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December 9, 2002

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-ninth Annual Financial Report of the State of Kansas for the fiscal year ended
June 30, 2002, as provided by Kansas Statutes Annotated (K.S.A.) 75-3735. This report has been converted to a
Comprehensive Annual Financial Report (CAFR) and has been prepared in conformance with Governmental Accounting
Standards Board (GASB) statements 34 and 35. The objective of this new reporting model is to provide a clear picture
of the government as a single, unified entity as well as providing traditional fund based financial statements.

This report is presented in three sections. The Introductory Section includes this transmittal letter, the organizational
chart and a listing of selected officials. The Financial Section includes the independent auditors’ report, Management’s
Discussion and Analysis, the basic financial statements and notes, the Required Supplementary Information and the
combining statements for the nonmajor funds. The Statistical Section includes unaudited tables and financial trend
information.

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 activities of the State of Kansas. All necessary disclosures to enable the reader to
understand the State’s financial activities have been included. The prior year report was prepared on a modified cash
basis of accounting. This fiscal year 2002 CAFR has been converted to generally accepted accounting principles
(GAAP).

The state’s financial statements have been audited by Allen, Gibbs & Houlik, L.C. and Berberich Trahan & Co., P.A.,
two firms of licensed certified public accountants. The goal of the independent audit was to provide reasonable
assurance that the financial statements of the State of Kansas for the fiscal year ended June 30, 2002 are free of material
misstatement. This independent audit was part of the federally mandated “Single Audit” designed to meet the special
needs of federal grantor agencies. The standards here also require the auditor to report on the State of Kansas’ internal
controls and compliance with legal requirements. A copy of the separately issued Single Audit Report can be obtained
from the Legislative Division of Post Audit.
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PROFILE OF THE GOVERNMENT

The state government is comprised of three branches: the Executive Branch, with the Governor as chief executive; the
Legislative Branch, consisting of a Senate of 40 members and a House of Representatives of 125 members; and the
Judicial Branch, which includes the Supreme Court, the Appeals Court and the District Trial Courts. The state provides
a full range of services including education, safety, social services, recreation and transportation. The annual budget
serves as the foundation of the state’s financial planning and control. On or before October 1 agencies are required to
submit annually or biennially budget estimates for the next fiscal year to the Division of Budget. These estimates are
used in preparing the Governor’s budget report. On or before the eighth calendar day of each regular legislative session,
the Governor is required to submit the budget report to the Legislature. However in the case of the regular legislative
session immediately following the election of a governor who was elected to the Office of Governor for the first time,
that governor must submit the budget report to the Legislature on or before the 21 calendar day of that regular session.

FINANCIAL INFORMATION

Kansas has a centrally-maintained computerized double-entry accounting system. Management is responsible for
establishing 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 staff of the government.

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 Revenue, Capital Project, 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.

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 investments 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 Employment 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.
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RISK MANAGEMENT

The State maintains a combination of commercial insurance and self-insurance to cover the risk of losses to which it may
be exposed. This is accomplished through risk management and various outside entity commercial insurance providers.
It is the policy of the State to cover the risk of certain losses to which it may be exposed through risk management
activities. In general, the State is self-insured for certain health care claims (prescription drug and dental plus three of
eight medical health plan options), State employee workers’ compensation, long-term disability, tort liability, personal
property, and real estate property losses up to $ 500,000 (except where separate coverage is required by bond covenant).
The State has commercial vehicle liability coverage on all vehicles, and a statewide commercial policy on real property
valued at $500,000 or more (except where separate coverage required by bond covenant). Insurance settlements have
not exceeded insurance coverage for the past three fiscal years.

Risk is managed 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 limited its exposure through high deductible catastrophic loss
insurance.

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 IV D of the Financial Section.

ACKNOWLEDGMENTS

I wish to express my deepest appreciation and thanks to those on my staff responsible for the preparation of this report.
It is through their dedicated effort that this report was made possible. This is the first GAAP Financial Report issued
by the State of Kansas — further complicated by the new requirements of Statement 34 of the Governmental Accounting
Standards Board. Unless one has been involved in the process of producing a report similar to this, it is impossible to
comprehend the amount of work required to accumulate and summarize the fiscal year activity for the entire State, and
then restate it in an entirely new format in these relatively few pages. I also wish to thank the many other individuals
in the state agencies without whose contributions this report would not have been possible.

