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mé! THE CITY OF

gm EMPORIA

City Manager's Office/522 Mechanic/P.O. Box 928/Emporia, KS 66801-0928/620-343-4251 Dale K. Davis, Mayor
' Raymond A. Toso, Vice-Mayor
Julia Johnson, Commissioner
Tom Myers, Commissioner
Francis G. Walters, Jr., 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,
2003 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 resuits 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, | 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, 2002. This was the eighteenth 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 three 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.



Honorable Mayor and
City Commissioners

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
accomplishments show a strong overall community commitment to continue to move forward for a better Emporia
and a stronger economic region.

SIGNIFICANT LOCAL ECONOMIC EVENTS

Economically, Emporia has experienced a slower economy. From 1998-2002, the chart below depicts the rise 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 have enjoyed in more recent years. The 2003 building numbers
reflected a more normal level of activity. Building activity is a good indicator of growth and development in a
community. Noted below is the gross value of building permits issued in the last 10 years. It clearly illustrates when
we moved to a new level of activity for our community.

1994  $22,774,763 1999  §35,983,712
1995  $13,805,187 2000 $38,565,007
1996  $15,229,107 2001  $41,986,145
1997  $14,839,473 2002 $41,851,482
1998  $23,285,937 2003 $21,203,559

The year 2001 represented the largest building and construction activity in Emporia's history and 2002 ended only
slightly under that record setting level. For four years in a row, prior to 2002, new record levels were established for
our construction activity. 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 in 2003.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 the last couple of years and Industrial
"development reached one of its lowest levels in many years. The Commercial and Industrial areas are reflective
of how Emporia and the National economy have been sluggish. Without the Public construction of the last two
years, our building construction activity would have been very slow. Multi-Family Dwellings seems to jump up
and down with activity. 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 continue as we will see some large investments in this area in 2004. The following chart
reflects the new construction, building addition and alterations by category:

2001 2002 2003
One and Two Family Dwellings $ 5,289,931 $ 4,303,711 $ 4,755,032
Multi-Family Dwellings $ 1,159,130 $ 669,987 $ 1,920,915
Commercial _ $ 4,248,711 $ 1,656,823 $ 2,059,467
Iindustrial $14,554,746 $ 5200927 $ 447,850
Accessory, Institutional, Public Use $16,735.627 $30,020,034  $10,884,675

$41,986,145 $41,851,482  $21,203,559

Commercial Development - About four years ago, 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. As the national economy shows modest
gains towards healthier levels, we are now beginning to locally sense new development interest in the commercial
sector.




Honorable Mayor and
City Commissioners

Industrial Development - Eight 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 have been created during that time period. The city is
experiencing our first lag in industrial development job creation in the last few years. It does appear that activity is
also beginning to show signs of picking up with our existing industrial businesses currently pursuing new
equipment investment projects to keep up with increasing production demands and to modernize their operations
to be competitive with changing product demand and world competitors. Even though the community has abated
many of our industrial development projects property taxes, starting in 2005 some of these abatements will expire
and begin contributing to our tax base. Our industrial development program created one of our strongest
sustained growth periods in Emporia’s history. We believe it will also lead us to our next upswing in activity.

DEPARTMENTAL SERVICE ACTIVITY EFFORTS

Even though we still progressed on many major projects, the City Commission felt 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.

Invisible Investments- Two significant investments were made for the general benefit of maintaining or improving
public safety. These investments combined cost over $1 million, but most of our citizens will not notice their
completion. Fire detection, alarm equipment and emergency lighting were added to the Civic Auditorium. For
over 60 years, our municipal building has faithfully served the community. These investments will not only
provide a safer environment for users of the auditorium, but provide for its continued functional use for many more
years ahead. The other major improvement which will not be visible to the general public involves major upgrades
to our public safety radio system. These improvements range from a new dispatch center, all-new radio
equipment and a larger communications tower. These improvements will result in better radio coverage for all the
public safety departments which included police, fire, ambulance service and County Sheriff's department. It also
allows for more radio frequencies to be better prepared for large-scale emergency responses. It was time to
replace equipment and we were able to also expand our emergency preparedness abilities.

Completion of Major Construction Projects - As | noted earlier, the scope of some of our capital projects was
smaller in number, but not in the length of planning that occurred or the importance of the project. Emporia
opened its new animal shelter in the early part of the year. This project has been in the discussion or planning
stages for 5-10 years. There are a variety reasons that it took this amount of time to develop, but the presence of
the new facility is clearly a much improved community asset. The shelter provides a safe clean environment for
the boarding of lost or unwanted animals. This new facility provides a more pleasant environment for visitors who
are interested in adopting a new pet. The results has been a huge increase in the number of animals adopted
and more importantly significantly less unwanted animals need to be destroyed. We're proud that the presence of
this new building is generating better service to the community. The other major project that has taken years to
develop involves the improvement on Americus Road. From Highway 50 to 18th Avenue, Americus Road is
being widened to provide for the development of the next commercial corridor for Emporia's growth and
development. This is a joint project between the City of Emporia and Lyon County to prepare for the next wave of
commercial construction in our future. Though the project was not completed in 2003 and will take about half of
2004 before it is ready for traffic, initiating this project during 2003 was a significant step forward. This project
represents the long-term investment that both city and county government are willing to make to prepare for our
future.

