Fiduciary Net Assets - Fiduciary Funds 74-75
Combining Statement of Changes in Fiduciary Net Assets - Fiduciary Funds 76

Combining Statement of Changes in Net Assets and Liabilities 77



CITY OF EMPORIA, KANSAS
Comprehensive Annual Financial Report

For the fiscal year ended December 31, 2005

TABLE OF CONTENTS - (CONTINUED)

STATISTICAL SECTION
General Governmental Expenditures and Other Uses by Function - Budgetary Basis

General Governmental Expenditures and Other Uses by Function - Modified Accrual
Basis

General Governmental Revenues and Other Financing Sources by Source
Property Tax Levies and Collections

Assessed And Estimated Actual Value of Taxable Property

Property Tax Rates - All Direct and Overlapping Governments

Special Assessments - Billings and Collections

Ratio of Net General Obligation Bonded Debt to Assessed Value and Net General
Obligation Debt Per Capita

Computation of Direct and Overlapping Debt

Ratio of Annual Debt Service Expenditures for General Obligation Bonded Debt to Total
General Governmental Expenditures

Revenue Bond Coverage - Water and Sewer Bonds
Demographic Statistics

Property Value of Construction

Principal Taxpayers

Miscellaneous Statistics

Property Value, Construction and Bank Deposits

Computation of Legal Debt Margin

Table Page
1 78
2 79
3 80
4 81
5 82
6 83
7 84
8 85
9 86

10 87
11 88
12 89
13 90
14 91
15 92
16 93
17 94



INTRODUCTORY SECTION




THE CITY OF

City Manager's Office/522 Mechanic/P.O. Box 928/Emporia, KS 66801-0928/620-343-4251 Tom Myers, Mayor
Jim Kessler, Vi ice-Mayor

Bobbie jxgler, Commissioner

}ulie Iolulson, Commissioner

Rnyn1oucl A. Toso, Commissioner

Steve Commons, City Manager

Honorable Mayor and
City Commissioners
City of Emporia
Emporia, Kansas

Honorable Mayor and City Commissioners:

I hereby transmit the Comprehensive Annual Financial Report of the City of Emporia, Kansas as of December 31, 2005 and
for the year then ended. Responsibility for both the accuracy of the presented data and the completeness and fairness of the
presentation, including all disclosures, rests with the City. Management believes that the data, as presented, is accurate in
all material aspects; that it is presented in a manner designed to fairly set forth the financial position and results of operations
of the City as measured by the financial activity of its various funds; and, that all disclosures necessary to enable the reader
to gain the maximum understanding of the City's financial affairs have been included.

In developing and evaluating the City's accounting system, consideration is given to the adequacy of internal accounting
controls. Internal accounting controls are discussed by the Director of Administrative Services in his accompanying letter
of transmittal, and within that framework, I believe that the City's internal accounting controls adequately safeguard assets
and provide reasonable assurance of proper recording of financial transactions.

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of Emporia for its comprehensive annual financial report for
the year ended December 31, 2004. This was the twentieth consecutive year the City has received this award.

In order to be awarded a Certificate of Achievement, a governmental unit must publish an easily readable and efficiently
organized, comprehensive annual financial report, whose contents conform to program standards. Such reports must satisfy
both generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our current report continues to conform to
the Certificate of Achievement Program requirements, and we are submitting it to GFOA to determine its eligibility for
another certificate.

The accompanying report consists of four parts:
1. Introductory section, including the Director of Administrative Services' letter of transmittal.

2. Financial section, including the financial statements and supplemental data of the City accompanied by our
independent auditors' opinion and Management’s Discussion and Analysis (MD&A). The letters of transmittal are
designed to complement MD&A and should be read in conjunction. The MD&A can be found immediately following
the report of the independent auditors.

3. Statistical section, including a number of tables of unaudited data depicting the financial history of the City for the
past ten years, information on overlapping governments, and demographic and other miscellaneous information.