Sincerely,

Dotle Lruct—

Dale Brunton, Director
Division of Accounts and Reports
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INDEPENDENT AUDITORS’ REPORT

Legislative Post Audit Committee
Kansas State Legislature
State of 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 State of Kansas (State), as of and for the year ended June 30, 2002,
which collectively comprise the State’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the State’s management. Our responsibility is to
express opinions on these financial statements based on our audit. We did not audit the financial
statements of the various component units of the six state universities which represent 14 percent and 12
percent, respectively, of the assets and revenues of the University system fund. Those financial
statements were audited by other auditors whose reports thereon have been furnished to us, and our
opinion, insofar as it relates to the amounts included for the component units of the six state universities
in the University system fund, is based on the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit and the reports of other auditors provides a reasonable
basis for our opinions.

As described in Note I Summary of Significant Accounting Policies, the State 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
June 30, 2002.

In our opinion, based on our audit and the reports 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 State as of June 30, 2002, 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.
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In accordance with Government Auditing Standards, we have also issued our report dated December 9,
on our consideration of the State’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 Audit Standards and should be read in
conjunction with this report in considering the results of our audit.

Management’s Discussion and Analysis on pages 6 to 12 and the schedules of budgetary comparison,
Kansas Public Employees Retirement System schedules and the information needed to support the
modified approach for infrastructure reporting on pages 71 through 85 are not a required part of the
basic financial statements but are supplementary information required by the Governmental Accounting
Standards Board. 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 conducted for the purpose of forming opinions on the financial statements that
collectively comprise the State’s basic financial statements. The combining and individual nonmajor
fund financial statements 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 the audit of the basic financial statements and, in
our opinion, based on our audit and the reports of other auditors, are fairly stated in all material respects
in relation to the basic financial statements taken as a whole. The introductory and statistical sections
have not been subjected to the auditing procedures applied in the audit of the basic financial statements
and, accordingly, we express no opinion on them.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

This narrative overview and analysis of the State of Kansas Comprehensive Annual Financial Report (CAFR) is
provided for readers of the financial statements for the fiscal year ended June 30, 2002. This information is to be
used in conjunction with the additional information furnished in the preceding letter of transmittal and with the
financial statements that follow. All amounts, unless otherwise indicated, are expressed in thousands of dollars.

Because the state is implementing new reporting for this fiscal year with significant changes in content and
structure, much of the information is not easily comparable to prior years. Comparisons will be more meaningful in
the future and will go further in explaining the state’s financial position and results of operations.

FINANCIAL HIGHLIGHTS
Government-Wide Highlights:

e The assets of the state exceeded its liabilities at fiscal year ending June 30, 2002 by $10.8 billion (presented as
“net assets”). Of this amount, $2.0 billion was reported as unrestricted net assets which represents the amount
available to be used to meet ongoing obligations to citizens and creditors.

e Total net assets decreased by $324 million (2.9% decrease) in fiscal year 2002. Net assets of governmental
activities decreased by $356 million (3.8% decrease), and net assets of the business-type activities increased
$32 million (2.0% increase).

Fund Highlights:

e For fiscal year 2002, the governmental funds reported a combined ending fund balance of $1.3 billion, a
decrease of $521 million in comparison with the prior year. Of the total amount, $916 million represents fund
balance of the Transportation Fund. There is $327 million in the “unreserved fund balances™ with 56.3% in the
Transportation Fund and 18.5% in the State General Fund. This unreserved $327 million is roughly 4.2% of the
total governmental fund expenditures for the year. The designated balances of $970 million include the reserve
for inventory of $21 million and the reserve for encumbrances of $903 million.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the State of Kansas basic financial statements.
The basic financial statements include three components: 1) government-wide financial statements, 2) fund financial
statements, and 3) notes to the financial statements. This report also contains additional required supplementary
information (budgetary schedules, Kansas Public Employees Retirement System schedules, and Kansas Department
of Transportation modified approach) and other supplementary information (combining financial statements) in
addition to the basic financial statements themselves. These components are described below:




Basic Financial Statements

The basic financial statements include two kinds of financial statements that present different views of the
state — the Government-Wide Financial Statements and the Fund Financial Statements. These financial
statements also include the Nofes to the Financial Statements that explain some of the information in the
financial statements and provide more detail.