Park Improvements -We had the opportunity to share in an experience that no other community could enjoy in
2003. Emporia, Kansas is considered the birthplace for the designation of Veterans Day. During 2003, we
celebrated the 50th anniversary of the establishment of this event in our community which preceded the national
designation of this important day. To help commemorate the special time, significant improvements were made
to our All Veterans Memorial which were shared with large numbers of visitors who came to our community to
share in our celebrating this special anniversary. Emporia was designated as the site for Kansas to receive a
special memorial to honor the recipients of the Purple Heart Medal. A special memorial marker was provided and
placed in a prominent place in our special park area recognizing veterans from every military war or confiict. A
new memorial was also dedicated to Operation Iraqi Freedom. This special park area wouldn't be possible
without the leadership of the veterans in our community and the support of the people of Emporia.




Honorable Mayor and
City Commissioners

Utility Investment - Community growth and increasing standards for environmental quality have continued the
need for Emporia to improve both the Water Treatment and the Wastewater Treatment capacities. Over the last
few years, major projects were completed at both treatment facilities. In 2003, construction was completed on our
wastewater plant expansion which increases the processing capacity of the plant. Our industrial growth in the
community made this expansion a necessity. Completed in 2003 was the expansion of a major sewer lift station
which exceeded $1 million in construction cost and is designed to handle the future western growth of our
community. Once again our City Commission and community are prepared to make the investment to prepare
our City for future growth and development.

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. Increased employment in this area is being created with the development of additional production
lines starting at the Menu Foods plant for the production of pet food. They acquired and are developing additional
warehouse space to keep pace with their present growth, but also to position their business for even greater
development opportunities. The implementation of the $35 million investment at Tyson (Formally IBP) to improve
their meat. processing and shipping systems demonstrates their continued willingness to invest in Emporia and
maintain the largest number of workers to support their food production operations.

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. Employers in this sector project stable
employment and the diversity in the types of goods produced has to be considered an asset. It was previously noted
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.
Camoplast. sold Caterpillar competitors the rubberized track which this facility manufactures. Under the new
ownership, they can produce product for Caterpillar and many other equipment manufacturers who use this type of
rubber track system. This new company has begun to demonstrate a greater growth potential than if it had
remained under the Caterpillar ownership. We expect to be working with the Company in the future on new growth
opportunities.

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 enroliment. 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. 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 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. A new cancer treatment center
has also just been completed within the medical complex. Even though the national travel industry has been in
decline, our local lodging facilities have felt the pressures in this area and are working hard to maintain and hopefully
slightly grow our receipts in the lodging industry.



Honorable Mayor and
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As noted earlier, 2003 was down from the record setting pace we have experienced over the last few years. We
were very fortunate to enjoy the accelerated level of activity for the prior four to five years. 1 would anticipate that our
next 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 has been extremely slow might possibly begin to show some signs of life again in Emporia. A number of
larger scale commercial ventures are considered new projects to be constructed in Emporia starting even as early
as the Fall of 2004. The pace of this activity will still be dependent on the continued improvement in the health of the
national economy.

Our community had shown steady growth in our property tax assessed valuation until the last 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. In a couple of years, we will also begin to see steady increases in the assessed valuation as a
result of the expiration of abated property taxes exemptions.

GROWTH IN VALUATION

ASSESSED YEAR ASSESSED VALUATION
1999 $101,337,375
2000 $108,595,581
2001 $113,034,253
2002 $123,110,003
2003 $129,317,285
2004 $128,235,487

The biggest fiscal challenge we continue to face in the near term is the loss of State shared revenue. Kansas, like
many other states is continuing to experience severe fiscal problems. For Emporia, that resulted in a loss of nearly
$750,000 from the end of 2002 through 2003. Today, we have made adjustments to our spending to immediately
offset this reduction of revenue to avoid longer term fiscal strains. The long term future of any State shared revenue
is in question and as a community will have to adjust our fiscal planning to compensate what probably will be the
permanent loss of this income.

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. It will still take improvement in our national
economy before we return to that same pattern of growth from this source. It does appear that the first quarter of
2004 is demonstrating a return to a growing level of retail sales.

