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October 27, 2000

The Honorable Bill Graves, Governor of the State of Kansas,
Members of the Legislature and
Citizens of the State of Kansas:

It is my pleasure to submit to you the forty-seventh Annual Financial Report of the State of K ansas for the fiscal year
ended June 30, 2000, as provided by Kansas Statutes Annotated (K.S.A.) 75-3735. This report is prepared by the
Department of Administration, Division of Accounts and Reports. Responsibility for both the accuracy of the data and
the completeness and fairness of the presentation, including all disclosures, rests with the State government and this
office. The enclosed information is accurate in all material respects and is reported to present fairly the financial position
and operations of the various funds and the general long-term obligations account group of the State of Kansas on a
modified cash basis of accounting. All necessary disclosures to enable the reader to understand the State’s financial
activities have been included.

This report is presented in three sections. The Introductory Section includes this transmittal 1etter, the organizational
chart and a listing of selected officials. The Financial Section includes the independent auditors’ report, the combined
financial statements and notes. The Statistical Section includes unaudited tables and financial trend information.

The State’s combined financial statements include the funds and accounts of all organizational units of the State except
student union, athletic, cafeteria, foundation and endowment funds, district court funds and the Kansas Turnpike
Authority, which are outside the State Treasury. Note I.A. to the financial statements explains m ore fully which financial
activity is excluded and the criteria used to define the State reporting entity.

ECONOMIC CONDITIONS

According to the Kansas Department of Human Resources, the number of employed residents in the State of Kansas
reached a new all-time high of 1.4 million during June 2000. The two broad classifications of employment, goods
producing industries and service producing industries, both showed increases in employment when compared to June
1999. The top 25 Kansas companies for 1997, ranked by the number of full-time employees, is shown in the Statistical
Section of this report. The State’s unemployment rate was 3.4 percent during June 2000. The actual number of
unemployed persons was estimated to be fifty thousand. The seasonally adjusted national unemmployment rate for June
was 4.0 percent.

The Kansas Department of Commerce and Housing reports that living in Kansas for our 2. 6 million citizens, as of
July 1, 1999, is fairly inexpensive when compared to the national average. Not only do Kans ans enjoy a high quality
of life, but we also have one of the lowest cost of living indexes in the United States. In 1999, our state ranked 35% in
the nation and is rated 93 when compared to the national average of 100.
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The University of Kansas Institute for Public Policy and Business Research reports in the Kansas Economic Outlook,
dated October 1999, that “growth slowed in 1999 and 2000 when compared to the previous two years.” Non-farm jobs
are expected to grow at a slower rate. Nominal personal income growth also shows a reduced rate of increase. Labor
shortages in the state are slowing growth and pushing wages up for many workers. While Kansas will continue on a
solid growth path, expected higher interest rates will probably slow growth in the coming months. Overall the Kansas
economy is expected to remain quite strong for the foreseeable future.

SERVICE EFFORTS AND ACCOMPLISHMENTS
Kansas Savings Incentive Program

The Kansas Savings Incentive Program (IKSIP) was established by the 1998 session of the Legislature for all State
agencies. This program allows agencies to use up to 50.0 percent of prior year operating expense savings as current year
money for the purposes of purchasing technology equipment, providing professional development training for
employees and employee bonuses. KSIP was reauthorized by the 2000 Legislature providing for both the
reappropriation of the prior fiscal year unexpended balances of KSIP accounts and the appropriation of 50.0 percent
of the fiscal year 2000 (FY 2000) savings.

Agency Service Efforts and Accomplishments

Agencies have established criteria for measuring their service efforts and what they have accomplished. The Department
of Education, Juvenile Justice Authority, Department of Health and Environment, University of Kansas Medical Center,
and Department of Social and Rehabilitation Services were selected to demonstrate some of the accomplishments of
the State government in fiscal year 2000. These agencies have provided information concerning some of their
Children’s Initatives programs.

Department of Education
e Funding Increases Approved by the Legislature for Public Education
Half-Day Early Childhood Program for Four-Year-Old At-Risk Children

It is generally accepted that early childhood education improves the cognitive performance of children in poverty. Early
childhood education is found to produce persistent effects on achievement and academic success for children that exhibit
at-risk factors. Differences in the amount of experiences children from welfare, average working class, and professional
families encounter are profound. Children from enriched environments are able to add skills and knowledge more
quickly than children from less enriched environments. The result is an achievement gap that increases through
successive years of school.

Children who have high-quality preschool experiences have much less difficulty learning than children who have not
been exposed to early education. When all children are enrolled in high-quality early education programs prior to
entering elementary school, the chance for academic success is much greater.

The 1998 Legislature amended the state’s school finance formula to provide early childhood learning services to 1,350
four-year-old at-risk students at a cost of $3 million. An additional $1 million was recommended by the Governor and
approved by the Legislature to extend services to an additional 444 students in FY 2000.

Kansas At-Risk Pupil Assistance Program

The purpose of the Kansas At-Risk Pupil Assistance Program is to provide opportunities and services to at-risk students
to increase their academic achievement. As part of the school finance formula, weighted enroliment funds are available
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to all school districts for implementing programs and services for at-risk students. Examples of possible at-risk
programs include: extended school year programs, extended day programs, alternative schools, dropout prevention
programs, tutorial programs and accelerated learning programs. For FY 2000, the Legislature approved increasing the
weighted factor for at-risk students from 8 to 9 percent, at a cost of $4.1 million.