Government-Wide Financial Statements

The Government-Wide Financial Statements provide a broad view of operations in a manner similar to a
private-sector business. The statements provide both short-term and long-term information about the
financial position, to assist in assessing the state’s economic condition at the end of the fiscal year. These
are prepared using the flow of economic resources measurement focus and the accrual basis of accounting.
This method is similar to those used by most businesses and takes into account all revenues and expenses
connected with the fiscal year, even if cash involved has not been received or paid. The government-wide
financial statements include two statements:

The Statement of Net Assets presents all of the government’s assets and liabilities, with the difference
between the two reported as “net assets”. Over time, increases or decreases in the state’s net assets may
serve as a useful indicator of whether the financial position is improving or deteriorating.

The Statement of Activities presents information showing how the government’s net assets changed during
the most recent fiscal year. All changes in net assets are reported as soon as the underlying event giving
rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are
reported in this statement for some items that will not result in cash flows until future fiscal periods (such
as uncollected taxes and earned but unused vacation leave). This statement also presents a comparison
between direct expenses and program revenues for each function of the state.

Both of the above financial statements have separate sections for three different types of state programs or
activities. These three types of activities are:

Governmental Activities — The activities in this section are mostly supported by taxes and
intergovernmental revenues (federal grants). Most services normally associated with state government fall
into this category, including education, general government, health services, judiciary services, museums,
natural resources, public safety, defense, regulatory services, social services, and transportation.

Business-Type Activities — These functions normally are intended to recover all or a significant portion of
their costs through user fees and charges to external users of goods and services. These business-type
activities include Employment Security Fund (by the Department of Human Resources); the Health Care
Stabilization Fund; the Workers’ Compensation Fund; and the state’s program for making loans to local
government units for the acquisition, development, and utilization of storage and control facilities for water
and sewage systems (by the Department of Health and Environment). These programs operate with
minimal assistance from the governmental activities of the state. Also included in the business-type
activities are the state universities.

Discretely Presented Component Units — These are operations for which the state has financial
accountability but they have certain independent qualities as well. For the most part, these entities operate
similar to private-sector businesses and the business-type activities described above. The component units
include Kansas Development Finance Authority (KDFA) and Kansas Technology Enterprise Corporation
(KTEC).

Complete financial statements of the individual component units can be obtained from their respective
administrative offices. Addresses and other additional information about component units are presented in
the notes to the financial statements. The government-wide financial statements can be found immediately
following this discussion and analysis.



Fund Financial Statements

A fund is a grouping of related accounts used to maintain control over resources that have been segregated
for specific activities or objectives. The state, like other state and local governments, uses fund accounting
to ensure and demonstrate compliance with finance-related legal requirements.

The fund financial statements focus on individual parts of the state government, reporting the operations in
more detail than the government-wide statements. All of the funds can be divided into three categories. It
is important to note that these fund categories use different accounting approaches and should be
interpreted differently. The three categories of funds are:

Governmental Funds Financial Statements — Most of the basic services provided by the state are financed
through governmental type funds. Governmental funds are used to account for the functions reported as
governmental activities in the government-wide financial statements. However, unlike the government-
wide financial statements, the governmental fund financial statements focus on near-term inflows and
outflows of expendable resources. They also focus on the balances of expendable resources available at the
end of the fiscal year. This information may be helpful in evaluating the government’s near-term financial
requirements. This approach is known as using the flow of current financial resources measurement focus
and the modified accrual basis of accounting. These statements provide a detailed short-term view of state
finances that assists in determining whether there will be adequate financial resources available to meet the
current needs of the state. '

Because the focus of governmental funds is narrower than that of the government statements, it is useful to
compare the information presented for governmental funds with similar information presented for
governmental activities in the government-wide financial statements. By doing so, readers may better
understand the long-term impact of the government’s near-term financing decisions. Both the
Governmental Fund Balance Sheet and the Governmental Fund Statement of Revenues, Expenditures, and
Changes in Fund Balances provide a reconciliation to facilitate this comparison between governmental
funds and governmental activities. These reconciliations are presented on the page immediately following
each governmental fund financial statement.