Kansas Statutes Annotated 75-1122 requires an annual audit to be made of the books of account, financial records, and
transactions of all administrative departments of the City by independent Certified Public Accountants or Licensed Municipal
Public Accountants selected by the City Commission. This requirement has been complied with, and our auditor's opinion
has been included in, this report.
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The remainder of this letter will review accomplishments of this organization and local economic events during the fiscal year
being evaluated. This letter will also include a future outlook section and a review of the property tax base for the community.
Many of the topics are woven together. As one project or function leads to another, these activities show a strong overall
conumunity commitment to continue to move forward for a better Emporia and a stronger economic region.

SIGNIFICANT LOCAL ECONOMIC EVENTS

General Fund Finances - Toward the end of 2003, it became apparent that the general fund would end the year with a large
negative balance. This condition has been building over the last few years, by trying to operate with virtually no cash
balances in the fund and the State of Kansas not funding their statutory required demand transfer payments to Kansas local
governments. Unfortunately, Emporia did not adjust other general fund revenues or reduce service levels which would reduce
expenditures over that period of time. Therefore, it was necessary to utilize reserves and transfer additional funds from the
water and sewer utilities. At the end of 2005, the City Commission directed that $700,000 be transferred from the utilities
to assure a positive year-end cash balance in the General Fund. Annual administrative transfers from the utilities will be
adjusted lower over the next three years to allow these funds to be replenished in the utility funds.

In order to permanently remedy General Fund financial issues, the City Commission has directed several changes. Revenues
have been increased with substantial adjustments in gas franchise fees and increases in ambulance rates. All fee structures
in the General Fund are being reevaluated and increased to appropriate fiscal levels. Significant adjustments have also been
implemented to reduce personnel costs with selected staff reductions through natural attrition in the organization.

I am confident that the revenue enhancements and expense reductions identified for the General Fund will allow adequate
resources into the next fiscal year and obtain a modest fund balance by the end of 2006. City Commission and staff are
committed to implementation of new policies which will establish and build appropriate cash balance levels in the coming
fiscal years.

Community Economy - Emporia and the region has experienced a slower economy. From 1998-2002 the chart below depicts
the raise of our building activity. Prior to that growth time, our economic activity was stable and only through hindsight
can we really see the substantial jump in activity we enjoyed in those years. The 2005 building numbers continued to reflect
a more normal level of activity. Building activity is a good indicator of growth and development in a commumity. Noted
below is the gross value of building permits issued in the last 10 years.

1996  §$15,229,107 2001  $41,986,145
1997  §$14,839,473 2002 $41,851,482
1998  $23,285,937 2003 $21,203,559
1999  $35,983,712 2004  $20,620,567
2000  $38,565,007 2005  $21,426,104

The year 2001 represented the largest building and construction activity in Emporia’s history and 2002 ended only slightly
under that record setting level. The following provides specific information relating to our economic activity by category
of building activity:

General Building Activity - Overall construction activity turned to more modest levels starting in 2003 and continues
through 2005. Noted below are the recent trends of building permit valuations. In prior years, we enjoyed strong growth
in our Commercial and Industrial development. Commercial activity has been soft for a number of years, but it’s
starting to show some improvement in the last two years. Industrial development construction is also starting to show
some recovery over some of its lowest levels in recent years. The Commercial and Industrial areas are reflective of
how Emporia and the National economy have been sluggish. Multi-Family Dwellings runs in its own business cycle.
Every few years, a large multi-family apartment complex is constructed and causes other investment in this area to
subside until community growth catches up with the additional dwelling units. This pattern will probably reappear

. because of large investments in 2004 and 2005 which will probably result in smaller investment of multi-family
dwellings in the coming couple of years. The following chart reflects the new construction, building addition and
alterations by category:
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2003 2004 2005

One and Two Family Dwellings $ 4,755,032 $ 5,993,490 $ 5,954,177

Multi-Family Dwellings $ 1,920,915 $ 3,400,905 $ 3,057,079

Commercial $ 2,059,467 $ 4,432,669 $ 6,357,410

Industrial $ 447850 $ 1,229,491 $ 4,861,321

Accessory, Institutional, Public Use $10,884.675 $ 5,564,012 $ 1,196,117
$21,203,559 $20,620,567 $21,426,104

Commercial Development - In the later part of the 1990's, we started to see stronger investment in our commercial
sector. This trend of commercial activity continued through the 1999 construction season which had investment of over
$9 million. In 2000 and 2001, we observed a more modest investment . In 2002 and 2003, we expected and confirmed
weakness in this construction area. We are starting to see new activity in the commercial sector which we hope will
lead to an upward trend for the next couple of years.