Parent Education Program

The underlying premise of the Parent Education Program is that new parents can be assisted in their role as their
children’s first teacher. The program helps parents work with their child as he/she grows and develops. The purpose
is to lay a strong foundation for learning, thus preparing the child to enter school. Parents voluntarily enroll in this
program and participate on a first come-first serve basis without consideration to income. The program serves parents
with children up to three years of age.

Delivered by trained parent educators, the program centers around personal visits with parents and their children,
preferably in the home. a practice which allows parent educators to tailor educational guidance to each family. Parent
educators observe parent-child interaction, provide timely information on the child’s developm ent, and respond to each
parent’s concern. Parent educators are trained to screen for vision, hearing and developmental delays and to suggest
resources for follow-up if problems surface.

For FY 2000, the Legislature approved an increase of $777,833, for a total of $5,444,833, to fund the Parent Education
Program. This increase allowed an additional 1,123 families to be served.

School Violence Prevention

For FY 2000, the Legislature appropriated $500,000 to address violence prevention by providing children with mental
health/support services in the school setting. To be eligible, school districts must collaborate with community mental
health systems in the care and guidance of students. It is designed to reduce school violence, substance abuse, and the
number of dropouts and delinquency. Wraparound services may include attendant care, case m anagement, respite care,
family therapy, psychiatric care, outpatient therapy and parent support. During the first year of this program, grants
were awarded to eight school districts or cooperatives.

o Unified School Districts

ACT National College Entrance Test Scores

Kansas high school students continue to score above the national averages on the ACT national college entrance exam.
In 2000, the composite score for Kansas students taking the test was 21.6 which tops the national average of 21.0.
Kansas’ results were even more impressive when compared to other states. This year 77 percent of Kansas seniors took
the test and no other state with the same or greater percentage of students taking the test scored higher. In addition, three
Kansas students earned a top composite score of 36 on the ACT. Nationally, only 131 of the 1,065,138 students taking
the test earned this distinction.

Kansas ACT Scores
Year Number English Mathematics Reading Science Composite
1999-00 24,049 21.0 21.2 22.1 21.6 21.6
1998-99 23,210 21.0 21.0 21.9 214 21.5
1997-98 22,305 21.1 214 22.1 21.7 21.7
1996-97 21,162 21.1 21.1 222 21.8 21.7
1995-96 19,728 20.9 20.3 22.0 21.6 21.3
1994-95 20,274 20.7 20.3 21.9 21.5 21.2
1993-94 18,823 20.7 20.2 21.8 21.4 21.2
1992-93 17,909 20.7 20.3 21.7 21.3 21.1



National ACT Scores

Year Number English Mathematics Reading Science Composite
1999-00 1,065,138 20.5 20.7 214 21.0 21.0
1998-99 1,019,053 20.5 20.7 214 21.0 21.0
1997-98 993,039 20.4 20.8 21.4 21.1 21.0
1996-97 959,301 20.3 20.6 213 21.1 21.0
1995-96 924,663 20.3 20.2 21.3 21.1 20.9
1994-95 945,369 20.2 20.2 21.3 21.0 20.8
1993-94 891,714 20.3 20.2 21.2 20.9 20.8
1992-93 875,603 20.3 20.1 21.2 20.8 20.7
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SAT National College Entrance Test Scores

Kansas continues to chalk-up impressive academic achievements, as evidenced by student scores on the SAT college
entrance exam. In 2000, Kansas once again topped national averages on the test, which measures verbal and
mathematical reasoning. This year, Kansas attained an average score of 574.0 on the verbal portion of the test, as
compared to the national average of 505.0. Kansas scored 580.0 on math — well above the national average of 514.0.
Four Kansas students received the highest possible score of 800 on both the verbal and mathematics portion of the test.
Nationally, 730 of the 1,220,000 high school graduates taking the test scored 800 on both segments of the test.

Kansas Assessments

K.S.A. 72-6439 charges the Kansas Board of Education with providing for testing at three grade levels in the core
academic areas of mathematics, reading, science, social studies and writing. Reading and mathematics are tested every
year, while the writing test is alternated each year with science and social studies. An alternate assessment for students
with exceptionalities that make them unable to participate in the regular assessment program will begin next year.

This year, Kansas students took newly developed assessment tests. Because this is the first year for this round of tests,
the scores represent baseline scores and no comparisons to previous years can be made. Students scored well in reading.
The average score for all fifth grade students on the reading assessment was 81.2, for all eighth graders the average score
was 81.4. Among eleventh graders participating in the reading assessment, the average score was 79.6.



In math, Kansas fourth graders had an average score of 53.8, while seventh graders had an average score of 50.3.
Among tenth graders participating in the math assessment, the average score was 46.5. In writing, no state averages
are available because the method of administration varies from district to district. Averages are determined for groups
with like administration methods. At grade 5, the average writing score ranged from 2.77 to 3.28 on a 5-point scale,
depending on the method of administration. Among eighth graders, the average score on the writing assessment ranged
from 2.93 to 3.52, depending on the method of administration. Eleventh grade students participating in the writing
assessment had an average score ranging from 3.10 to 3.49, depending on the method of administration.

National Recognition of Educational Excellence

Frontier Trail Junior High School in Olathe, USD 233, was named a National Blue Ribbon School for the 1999-2000
Secondary School Recognition Program. The Blue Ribbon Schools Program identifies and publicly recognizes
outstanding public and private schools that are unusually effective in meeting local, state and national goals and in
educating all of their students. Established in 1982, the program recognizes elementary and secondary schools in
alternate years. The U.S. Department of Education sponsors this program.