The state has four governmental funds considered major funds for presentation purposes. Each major fund
is presented in a separate column in the Governmental Fund Balance Sheet and in the Governmental Fund
Statement of Revenues, Expenditures, and Changes in Fund Balances. The four governmental funds are —
the General Fund, the Transportation Fund, the Transportation Capital Project Fund, and the Social and
Rehabilitation Services Fund. The basic governmental funds financial statements can be found
immediately following the government-wide statements.

Proprietary Funds Financial Statements — These funds are used to show activities that operate more like
those of commercial enterprises. Because these funds charge fees for services provided to outside
customers including local governments, they are known as enterprise funds. Proprietary funds provide the
same type of information as the government-wide financial statements, only in more detail. Like the
government-wide financial statements, proprietary fund financial statements use the accrual basis of
accounting. There is no reconciliation needed between the government-wide financial statements for
business-type activities and the proprietary fund financial statements.

The state has five enterprise funds considered major proprietary funds for presentation purposes. As
previously mentioned, they are Employment Security Fund (by the Department of Human Resources),
Universities, Workers’ Compensation Fund, Health Care Stabilization Fund and the Water Pollution
Control and Public Water Supply Revolving Loan Fund (by Department of Health and Environment).

The basic proprietary funds financial statements can be found immediately following the governmental
fund financial statements.




Fiduciary Funds — These funds are used to account for resources held for the benefit of parties outside the
state government. Fiduciary funds are not reflected in the government-wide financial statements because
the resources of these funds are not available to support the state’s own programs. The accounting used for
fiduciary funds is much like that used for proprietary funds. They use the accrual basis of accounting.

The fiduciary funds are the Kansas Public Employees Retirement Fund, the Municipal Investment Pool
Fund (which accounts for the transactions, assets, liabilities and fund equity of the external investment
pool), and the Agency Funds (which account for the assets held for distribution by the state as an agent for
other governmental units, other organizations or individuals). Individual fund detail can be found in the
combining financial statements described below.

The basic fiduciary funds can be found immediately following the proprietary fund financial statements.
Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the
government-wide and the fund financial statements. The notes to the financial statements can be found
immediately following the financial statements.

Required Supplementary Information

The basic financial statements are followed by a section of required supplementary information, which
consists of schedules and related notes. Schedules include budgetary comparisons for the major funds,
Kansas Public Employees Retirement System Schedules and Kansas Department of Transportation
modified approach explanation. Comparisons can be made between the original budget, final budget, and
actual. This section also includes in the notes a reconciliation between budgetary basis and the accrual basis
as presented in the governmental fund financial statements.

Other Supplementary Information
Combining Financial Statements

The combining financial statements are presented following the required supplementary information. The
total columns of these combining financial statements carry to the applicable fund financial statement.

GOVERNMENT-WIDE FINANCIAL ANALYSIS
Net Assets

As noted earlier, net assets may serve over time as a useful indicator of the financial position of a
government. The combined net assets of the state (government and business-type activities) totaled $10.8
billion at the end of 2002, compared to $11.1 billion at the end of the previous year.

The largest portion of net assets reflects investment in capital assets such as land, buildings, equipment, and
infrastructure (roads, bridges, and other immovable assets), less any related debt used to acquire those
assets that is still outstanding. The state uses these capital assets to provide services to citizens;
consequently, these assets are not available for future spending. Although investment in its capital assets is
reported net of related debt, it should be noted that the resources needed to repay this debt must be provided
from other sources, since the capital assets themselves cannot be used to liquidate these liabilities.

An additional portion of net assets represents resources that are subject to external restrictions on how they
may be used. The remaining balance of unrestricted net assets may be used to meet the ongoing obligations
to citizens and creditors. Internally imposed designations of resources are not represented as restricted net
assets.



At the end of the current fiscal year, the state is able to report positive balances in all three categories of net
assets, both for the government as a whole, as well as for its separate governmental and business-type
activities. The same situation held true for the prior fiscal year.

Changes in Net Assets

Net assets decreased by $324 million or 2.9 percent. Approximately 45.5 percent of the total revenue came
from taxes, while 32.6 percent resulted from grants and contributions (including federal aid). Charges for
various goods and services provided 13.4 percent of the total revenues. Expenses cover a range of services.
The largest expenses were for general (public schools) and higher education, social services, and highways.

Governmental Activities
Governmental activities decreased net assets by $356 million.
Business-Type Activities

The business-type activities increased the net assets of the state by $32 million.