Industrial Development - Ten years ago, Emporia became very aggressive in the attraction and development of new
and expanding industrial activity. Over a million square feet of manufacturing and warehouse space has been added
in our community and over 600 new jobs were created during that time period. The city is currently experiencing a few
year lag in industrial development job creation since we began the aggressive attraction efforts. Like most business
activities, they go through certain cycles. A number of our industries are looking at expansion projects. I wish we
could report that this growth effort is industry wide in our community, but we lost one industry in 2005 that felt the
effects of a global marketplace with their production operations moving to Mexico. Even though the job loss affected
only a small portion of our industrial jobs, they were good production jobs that will be hard to replace. We are working
hard to create the next upward business cycle in our industrial development portion of our economy.

DEPARTMENTAL SERVICE ACTIVITY EFFORTS

Even though we still progressed on many major projects, the City Commission feels that it would be prudent to moderate our
capital projects activities to allow for the slower economic conditions. Emporia has also completed and is enjoying many
significant capital improvements over the last few years such as our Family Aquatic Center and the Downtown Streetscape
improvement. Taking a short respite from the aggressive pace we followed for a number of years was viewed as a healthy
move.

Northwest Transportation Improvement- Even with a slower pace of development, our staff has been extremely active
in preparing for community growth and development as our city plan shows that growth to occur to the Northwest. The
Kansas Turnpike crosses through our Northwest portion of the City. We have developed a plan to reconstruct new
bridges and the necessary arterial and collector street network to support growth in this portion of our community.
Construction has been completed on one of the bridges that spans the Turnpike and serves to improve access to a newly
constructed elementary school. Construction on the next bridge project is nearly completed near this elementary school
with the potential of two other bridge projects to be constructed over the next three years. The Kansas Turnpike
Authority (KTA) is proceeding with plans to undertake at least a $20 million interchange improvement in Emporia.
This project will dramatically change and improve the access to many properties that are adjacent to the interchange.
We have been involved in the planning of this project and the City is embarking on an update to our Comprehensive
Plan to deal with the significant transportation changes that are occurring in this area of town. Besides bridge
reconstruction, two major intersections have received State grants support for major reconstruction with new traffic
signals and roadway alignment at one intersection and the construction of a roundabout at the other. These significant
infrastructure projects have been supported by a variety of grant sources with the Kansas Department of Transportation
and cooperative efforts with the Kansas Turnpike Authority. In the end, we hope to improve the capacity of these
roadways to accommodate the development activities in the path of our community growth.

Park Improvements - Most of our activity in the past couple of years and into the near future will involve a focused
effort to restore and improve the infrastructure in our park system. Over the last decade, we have spent significant
resources replacing playground equipment that was considered no longer appropriate based on today's safety standards.
Other significant efforts were made to improve the accessibility of the parks for the disabled. Each of these areas were
necessary and appropriate expenditures of resources. That focus caused us to fall behind in our general maintenance
efforts. Peter Pan Park will see significant investment. A new community shelter house was constructed in the site of
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an old Grape Arbor site which was not accessible and had fallen into disrepair. New sidewalks and trails will be
constructed throughout the Park to provide access to all in an attractive all weather surface for people to enjoy through
the various seasons of the year. Other restoration projects include an area identified as Monkey Island is being
converted to a garden area and a memorial for Pulitzer Prize winning author William Allen White is also scheduled
for restoration. Peter Pan Park is our most utilized park and will involve a significant amount of our efforts. Other
smaller community parks will also enjoy various revitalization efforts. One particular neighborhood is working with
the City to actually create a new neighborhood park in an older part of the community. The Eastside Memorial Park
development has received local community foundation support for its implementation and will serve as a focal point
for community activities in this established neighborhood in the City.