Northeast Magnet High School in Wichita, USD 259, was designated a 1999 New American High School by the U.S.
Department of Education in November 1999. The New American High Schools initiative recognizes leading-edge high
schools across the nation that have dramatically improved the quality of education for all students. New American High
Schools overall achieve higher college attendance rates, higher SAT and state test scores, higher graduation rates and
lower dropout rates than most of the nation’s schools.

Olathe, USD 233, was one of four school districts and three schools nationwide recognized by the U.S. Department of
Education’s National Awards Program for Model Professional Development in August 1999. The award recognizes
efforts to improve teachers’ knowledge and raise student achievement.

Norman D. Conard, a social studies teacher at Uniontown High School, USD 235, was one of 20 teachers nationwide
named a First Team All American Teacher by USA Today in October.

Rhonda Holt, physical education teacher at Peterson Elementary School in Wichita, USD 259, was named the 2000
National Physical Educator of the Year. The award is presented by the National Association for Sport and Physical
Education. Rhonda was cited for her outstanding teaching performance at the elementary school level and her ability
to motivate today’s youth to participate in a lifetime of physical activity.

Dr. Milton Pippenger, superintendent for USD 457, Garden City, was one of four finalists for the National
Superintendent of the Year distinction. He is the first Kansan to be named a finalist for the honor. The National
Superintendent of the Year was established in 1988 to recognize superintendents who demonstrate all-around
outstanding leadership. All 50 states are eligible for the honor. From that pool, four finalists are selected.

Ron Poplau, a sociology and community services teacher at Shawnee Mission Northwest High School, USD 512, was
inducted into the National Teachers Hall of Fame in June 1999. Inductees to the Hall of Fame must exhibit depth and
breadth of knowledge of teaching and demonstrate application of that knowledge in the classroom. Other considerations
in selecting inductees to the Hall of Fame include the philosophies and principles which guide the nominee’s teaching,
verification of contributions to the education of children, humanitarian service and contributions to society.

Melanie A. Campbell, a fourth grade teacher at West Indianola Elementary School in Topeka, USD 345, serves on the
National Assessment Governing Board. The 25-member board formulates policy for the National Assessment of
Educational Progress (NAEP), the only national representative and continuing assessment of what students should know
and be able to do in various subjects. Campbell was appointed to a three-year term on the board in 1998 by U.S.
Secretary of Education Richard W. Riley.

Kansas had 179 high school students named National Merit semifinalists this year. Nationally, 16,000 high school
students were named semifinalists. The initial screening for selection of semifinalists was based on the students’ scores
on the 1999 Preliminary SAT/National Merit Scholarship Qualifying Test, which is taken by students in their junior year
of high school.
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Amber M. Sheeley, of Atchison County Community High School in Effingham, USD 377, and Elisha F. Ray-Sims, of
Bishop Ward High School in Kansas City, were recipients of the 2000 Horatio Alger National Scholarship Award. The
Horatio Alger Association of Distinguished Americans offers three different levels of scholarships for high school
seniors from every state, the District of Columbia and Puerto Rico — National Scholars ($10,000), State Scholars
($1,500), and Student Achievement Scholars ($500). The scholarships are awarded to students with critical financial
need who have overcome challenges; excelled in academics, extra-curricular activities, and community service; and have
exhibited the potential and aspiration to make a unique contribution to society.

The Destination ImagiNation team from Herndon High School, USD 317, earned a second-place award in the 2000
Destination ImagiNation Global Finals held in Ames, lowa, in May 2000. Destination ImagiNation is a school-based
and community-based program that offers students the chance to develop problem-solving skills they will use in their
professional and personal lives. The six students on Herndon High’s team competed against 39 other teams, representing
31 states, five foreign countries and two Canadian provinces.

Students competing in the National History Day competition from Uniontown High School, USD 235, garnered national
attention for their performance of “The Holocaust and Life in a Jar.” The presentation depicted the amazing life story
of Irena Sendler, a woman responsible for saving the lives of 2,500 Jewish children during World War 11, before being
arrested, tortured and sentenced to die.

Accomplishments on Educational Indicators
Of the 36,395 currently-employed teachers in Kansas, 14,099 hold advanced degrees.

The student/teacher ratio in Kansas is 14.6 to 1, compared to 16.2 to 1 nationally. Kansas ranks 16" in the nation on
student/teacher ratio.

High School Completion Rates

The importance of a high school education has changed dramatically over the last century in the United States. A high
school degree was considered a valued asset in the labor market in the 1950s. However, in recent years, advances in
technology have fueled the demand for a highly skilled labor force to the point where a high school degree now serves
more as a minimum for entry into the labor force.

According to data maintained by the National Center for Education Statistics, a higher percentage of students in Kansas
continue to earn their high school degree, or equivalent credential, as compared to their counterparts across the nation.

1994 1995 1996 1997 1998
Kansas 91.4% 90.9% 92.2% 91.5% 91.5%
Nationally 85.8% 85.3% 86.2% 85.9% 84.8%
Kansas Juvenile Justice Authority
. State-Funded Delinquency Prevention Programs

In FY 2000, Juvenile Justice Authority (JJA) was appropriated $5 million for prevention programs that were
identified by local community planning teams in 1998. Each team was comprised of at least 19 people
representing education, courts, social services, the religious community, business leaders, and others. Their
research into the risk factors that contribute to juvenile crime was based on the internationally known
Communities That Care model, developed at the University of Washington at Seattle.

In late 1999, communities received funding for more than 100 new prevention and early intervention programs.

Some of the programs will reach a wide range of young people, but most are targeted toward children and
youth that are most at risk for juvenile delinquency: youth who have no supervision or adult support after
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school, those who have shown a propensity toward missing school and truancy, and those who may be
beginning to abuse alcohol or drugs.