SALES TAX HISTORY

1998 $3,533,338
1999 $3,604,402
2000 $3,706,938
2001 $3,823,159
2002 $3,779,417
2003 $3,712,601
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Even with the pressure of a poor performing national economy, our employment activity is relatively stable and our
industrial base is still striving to expand it's 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.

ACKNOWLEDGMENTS

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. | would like to express my appreciation to all who assisted
and contributed to its preparation. | would 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
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N EMPORIA

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, 2003
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 11.59
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 under the lawful jurisdiction of the State of Kansas. 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

City departments are required to submit their annual budget requests for the ensuing year to the Director of
Administrative Services by May 1st. Such budget requests are reviewed by the City Manager and Commission and
incorporated into the official budget required by applicable state statutes. The notification of budget hearing with
proposed expenditures is published ten days prior to the public hearing. After the public hearing, the budget
expenditures and related levies may be lowered but not raised. The adopted budget is certified to the County Clerk
no later than August 25th.

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 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.

vii
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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.

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 76 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, 2003, 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 2003 from idle cash was $289,554.

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.

viii
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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.

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, 2002. 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 eighteen consecutive years (fiscal years 1985 - 2002). 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.

Respectfully submitted,

L @M@e/z

Larry Bucklinger z
Directbr of Administrative Services
February 25, 2004
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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, 2003, 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. 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;
the standards applicable to financial audits contained in “Government Auditing Standards,” issued by the
Comptroller General of the United States; 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 examining, on a test basis, evidence supporting the amounts and
disclosures in the general purpose 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, 2003, and the respective changes in financial
position and cash flows, where applicable, thereof for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

As described in Note lll, the City has implemented a new financial reporting model, as required by the provisions of
GASB Statement No. 34, Basic Financial Statements-and Management's Discussion and Analysis-for State and
Local Governments, as of December 31, 2003.

In accordance with “Government Auditing Standards,” we have also issued a report dated February 25, 2004, on our
consideration of the City's internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts, and grants. That report is an integral part of an audit performed in
accordance with “Government Auditing Standards” and should be read in conjunction with this report in considering
the results of our audit.



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 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 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.
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Professional Association
February 25, 2004



CITY OF EMPORIA, KANSAS

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Year Ended December 31, 2003
Unaudited

Our discussion and analysis of the City of Emporia, Kansas financial performance provides an overview of the City's
financial activities for the fiscal year ended December 31, 2003. The Emporia Public Library issues a complete
financial statement that includes a discussion and analysis. The address for retrieval of this report is in Note I. This
narrative should be read in conjunction with the City's letter of transmittal, which begins on page i.

Financial Highlights

The Government-wide net assets totaled $124 million at the end of the current fiscal year.
The Government-wide unrestricted current assets exceed the current liabilities by $.5 million, representing
the City’s ability to meet its current obligations when due.

e Total capital assets, net of accumulated depreciation at December 31, 2003 totaled $165 million.

» During the year ended December 31, 2003, the City's total expenses exceeded total revenues (which
include charges for services, local taxes and state and federal aid) by $6.5 million.

* The City’s total indebtedness increased by $1.1 million, primarily due to the issuance in the current year of
new general obligation refunding bonds.

e The City's net fixed assets decreased $2.9 million in the current fiscal year.

Using This Financial Report

This annual report consists of two distinct series of financial statements: government-wide and funds. In addition,
the annual report includes budgetary-basis financial statement comparisons, in accaordance with the State of Kansas
cash basis and budget laws.

The government-wide statements are designed to provide information about the City's activities as a whole and
provide a longer-term view of the City's finances. The fund financial statements tell how the City’s services for both
governmental and business-type activities were financed in the short term as well as what remains for future
spending. Fund financial statements report the City's operations in greater detail than the government-wide
statements by providing information about the City's most significant funds. In addition, combining statements
included in the supplemental information show detail of all other governmental funds. The City also holds fiduciary
funds on behalf of various parties. These funds are reported in a separate statement.

Reporting on the City as a Whole (Government Wide)
Statement of Net Assets and the Statement of Activities

The view of the City as a whole looks at all financial transactions and asks the question, “Are we in a better financial
position as a result of the current year's financial activities?” The Statement of Net Assets and the Statement of
Activities provide the basis for answering this question. The statements include all assets and all liabilities using the
accrual basis of accounting, which is similar to the accounting method used by most private-sector companies. This
basis of accounting takes into account all of the current year's revenues and expenses, regardless of when cash is
received or paid.

These two statements report the City's net assets and current year change in those net assets. The change in net
assets is important because it tells the reader whether the City, as a whole, has improved or diminished its financial
position. Over time, increases or decreases in the City’s net assets are one indicator of whether its financial health
is improving or deteriorating. Causes of these changes may be the result of many factors, some financial, some not.
Non-financial factors include the City's property tax base, state mandates, and the financial condition of the State of
Kansas general fund.