FINANCIAL ANALYSIS OF THE STATE’S INDIVIDUAL FUNDS

As noted earlier, the state uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements.

Governmental Funds

The focus of the state’s governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the financing requirements. In
particular, unreserved fund balance may serve as a useful measure of a government’s net resources
available for spending at the end of the fiscal year.

As of the end of the current fiscal year, governmental funds reported combined ending fund balance of $1.3
billion, a decrease of $521 million in comparison with the prior year. Part of this fund balance is reserved to
indicate that it is not available for new spending because it has already been committed 1) to liquidate
contracts and purchase orders of the prior fiscal year ($903 million) or 2) for inventory ($21 million).

The General Fund is the chief operating fund of the state. At the end of the current fiscal year, unreserved
fund balance of the General Fund was $60.6 million, while the total fund balance reached $83.4 million.
As a measure of liquidity of the General Fund, it may be useful to compare both unreserved fund balance
and total fund balance to total fund expenditures. Unreserved fund balance represents 1.6 percent of total
general fund expenditures, while total fund balance represents 2.3 percent of that same amount.

The fund balance of the General Fund decreased by $480 million during the current fiscal year. This is a
85.2 percent decrease from the prior year.
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Proprietary Funds

Proprietary funds provide the same type of information found in the government-wide financial statements.

GENERAL FUND BUDGETARY HIGHLIGHTS

Differences existed between the original budget and the final budget. Revenue estimates were lowered by
approximately $278 million and expenditure estimates were increased by approximately $8 million. The
original estimates provided for an excess of expenditures over revenues of $28 million. The final budget
provided for an excess of $314 million of expenditures over revenues. In reality, fiscal year 2002 was
closed with an excess of expenditures over revenues of $357 million.

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

State investment in capital assets for its governmental and business-type activities as of June 30, 2002,
amounts to $10.5 billion. This investment in capital assets includes land, buildings, improvements,
equipment, infrastructure and construction in progress. Infrastructure assets are items that are normally
immovable and of value only to the state, such as roads, bridges, streets and sidewalks, drainage systems,
lighting systems, and similar items.

The Kansas Department of Transportation used the modified approach for valuing their infrastructure. The
roadways’ conditions are assessed using a pavement management system. The bridges’ conditions are
assessed using the Pontis Bridge Management System. The conditions for the roadways and the bridges
exceeded the Department’s policy for minimum condition levels.

The total increase in the investment in capital assets for its governmental and business-type activities for
the current fiscal year was about 4.9% in terms of net book value. — The majority of capital asset
expenditures were used to construct or reconstruct roads and bridges. Depreciation charges for the year
totaled $123 million. Additional information on the capital assets can be found in Note III of the notes to
the financial statements of this report.

Debt Administration

The State of Kansas does not have the statutory authority to issue general obligation bonds. The
Legislature has authorized the issuance of specific purpose revenue bonds and other forms of long-term
obligations.

KDFA is a public body politic and corporate, constituting an independent instrumentality of the State of
Kansas. It was created to enhance the ability of the state to finance capital improvements and improve
access to long-term financing for state agencies, political subdivisions, public and private organizations,
and businesses.

The total long-term bond debt obligations increased by $153 million during the current fiscal year. The key
factor in this increase was the issuance of $141 million of Water Pollution Control revenue bonds Series
2001.

Additional information on long-term debt obligations can be found in Note III of the notes to the financial
statements of this report.
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ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

According to the Kansas Department of Human Resources Kansas Labor Market Information News
Release for July 2002, employment in the State of Kansas for June 2002 was at its highest level since July
1999. Compared to June 2001, employment was up approximately 62,551. Modest gains were shown in
most industries. The unemployment rate was 4.6 percent for June 2002 compared to 4.4 percent for last
June and the seasonally adjusted national rate for June 2002 of 5.9 percent.

The Kansas Department of Commerce and Housing reported for 2002 that Kansas’ per capita personal
income was $28,565 and ranked 36" of all the states. The national per capita personal income was $30,472
in 2001. The cost of doing business in Kansas is 92.0 when compared to the national average of 100.0.