In addition to JJA’s planning for prevention programs over the last two years, the Prevention Council, under
the leadership of JJA Commissioner Albert Murray and Janet Schlanksy, Secretary of the Department of Social
and Rehabilitation Services, set goals for all Kansas agencies to meet with regard to prevention. The
Governor’s Substance Abuse Prevention Council, appointed in October 1999, also includes representation from
the Departments of Corrections, Health and Environment, Transportation, the Attorney General’s office and
others. The inter-governmental agency is designed by Governor Graves to make the best use of tax resources
by ensuring that prevention efforts in different arenas, such as schools, social services and the juvenile justice
system, are cohesive and congruent. Goals set by the Prevention Council are:

e Reduce the risks for problem behaviors by strengthening protective factors in community, family, peer
group and schools

¢ Using research, effective use financial and other resources to reduce alcohol, tobacco and other drug abuse
and related problems

e Strengthen Kansas communities through assessment, planning, action and advocacy for children

An overview reveals certain trends in the types of programs that are being funded w ith this statewide effort.
Note that each is endorsed by a local juvenile corrections advisory board and administrative county, and based
on local research and consensus as to what community priorities are. The followingis a breakdown of the most
popular types of programs, listed by type and judicial district:

e Prevention and early intervention at Juvenile Intake and Assessment Centers

e School based intervention: includes Truancy Prevention and early intervention

e Parenting Education programs for both targeted and general population

e  Youth Courts

e Mentoring (weekend and after-school mentoring and tutoring youth by volunteers)

e  Early childhood education (including Home Visitation/Education and early identification of needs for
families with children from birth to five years old)

Prevention Programs Funded through Other Sources

In addition to the more than 100 new prevention and early intervention programs, JJA also disseminates grants
to local communities from the Juvenile Delinquency Prevention Trust Fund. The Juvenile Delinquency
Prevention Trust Fund, which includes revenues from a portion of the court docket fees throughout the state,
is used to promote improvements in the juvenile justice system and community based strategies for the
reduction of juvenile delinquency and related problems. As in every grant given through the agency, programs
funded through JJA must address risk factors identified in the community plans submitted to JJA in 1998.
Approximately $500,000 in grants were awarded in March 2000.

Additional grants were awarded with federal money. Some of the following prograrms are included:
o Title Il funds: 19 programs ($777,106)

o Title I Accountability based sanctions: 5 programs ($156,219)

e Title V prevention funds: 12 programs ($617,000)

e Native American tribes: 4 programs ($30,000)

e Challenge grants: 10 programs ($63,000)

e Special programs from a combination of funds: 5 programs ($291,172)

¢ Innovative Local Law Enforcement Community Policing: 9 programs ($273,099)
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These programs will offer support to:

o Counsel truants and offer therapy and intervention for families whose children are showing patterns of
truancy or school behavior problems

e  Provide treatment and monitoring of youth adjudicated on drug charges

e Provide Alternative Schools for students who are disruptive in the classroom or have been suspended
or expelled

e Give home visitation by nurses or social services to families with newborns who wish to receive
services and parenting education

e  Mentorship programs that pair an adult role model with a young person

e Provide Victim-Offender Reconciliation Mediation Programs that bring together juvenile offenders
and their victims and facilitate juveniles making restitution and apology to their victims

¢ Provide specialized programs such as Anger Management training to juveniles and their families

Department of Health and Environment

Xiv

Healthy Start/Home Visitor

The Kansas Healthy Start Home Visitor Program began in 1977 as a pilot in eleven Kansas counties.
Children's Initiatives Funds in FY 2000 of $250,000 allowed the program to expand statewide and serve the
final five unserved counties. The Healthy Start program visits about 16,000 families per year providing
training in parenting skills and promoting better prenatal care, to name just two objectives. Studies have shown
this program with its professional and paraprofessional staff encouraging client-based, positive relationships
with families as an effective and efficient method to reach high-risk or at-risk families. Total funding for this
program from all sources was nearly $1.2 million in FY 2000.

Infants and Toddlers Program

This program helps 37 community-based interagency networks identify infants and toddlers (under age three)
with developmental delays or disabilities and provide services for those children who transition to educational
institutions at age three. In fiscal year 2000, $500,000 of Children's Initiative Funds were added bringing the
total spent on this program from all funds (including the State General Fund and federal funds) to a total of
nearly $6 million. Nearly 4,000 children are assisted with this funding.

Newborn Screening

The Newborn Screening Program, which received $260,000 of Children's Initiatives Funds in fiscal year 2000,
evaluates specimens for genetic diseases from approximately 40,000 infants each year. If undetected and
untreated in the early stages of infancy, these diseases could result in mental retardation or other serious
adverse health effects. Accurate and rapid identification of these at-risk infants in a timely manner is critical.
These funds provided for the purchase of new instrumentation, which allowed KDHE to improve neonatal
screening technology to prevent these diseases. The benefits of this improved technology are readily apparent
as more rapid, reliable, and specific test results are produced.

Immunization

Children’s Initiatives Funds provided $250,000 in fiscal year 2000 to increase childhood access to Hepatitis
B vaccine through an expanded provider base. For FY 2000, approximately 9,240 children received the



three-doses necessary to complete the prescribed dosage for the prevention of Hepatitis B. This program
provides free vaccines for children on Medicaid, Native Americans and those who have no insurance
whatsoever.