The preceding are only a sampling of City staff's activities during the year. The City's departments continue to strive to
provide quality services to the citizens of Emporia and to make improvements whenever possible.

FUTURE OUTLOOK

Emporia is very fortunate to have a very diversified economy. This diversity provides a cushion when a particular market
area suffers from an economic downturn. Our major source of employment is in the field of food processing. This is an
important link to our state's agricultural base, yet it is insulated from the periodic downturns which plague the farm sector.
Strong employment in this sector is being maintained at the Menu Foods plant for the production of pet food and through
Tyson which represents our largest employer in the community with around 2700 workers. Dolly Madison Bakery is part
of Interstate Bakeries which is working its way through a bankruptcy reorganization. Our local plant has experienced growth
during this reorganization as Interstate Bakeries closes other production facilities around the country to streamline their
operation and to reduce overhead. Because our bakery represents one of their significant profit centers, we believe their
business will grow in Emporia as a result of further facility consolidation of production. The community has abated many
of our industrial development projects’ property taxes which occurred over the late 1990's into 2000. Starting in 2005, some
of these abatements will expire and begin contributing to our tax base. The new companies which we have attracted will
change our list of the largest tax payers in the community when their abatements expire. This will significantly increase our
tax base over the next decade. Our industrial development program created one of our strongest sustained growth periods in
Emporia’s history.

In the production of durable goods, our employment base is smaller, but has a broad market spectrum from the manufacturing
of leveling vials to the rebuilding of large diesel engines. Many of the employers in this sector are looking at expansion
projects over the next 24 months. It was noted previously in our prior financial statements that Caterpillar sold its Emporia
facility to a Canadian company called Camoplast. Even though Camoplast isn’t the large corporate entity like Caterpillar,
the new ownership brings a much broader sales opportunity to the facility. Under the new ownership, Camoplast is already
implementing new production lines and pursuing other growth possibilities which will result in new capital investment and
increased employment. Modine Manufacturing was the company which closed its operation in Emporia during the year and
moved production to Mexico. Efforts are underway to find a use for their property either as a manufacturing plant or look
at other development possibilities for the site. Glendo Corporation and Lenze Corporation represent two of our smaller
employers in this sector, but both have enjoyed steady growth through the years and are expecting to see continued growth
in the coming years.

Major service industries include a state university, technical college, regional medical center, transportation and lodging
facilities. The University continues to work hard to maintain and build its enrollment. Technical training seems to increase
in importance as employers express a need for specific trained skills in their production operations. It appears that both
institutions will maintain or possibly experience small growth in the face of declining numbers of available High School
graduates. Both of these institutions are dependent on State funding and the poor fiscal condition of the State is affecting their
operations. The Technical College has had to adjust its operating budget to react to these fiscal challenges. The University
is looking at increased tuition fees to off-set the loss of State revenue. Attracting new students into these higher education
and technical training programs will be competitive, but our local institutions appear to be preparing for the challenge.
Transportation, particularly trucking, continues to be an important part of our economy. Our access to highway systems and
our central geographical location within our state and nation continue to make this a promising area. Emporia has been able
to improve its position as a medical center with the development of a new medical office building which has assisted in

iv
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physician recruitment. The hospital has completed construction of a major building expansion to improve all areas of hospital
services. Increasing the availability of certain medical specialities are areas being pursued to create a stronger position as a
regional medical provider. It is uncertain how rising fuel costs will affect the state travel industry. Our local lodging facilities
have worked hard to maintain and hopefully slightly grow our receipts in the lodging industry. With increasing fiel charges,
we are seeing growth in the rail usage. Even though we are not a division point on the rail line, our yards are dealing with
more overflow volumes than we have seen in years. Continued growth of rail activity is expected in the near future.

As noted earlier, 2004 was starting to show signs of improvement which continued into 2005 from the sluggish levels we
noticed over the previous few years. I would anticipate that our growth activities will focus on expansion and development
from our existing industry base. The capital investment will be focused more on equipment and less on new building
construction. Commercial construction, which had been extremely slow, is showing some signs of life again in Emporia.
A number of larger scale commercial ventures are considering new projects to be constructed in Emporia during the 2006
construction seasons.