University of Kansas Medical Center
Tele-KidCare®

Tele-KidCare®, an innovative project jointly sponsored by the University of Kansas Medical Center and USD
500, was created to remove the barriers that routinely prevent access to health care. These barriers include
hurdles such as transportation, language, and depressed socio-economic status. Utilizing PC-based
telemedicine technology, KUMC's Tele-KidCare® project links physicians and children for clinical visits from
the school nurse's office to the doctor's office.

Recently, the State of Kansas has approved funding for this program to expand across the state. During FY
2001, $250,000 will be provided to initiate Tele-KidCare® services in three Kansas communities. The proposal
suggests that Tele-KidCare® be implemented in one urban and two rural communities. The specific locations
have not yet been determined.

This outstanding program was recognized this spring by being nominated for the prestigious Computerworld
Smithsonian Award. This yearly award honors programs that demonstrate how information technology is
being used to improve society. In addition, Tele-KidCare® has recently been notified that it is a semi-finalist
for the US Department of Health and Human Services Models That Work Campaign.

During the first two years, a federal research grant enabled Tele-KidCare® to more than double in size to nine
schools; subsequent local community support allowed the project to expand to two additional schools. Tele-
KidCare® is currently represented in 11 schools in the USD 500 district. This growth represents an increase
of direct access to health care from 2,100 to 5,800 school children. While the four original sites were all
elementary schools, the current 11 sites represent seven elementary schools, three middle schools, and one high
school.

During the pilot phase of the study, from March to May 1998, 187 consults from the four schools took place
for a variety of reasons ranging from ear infections to strep throat and respiratory problems to rashes. In
addition, school children have access to behavioral and mental health services thatthey would normally have
to wait weeks to receive. At the end of the 1999-2000 academic year, nearly 900 Tele-KidCare® consults have
occurred.

The continuation and expansion of the Tele-KidCare® project in Wyandotte County has been made possible
in part due to grants from the Technologies Opportunities Program, National Telecommunications and
Information Administration, U.S. Department of Commerce; Southwestern Bell, and The Wyandotte Health
Foundation.

Further information regarding the Tele-KidCare® program, as well as a video showing Tele-KidCare® in action,
can be accessed at the program's web site located at www2.kumc.edu/telemedicine/telekid.htm.

Kansas Department of Social and Rehabilitation Services
U HealthWave
The Balanced Budget Act of 1997 created the State Children’s Health Insurance Pro gram (SCHIP) designed

to provide health insurance to low-income uninsured children. States had the option of expanding their Title
XIX (Medicaid) program, designing a separate state program or combining the two. The Kansas Legislature,
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in 1998 Senate Bill 424, chose to create a separate state program. The program was designed and implemented
on January [, 1999 under the name Health Wave.

Health/#uve provides comprehensive health insurance coverage to children under age 19 whose family income
does not exceed 200 percent of the federal poverty level (FPL). Benefits include physical health, dental.
mental health and substance abuse services for children. Families may be required to pay a $10 or $15 monthly
premium based on their income but there are no other copayments or deductibles. A simplified. joint
Health Wave/Medicaid application is utilized to enroll families who may complete the process through the mail.
A toll-free phone line is available for extended hours and on weekends to request applications or ask questions.
By Federal law. all children applying tor HealthlVuve must be screened for Medicaid cligibility and enrolled
in the appropriate program based on the child’s age and family income. Both programs provide the same
benefit package although services may be delivered through different systems.

Kansas has been successful in enrolling thousands of previously uninsured children. As of May 2000, there
were 10,095 children in HealthWWave and an additional 19,087 Medicaid eligible children. Original federal
estimates indicated that there were 60.000 uninsured children under 200 percent of the federal poverty level
in Kansas. This number includes both SCHIP and Medicaid eligible children. For FY 2000. estimated
expenditures for Health/Wave enrolled children and additional Medicaid eligible children totals $48.2 million.
of which $16.3 is from the State General Fund. The chart shows the number of children determined to be
eligible for Title XIX through the HealthWave application process for the period from January 1999 to April
2000.

Children's Health Insurance Coverage Enrollment
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FINANCIAL INFORMATION

Kansas has a centrally-maintained computerized double-entry accounting system. Management ol the State is
responsible for estublishing and maintaining an internal control structure to ensure that government assets are protected
from loss, theft or misuse, and that adequate data are compiled to prepare meaningful financial statements. Internal
accounting controls have been implemented for reasonable, but not absolute, assurance for safeguarding assets and
accurately recording financial transactions. “Reasonable assurance” is based upon the premise that: (1) the cost of a
control should not exceed the benefits likely to be derived, and (2) the valuation of cost and benefits requires estimates
and judgements by management. As a recipient of federal financial assistance, the State is also responsible for
implementing internal controls for compliance with applicable laws and regulations related to those programs. This
internal control structure is subject to periodic evaluation by management and the internal audit staft of the government.
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The State also maintains budgetary restrictions and controls which are imposed through annual appropriations and
limitations approved by the legislature. Annual appropriated budgets are adopted for the State General Fund and certain
Special Revenues, Capital Projects, Enterprise, Internal Service and Trust and Agency funds. The level of budgetary
control in the central accounting system is usually established by agency, fund and budget unit. Budgetary control is
maintained by mechanisms in the accounting system which prevent expenditures and firm encumbrances in excess of
appropriations or limitations and/or available cash. Encumbrances are reported as expenditures for budgetary purposes
and as reserved and designated fund balances in the financial statements included in this report.

COMBINED GOVERNMENTAL FUNDS OF THE STATE

The combined governmental funds of the State consist of the State General Fund, Special Revenue Funds and Capital
Projects Funds. These funds encompass the broad activities of State government. The econom ic condition of the State
is reflected in revenues and expenditures of the combined governmental funds.