Our comimunity had shown steady growth in our property tax assessed valuation until the 2004 assessment year. (Following
this paragraph is a chart which illustrates the assessed valuation history for the last six years.) As an incentive to attract new
industrial development, tax abatements have been offered to expanding businesses. In the 2003 assessment year, some of
the property was a part of an expansion program that was partially assessed prior to the completion of the project. The full
abatement is applied until the project is completed. When the project was completed, the partial abated property was
removed. The size of the partial abatement, when removed, was greater than the other growth and development which caused
the valuation to decline by less than 1%. This is the first time something like this has ever happened and it is not anticipated
to reoccur in the immediate future. We continue to enjoy modest growth and rising real estate values and we should see our
assessed valuation back on track with steady increases. We are now starting to add to the assessment rolls property which
had been abated and this will make a significant adjustment especially in the next few years as real property abatements expire
for some of our major manufactures.

GROWTH IN VALUATION
ASSESSED YEAR ASSESSED VALUATION
2001 $113,034,253
2002 $123,110,003
2003 $129,317,285
2004 $128,235,487
2005 $133,673,097
2006 $139,317,129

The biggest fiscal challenge we continue to face is the continued loss of State shared revenue and the threat of other state
fiscal problems being forced to the local level as unfunded mandates. The Sate of Kansas economy is rebounding, but
continued pressure to increase education funding and the growing demands of medical costs bourn by the state will keep
fiscal pressure on their budgets. Because of the funding problems noted earlier in our General Fund, we will have to be
extremely diligent in controlling costs and seeking new sources of revenue to replace funds that appear to be lost from the
State.

Besides the property tax and the collection of utility charges, the one cent local sales tax has been a significant source of
income for our community. Retail sales activities are very competitive. Large retail centers in metropolitan areas and the
ever growing number of sales which are occurring through catalogs and the internet make it a challenge to have a growing
tax base. Up until 2002, we had been fortunate to maintain a growing base of retail activity. The pressure of a poor
performing national economy caught up to our community. In 2002, we experienced a slight decline of sales tax receipts of
1.2%and then another 1.8% decline in 2003. Prior to 2002, from 1997-2001 we experienced growth of 20.7% from this
source of funds. We did experience a recovery in our local sales tax collections in 2004 and that recovery continued into
2005. The community recognizes the value of a strong retail economy and has started the development of an organization
to promote enhanced commercial development in the community. As we look to the future we hope to establish stronger retail
sales growth for the community.
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2000
2001
2002
2003
2004
2005

Even with a slow growing local economy, our employment activity is relatively stable and our industrial base is still striving
to expand their business activities. Our community also has been very aggressive in attracting and expanding our industrial
base. That commitment intensified in 1994 when voters approved that a portion of our local sales tax be used to increase
employment opportunities for the community. That commitment of sales tax support continues until the sunset of that tax in
2014. This illustrates how strong of support our citizens have for future industrial expansion which will build new capital
investment and a well compensated workforce.

The preparation of this report could not be accomplished without the efficient and dedicated services of the entire staff of
the accounting and internal audit departments. I should like to express my appreciation to all who assisted and contributed
to its preparation. I should also like to thank the members of the City Commission for their interest and support in planning
and conducting the financial operations of the City in a responsible and progressive manner.

Respectfully submitted,

Steve Commons, City Manager

February 21, 2006

SALES TAX HISTORY

vi

$3,706,938
$3.,823,159
$3,779,417
$3,712,601
$3,854,759
$3,997,182
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THE CITY OF

Honorable Mayor and
City Commissioners
City of Emporia
Emporia, Kansas

Honorable Mayor and City Commissioners:

The Comprehensive Annual Financial Report of the City of Emporia, Kansas for the year ended December 31, 2005
is submitted herewith.