The combined governmental funds revenues increased by $412.6 million or 5.5 percent from fiscal year 1999 with the
majority of the increase reflected in additional federal funding in various areas including children’s health, childcare,
foster care, child support, medical services and temporary assistance to needy families as well as increases in State
General Fund taxes due to economic growth.

Expenditures of combined governmental funds increased by $453.1 million or 5.8 percent over fiscal year 1999,
$40.5 million more than the increase in revenues. The majority of the increases are in the Education function and the
Human Resources function. The increase in the Education function is for aid to local school districts and reflects
changes in the school finance formula to reduce local motor vehicle and property tax rates combined with slight
increases in enrollment and the base state aid per student. The base state aid increased $50 per student, from $3,720
to $3,770, which totals $94.6 million of the increase. The increase in the Human Resources function is for additional
services provided by the Department of Social and Rehabilitation Services that resulted from the additional Federal
funding revenues.

Please note, although the above discussion addresses operating revenues and expenditures for the combined
governmental funds, each fund is a separate accounting entity. Resources from one fund cannot be transferred to another
fund unless authorized by statute.

STATE GENERAL FUND

The State General Fund is maintained to finance all authorized governmental activities not supported by special funds.
Revenues not specified by law for special funds are deposited into the State General Fund. Disbursements from the State
General Fund are authorized by legislative appropriation acts. The unencumbered fund balance available to finance
succeeding fiscal year appropriations at June 30, 2000, decreased to $337.5 million from $478.0 million at June 30,
1999. Expenditures increased by $211.2 million and revenues increased by $198.9 million, which is an overall decrease
of $12.3 million in State General Fund operating dollars.

State General Fund revenues for fiscal year 2000 were $4,203.9 million, an increase of $198.9 million, or 5.0 percent.
The major shift in State General Fund revenues was an increase in Individual Income, Corporate Income and Sales
Taxes due to economic growth. Revenues from the severance tax, which is the tax paid by the person owning any
property from which oil, gas, coal, or salt is extracted, increased $12.0 million, or 5.0 percent. This revenue increase
was due to economic growth and an increase in the cost of oil per barrel.

State General Fund expenditures for fiscal year 2000 totaled $4,155.7 million representing an increase of $211.2 million
or 5.4 percent. Analysis of expenditures by function of government reveals $123.5 million of the increase is related to
aid to local schools districts due to changes in the school finance formula and increases in enrolliments and the base state
aid per student.
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TRANSPORTATION FUNDS

Transportation funds consist of the State Highway Fund, Highway Bond Proceeds Fund, County Equalization and
Adjustment Fund, Special City and County Highway Fund, Highway Bond Debt Service Fund, Rail Service
Improvement Fund, Interagency Motor Vehicle Fuel Sales Fund, Public Use General Aviation Development Fund, and
the Coordinated Public Transportation Assistance Fund. A comparative combined statement of revenues, expenditures
and balances of these funds is presented in the Statistical Section. The Kansas Department of Transportation (KDOT)
issues a separate audited comprehensive financial report which is available from the agency on request.

Revenues deposited in the transportation funds are generally restricted for financing the construction and maintenance
of the State’s transportation systems. Portions of the motor fuel taxes are distributed to counties and cities for the
construction and maintenance of roads and bridges.

Fiscal year 2000 revenues to the transportation funds increased by $62.8 million to a total of $955.6 million. State sales
and compensating use taxes, motor fuel taxes, and motor vehicle registration taxes collectively increased $35.4 million
primarily due to generally strong economic conditions and a rate increase of two cents per gallon for motor fuel taxes.
Revenues from the use of money and property increased $6.2 million due to the increasing size of the investment
portfolio. The increase in revenues from gifts, donations, and federal grants of $12.9 million reflects Federal
reimbursements for an increased construction program.

Expenditures totaled $1.1 billion, an increase of $110.8 million. The increase in contractual services of $13.1 million
reflects a greater emphasis on contractual services for the Comprehensive Transportation Program. Scheduled principal
payments on outstanding bonds increased $13.2 million during the fiscal year. Shared revenues distributed to local units
of government increased $10.2 million primarily due to the local units’ portion of increased shared revenues. The
increase in expenditures for highways and bridges of $61.6 million reflects an increase in the highway construction
program for the fiscal year.

The net increase in Other Financing Sources (Uses) is a result of additional borrowings of $327.3 million and a reduction
in the sales tax demand transfer of $27.2 million.

At June 30, 2000, indebtedness on highway revenue bonds and highway revenue refunding bonds issued in fiscal year
1992 through 2000 was $1.1 billion. This debt is to be retired by fiscal year 2020.

EMPLOYMENT SECURITY

The Employment Security Fund was established by law as a special fund, separate and apart from all public moneys
or funds of the State. The law mandates three separate accounts: (1) a clearing account, (2) an unemployment trust fund
and (3) a benefit account. Deposits in this fund include contributions, interest earned on trust funds deposited in the U.S.
Treasury, federal grants for unemployment benefits to federal employees and ex-military personnel, fifty percent of
extended benefits, and other operating revenues. Funds are paid to regular recipients fora period up to twenty-six
weeks. Extended benefits may be paid for an additional thirteen weeks during periods of high unemployment. Analysis
of the Employment Security Fund transactions for fiscal year 2000 indicates that revenues increased by $58.1 million
due to the end of the Unemployment Insurance (U.1.) tax moratorium on December 31, 1999. Expenditures increased
$23.2 million along with a rise in the number of unemployment claims in fiscal year 2000. The fund balance decreased
by $23.0 million for fiscal year 2000.
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The following table lists the minimum, maximum and the average employer’s contribution rates for the current and prior
four years.

Calendar Minimum Maximum Average
Year Tax Rate Tax Rate Tax Rate
1996 0.00% 6.00% 0.85%
1997 0.00 6.00 1.12
1998 0.00 6.00 1.41
1999 0.00 6.00 1.57
2000 0.02 7.40 1.65

LOCAL ASSISTANCE

Gross assistance expenditures to local units of government increased 4.2 percent from $2,860.9 million in fiscal year
1999 to $2,980.2 million in fiscal year 2000. Increases in education assistance from both federal and state sources
account for the majority of the increase and can be attributed to a general increase in payments for aid to local school
districts.  Retirement contribution for school district employees, special education and school district capital
improvements also showed significant increases. A local assistance schedule in the Statistical Section details purpose
and program by category of assistance for State of Kansas combined funds.

Federal assistance is provided to local units of government through the State Highway Fund under the Federal Highway
Safety program. Moneys for secondary road projects are expended by KDOT for capital improvements and other related
costs and are reflected in the combined financial statements as expenditures.

ENTERPRISE OPERATIONS

Certain State agency operations are similar to those of private industry as goods and services are exchanged for user
fees which enhance the economic condition of the State. Enterprise operations include such diverse operations as
Kansas State Fair receipts, Kansas Lottery ticket sales, Kansas Racing Commission receipts, the production and sales
of the Kansas Magazine, and University Enterprise Funds investments to provide dollars for debt funding. Other
enterprise operations include the university housing and parking systems. The operations are self-supporting, charging
fees for the costs of services. These costs may include debt service expenditures for obligations incurred to provide the
service. The funds maintained by the universities for the housing and parking systems operations are classified as
enterprise funds in the combined financial statements.

The Lottery Operating Fund and the State Racing Fund are classified as enterprise funds on the combined financial
statements for fiscal year 2000. Excess receipts over expenditures from the operations of these agencies are used to
finance other governmental functions. During fiscal year 2000, $59.7 million was transferred to the State Gaming
Revenues Fund from the Lottery Operating Fund, and $.5 million from the State Racing Fund. Of the $60.2 million
transferred to the State Gaming Revenues Fund from lottery operations and racing receipts, $5.0 million was transferred
to the Correction Institutions Building Fund, $42.5 million to the Economic Development Initiatives Fund, and $2.5
million to the Juvenile Detention Facilities Fund. The remaining $10.2 million was transferred to the State General Fund.
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Fiscal Year 2000 Revenues for Selected Enterprise Operations

Kansas Lottery Kansas Racing Commission
$112,211,000 $3,562,000

Admissions 1.3%

Licenses and Permits 5.2%

o

|Eri-mutel Wagering 41.3%J 7

_ ISimulcast Races 50.9%

Multi-State 22.6%

State Gaming was added to the Kansas Racing Commission in fiscal year 1997, now called The Kansas Racing and
Gaming Commission. State gaming fulfills the duties and obligations of the State of Kansas set forth in the Tribal-State
Gaming Compacts and the Tribal Gaming Oversight Act. Operating expenses of the State Gaming portion of the agency
and expenses to enforce the Tribal Gaming Oversight Act are paid from the Tribal Gaming Fund. The State does not
receive other moneys from tribal casino gaming activities.

PENSION TRUST FUND OPERATIONS

The Kansas Public Employees Retirement System is an umbrella organization administering three statewide retirement
systems under one plan. These systems are Kansas Public Employees Retirement System, Kansas Police and Firemen’s
Retirement System and Kansas Retirement System for Judges. Further information on State participation in the
retirement system can be found in Note III C of the Financial Section.

INTERNAL SERVICE FUNDS

Internal Service Funds are used by State agencies to recover the costs of providing services through user charges.
Various State agencies have elected to allocate their costs of providing centralized services with in their different funds.
Agencies may also use certain funds to recover costs of providing services to other State agen cies.

Internal Service Funds are used by the Department of Administration to charge other agencies for central services such
as duplicating and printing services, motor pool, data processing, central aircraft expenses, depreciation and Year 2000
assessment, planning and repair services. The Highway Patrol provides capital area security services within State
buildings. Most Kansas universities also use Internal Service Funds to charge their various departments for services such
as maintenance, supplies, postage and telecommunications. Correctional Industries offer such services to other State
agencies through furniture refinishing, janitorial products, signs and graphics production.
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DEBT ADMINISTRATION

The State of Kansas finances a portion of its capital expenditures with various debt instruments. Of the capital
expenditures that are debt-financed, revenue bonds and loans from the Pooled Money Investment Board finance most
capital improvements for buildings, and certificates of participation and “third-party” financing pay for most capital
equipment. The Kansas Constitution provides for the issuance of general obligation bonds subject to certain restrictions;
however, no bonds have been issued under this provision. No other provision of the Constitution or State statute limits
the amount of debt that can be issued. Statutory authority has been granted to issue revenue bonds for:

) academic and hospital facilities, parking facilities, student unions, athletic facilities and dormitories at State
universities by the Board of Regents;

e highway construction by the Kansas Department of Transportation;

e aBioscience Research Center and a Health Center for the University of Kansas;

e  office buildings by the Department of Administration;

e reservoir projects or the purchase of storage in existing reservoirs by the Kansas Water Office;

e water pollution control grants to be loaned to participating Kansas municipalities to pay the costs of acquiring,
constructing, improving, repairing, rehabilitating or extending municipal waste water projects by the Department
of Health and Environment;

e public water supply project loans to participating Kansas municipalities to pay the costs of acquiring, construction,
reconstructing, improving, rehabilitating or extending a public water supply system by the Department of Health
and Environment;

e  investments in lifelong learning programs by the Kansas Department of Commerce and Housing;

. relocation of the Reception and Diagnostic Center by the Department of Corrections;

e  acquiring and renovating a central training center by the Highway Patrol; and

e an office building project by the Insurance Department.