This report was prepared by the City’s Finance Department. The report is published to provide to the Commission,
to representatives of financial institutions, and to our citizens and other interested persons detailed information
concerning the financial condition of the City government. Responsibility for both the accuracy of the presented data
and the completeness and fairness of the presentation, including all disclosures, rests with the City. We believe the
information, as presented, is accurate in all material aspects; that it is presented in a manner designed to fairly set
forth the financial position and results of operation of the City as measured by the financial activity of its various
funds; and that all disclosures necessary to enable the reader to gain the maximum understanding of the City's
financial affairs have been included.

GENERAL INFORMATION - CITY OF EMPORIA

The City of Emporia lies 110 miles southwest of Kansas City and 85 miles northeast of Wichita on the eastern edge
of the Flint Hills area of Kansas. Emporia has a population of 26,760 based on the 2000 census. There are 11.70
square miles of land in the City’s corporate boundary, while the “planning and protected” area covers approximately
63 square miles.

The City of Emporia was incorporated in 1857. The City has a Commission - City Manager form of government.
The commission is comprised of five members elected at large for terms of two and four years, with three
Commissioners being elected each odd-numbered year. The Mayor is elected by the Commission.

The City Manager is appointed by the Governing Body and acts as its primary agent in accordance with state
statute. Other City officers and employees are appointed by the City Manager. The Governing Body is responsible
for policy determination and the City Manager is responsible for the administration of the municipal government.

ACCOUNTING SYSTEM AND BUDGETARY CONTROL

The adopted budgets are an integral part of the accounting system providing management control over expenditures
in the general fund, special revenue funds, debt service fund and enterprise funds. Kansas statutes require that
cash be on hand before an expenditure can be authorized, that all expenditures be budgeted, and that the budget
not exceed anticipated revenues including carry-forward balances. The adopted budget for any fund may be
amended, using the same procedures as for adoption, if the increased expenditures are financed with non-tax
revenues. All other budget amendments require the approval of the State Board of Tax Appeals.

Formal budgetary integration is not used for the capital projects funds because budgetary control is achieved
through the resolution of authorization and funding. Encumbrance accounting is used for outstanding purchase
orders, contracts and other commitments. Encumbrances outstanding at year end are reported as reservations of
fund balance since they are not expenditures or liabilities.

vii
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THE REPORTING ENTITY AND ITS SERVICES

This report includes all of the funds of the City. The City is financially accountable for the Emporia Public Library,
and the Library is included in the City's financial statements. The City Commission appoints all members of the
seven member Library Board. Because the Library is not a separate taxing entity by applicable state statues, the
City levies taxes for the Library’s operations, which represent approximately 77.5 percent of total revenues. The
operations of the Emporia Public Library are reported as a discretely presented component unit in the City’s financial
statements.

The City provides a full range of municipal services. The Public Safety program includes police and fire protection;
an aquatic center, golf course, tennis courts, neighborhood parks and a community center provide a well-rounded,
active recreation program; the Engineering Department provides essential street and highway construction and
maintenance, surveying services, sanitation and other technical assistance to the City; the Public Utilities provide
water, sewer and refuse collection services. Additional services provided include building inspection, planning and
zoning, as well as general administrative services.

INTERNAL CONTROL

In developing and altering the City's accounting system, consideration is given to the adequacy of the internal
controls. The internal controls are designed to provide reasonable, but not absolute, assurance regarding the
safeguarding of assets against loss from unauthorized use or disposition and the reliability of financial statements
and maintaining accountability for assets. The concept of reasonable assurance recognizes that the cost of a
control should not exceed the benefits likely to be derived and the evaluation of costs and benefits requires
estimates and judgments by management.

All internal control evaluations occur within the above framework. We believe that the City's internal controls
adequately safeguard assets and provide reasonable assurance of proper recording of financial transactions.

CASH MANAGEMENT

Cash temporarily idle during the year was invested in time deposits ranging from 30 to 90 days in maturity and in
U.S. Government obligations with variable maturities and in the Kansas Municipal Investment Pool. At December
31, 2005, the City's cash resources were divided between demand deposits and investments as follows: in demand
deposits and cash on hand 30 percent; and in interest bearing investments 70 percent. The amount of interest
received in 2005 from idle cash was $282,012.

The City's investment policy is to minimize credit and market risks while maintaining a competitive yield on its
portfolio. Accordingly, deposits were either insured by federal depository insurance or collateralized.

RISK MANAGEMENT

The City performs limited risk management operations intended to maintain coverage at appropriate levels; manage
claims; and monitor carrier performance. Additionally, the City periodically engages professional consultants to
assist with the risk management function. The City operates its employees’ health insurance and workers’
compensation insurance as partially self-funded plans.

INDEPENDENT AUDIT

State law requires an annual audit of the books of account, financial records and transactions of all administrative
departments of the City by independent Certified Public Accountants or Licensed Municipal Public Accountants
selected by the City Commission. This requirement has been complied with and the auditor's opinion has been
included in this report.

viii
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CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of Emporia for its comprehensive annual financial
report for the year ended December 31, 2004. The Certificate of Achievement is a prestigious national award
recognizing conformance with the highest standards for preparation of state and local government financial reports.

In order to be awarded a Certificate of Achievement, a governmental unit must publish an easily readable and
efficiently organized comprehensive annual financial report, whose contents conform to program standards. Such
comprehensive annual financial reports must satisfy both accounting principles generally accepted in the United
States of America and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. The City of Emporia, Kansas, has received a
Certificate of Achievement for the last nineteen consecutive years (fiscal years 1985 - 2004). We believe our current
report continues to conform to the Certificate of Achievement Program requirements, and we are submitting it to
GFOA.

ACKNOWLEDGMENTS

The preparation of this report could not be accomplished without the efficient and dedicated services of the entire
staff of the Finance Department. | should like to express my appreciation to all members of the department who
assisted and contributed to its preparation. | should also like to thank the Mayor and City Commissioners for their
interest and support in planning and conducting the financial operations of the City in a reasonable and progressive
manner.

Respecifully submitted,

Loy O Buhlcn

Larry ﬁlcklinger Vi
Director of Administrative Services
February 21, 2006
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Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public enployee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in govermment accounting
and financial reporting.
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INDEPENDENT AUDITOR’S REPORT
ON THE BASIC FINANCIAL STATEMENTS

Mayor and City Commissioners
City of Emporia, Kansas

We have audited the accompanying financial statements of the governmental activities, the business-type activities,
the aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the City of Emporia, Kansas, as of and for the year ended December 31, 2005, which collectively
comprise the City’s basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the City's management. Our responsibility is to express an opinion on these financial statements
based on our audit. We did not audit the financial statements of the Emporia Public Library which statements reflect
total assets of $660,136 as of December 31, 2005 and total expenditures of $790,883 for the year ended, which is a
discretely presented component unit in the accompanying financial statements. Those financial statements were
audited by other auditors whose report has been furnished to us; and our opinion on the financial statements, insofar
as it relates to the amounts for the Emporia Public Library included as a discretely presented component unit, is
based solely upon the report of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the “Kansas Municipal Audit Guide.” 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
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the City's
internal control over financial reporting. Accordingly, we express no such opinion. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall basic financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, based on our audit and the report of other auditors, the financial statements referred to above
present fairly, in all material respects, the respective financial position of the governmental activities, the business-
type activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the City of Emporia, Kansas, at December 31, 2005, and the respective changes in financial
position and cash flows, where applicable, thereof and the respective budgetary comparison for the General Fund
and the Industrial Development Sales Tax Fund for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

The management's discussion and analysis on pages 3 through 8 are not a required part of the basic financial
statements but are supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.



Our audit was made for the purpose of forming opinions on the financial statements that collectively comprise the
City’s basic financial statements. The introductory section, combining and individual nonmajor fund financial
statements and schedules, and statistical tables as listed in the table of contents are presented for purposes of
additional analysis and are not a required part of the basic financial statements. The combining and individual
nonmajor fund financial statements and schedules have been subjected to the auditing procedures applied in our
audit of the basic financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the
basic financial statements taken as a whole. We did not audit the data included in the introductory and statistical
sections of this report and therefore, we express no opinion thereon.

O/Maﬁéa./, _,jmgﬁm, M»M

Professional Association

February 21, 2006