Although the debt liability has increased in recent years, it is still considered low compared to other states or public
entities. The State of Kansas has no General Obligation debt rating; however, in October 1998 Standard and Poor’s
assigned an issuer credit rating “AA+” to the State of Kansas. Standard and Poor’s credit rating reflects the State’s
credit quality in the absence of general obligation debt. Recent revenue bonds issued by the Kansas Development
Finance Authority (KDFA) for State agencies have received ratings ranging from “Aal” to “AA+” from Moody’s, and
Standard & Poor’s, respectively. Recent fixed rate bonds issued by the Kansas Department of Transportation were
“Aa2” from Moody’s, “AA” from Fitch and “AA+" from Standard & Poor’s.

Most State debt is issued through the KDFA, an independent instrumentality of the State created in 1987 for the primary
purpose of enhancing the ability of the State to finance capital improvements and improving access to long-term capital
markets for State agencies, political subdivisions, public and private nonprofit organizations and businesses. Debt
financing for capital improvements is used mostly for highway improvements, prison construction, acquisition and
renovation of office space, energy conservation improvements, university facility construction and renovation, water
pollution control and public water supply systems.

Of total State revenues, total bond payments constituted .3 percent in fiscal year 1994, .4 percent in 1995 through 1997,
1.7 percent in 1998, .9 percent in 1999 and .8 percent in 2000. During fiscal years 1994 and 1995, the largest use of
bond proceeds was $125.0 million and $140.0 million, respectively, for the Comprehensive Highway Program. During
fiscal year 1996, bonds were issued for library expansion, renovation, water pollution control and investments in lifelong
learning programs. During fiscal year 1997, the State issued new bonds for water pollution control and rehabilitation
and repair projects at Board of Regents institutions. In fiscal year 1998, the State issued bonds totaling approximately
$447.4 million. The bonds were issued for water pollution control, public water supply and highway revenue refunding
bonds. Total outstanding revenue bonds increased $60.0 million in fiscal year 1999, due to issuance of additional bonds
for public water supply, limited tax revenue bonds, housing and office renovation projects and educational building
projects. During fiscal year 2000, Kansas Department of Transportation issued $325.0 million of the approximately
$515.0 million in new bonds issued. The bonds were issued for the purpose of paying a portion of the costs of
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construction, reconstruction, maintenance and improvements of highways as part of the State’s Comprehensive
Transportation Program. Principal and interest are payable and collectible solely from the revenues in the State highway
fund and transferred to the highway bond debt service fund. In fiscal year 2000, principal pay ments for all bonds were
$82.7 million.

CASH MANAGEMENT

On a daily basis, the State monitors receipts to, and expenditures out of, the State Treasury. It also employs cash flow
tools and techniques that maximize revenues without incurring undue risk. The State invests idle funds to match
anticipated cash flow needs by using government securities, collateralized bank deposits, and commercial paper to
provide safety, liquidity, and yield, in that order. As a cash flow management policy, the State seeks to avoid borrowing
from its own idle funds to meet expenditure obligations of the State General Fund.

The State maintains investments in addition to idle moneys. Authorized agencies may make in vestments independently
of the State Treasury pooled cash. Generally the Pooled Money Investment Board (PMIB) acts. as agent for these
investments. Certain funds, such as Kansas Public Employees Retirement System and the Em ployment Security Fund,
are statutorily exempted from PMIB oversight. Investments of the Municipal Investment Pool, an investment option
established by the 1992 legislature for local governments, are also made by the PMIB.

RISK MANAGEMENT

The State has elected to manage most exposures to risk through the retention of risk. The exposures retained by the State
are for buildings and capital equipment, health and life benefits, tort liability, unemployment benefits and worker’s
compensation benefits. The State has assumed many of these risks on a cash basis and hasnot encountered difficulty
in resolving past losses by using resources available at the time that the loss occurred.

The State manages its risk by positively addressing various benefits and liabilities through review, legislation and
administration to assure that claims are promptly and correctly adjudicated and that appropriate and fair benefits and
liabilities are reflected in the statutes and regulations. Where cost effective and appropriate, such as limiting the impact
of a catastrophic occurrence to the state buildings, the State has begun to limit its exposure through high deductible
catastrophic loss insurance.

The indemnity medical plans (administered by Blue Cross/Blue Shield and Principal Mutual) and the dental plan
(administered by Delta Dental) offered to State employees, elected officials, retirees and their dependents became self-
insured effective January 1, 1996 and the State assumes all the risk for claims incurred under those plans. The
prescription drug plan (administered by Diversified through December, 1997 and by Advance Paradigm, Inc. beginning
in January, 1998) became self-insured in October 1997 and the State assumes all the risk for claims incurred under this
plan. Payments for those participating in these plans are collected through payroll deductions , deductions through the
Kansas Public Employee’s Retirement System and self-payment. The Health Care Commission pursued a stop-loss
arrangement to limit the State’s exposure in the event of extraordinary unanticipated claims; however, the required
premium would have exceeded potential extraordinary losses. The Health Care Commission monitors claims to
determine if and at what point stop-loss insurance would be required.
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