The University of Kansas Policy Research Institute reports in the Kansas Economic Outlook, dated June
2002, that job growth (persons employed) will be flat in 2002, as Kansas experiences a sluggish recovery,
but will resume in 2003. Personal income will grow 2.2 percent in 2002 and 3.9 percent in 2003. These
rates are down from the 5.2 percent increase in personal income during 2000, but are still in a range that
will mean real personal income increases for Kansas.

Estimates for the State General Fund are developed using a consensus revenue estimate approach. Pursuant
to K.S.A. 75-6701, on or before each December 4 or each April 4, the Director of the Budget and the
Director of the Legislative Research Department shall prepare a joint estimate of revenue to the State
General Fund for the current and the ensuing fiscal year. If legislation is passed affecting State General
Fund revenue, the two directors prepare a joint estimate of such revenue. If the two directors are unable to
agree on the joint estimates, the Legislature must use the estimate of the Director of Legislative Research
and the Governor must use the estimate of the Director of the Budget. (To date, the two directors have
successfully reached agreement on these revenue estimates.)

As this document goes to press, the latest consensus revenue estimates indicated a continued slump in the
collection of state revenues for fiscal years 2003 and 2004. Due primarily to reduced revenues from
personal and corporate income taxes in August 2002, the Governor initiated a $41 million decrease in the
State General Fund budgets of state agencies. The Consensus Revenue Estimating Group met in November
2002 and further decreased revenue estimates by an additional $255 million for the remainder of fiscal year
2003. Estimates for fiscal year 2004, using fiscal year 2003 base expenditures, indicate a revenue shortfall
of $350 - $858 million, depending upon funding levels by the 2003 Legislature for funding education,
entitlement programs, statutory transfers, and the desired amount of the ending balance in the State General
Fund.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of state finances for all of Kansas’ citizens,
taxpayers, customers, and investors and creditors. This financial report seeks to demonstrate state
accountability for the money it receives. Questions concerning any of the information provided in this
report or requests for additional information should be addressed to:

Dale Brunton, Director of Accounts and Reports
900 S.W. Jackson, Room 3518

Landon State Office Building

Topeka, KS 66612-1248
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State of Kansas
Financial Statements
June 30, 2002

Government Wide - Statement of Nel'Assets

June 30, 2002
(Expressed in Thousands)

Primary Government

Governmental Business-Type Component
Activities Activities Totals Units
ASSETS
Cash and cash equivalents 709,266 346,083 1,055,349 7,019
Investments 862,585 441,587 1,304,172 9,487
Receivables (net) 556,026 562,860 1,118,886 4921
Due from primary government
Investment in direct financing leases, due within one year 0 0 0 17,235
Investment in direct financing leases, due in more than one year 0 0 0 236,740
Internal balances 4,000 -4,000 0 0
Inventories 20,940 12,740 33,680 0
Other current assets 1,852 17,199 19,051 4
Restricted cash and cash equivalents 69,292 537,694 606,986 0
Restricted investments 0 57,331 57,331 0
Capital assets (net of accumulated depreciation) 874,959 1,002,427 1,877,386 675
Infrastructure 8,619,944 0 8,619,944 0
Other non-current assets 6,298 41,742 48,040 0
Total assets 11,725,162 3,015,663 14,740,825 276,081
LIABILITIES
Accounts payable and other current liabilities 570,542 155,794 726,336 3,199
Due to component unit
Lease revenue bonds payable, due within one year 17,235 0 17,235 0
Lease revenue bonds payable, due in more than one year 236,740 0 236,740 0
Deferred revenue 27,146 66,631 93,777 1,590
Bonds payable on demand 200,000 0 200,000 0
Short-term notes payable 4,100 0 4,100 0
Noncurrent liabilities
Due within one year 141,712 71,514 213,226 17,235
Due in more than one year 1,372,204 749,690 2,121,894 236,740
Claims and judgements 17,559 337,200 354,759 0
Total liabilities 2,587,238 1,380,829 3,968,067 258,764
NET ASSETS
Invested in capital assets, net of related debt 7,494,576 714,933 8,209,509 0
Restricted for:
Capital projects 0 20,488 20,488 0
Debt service 47,184 77,734 124918 0
Other purposes 13,023 414,897 427,920 0
Unrestricted 1,583,141 406,782 1,989,923 17,317
Total net assets 9,137,924 1,634,834 10,772,758 17,317

The notes to the financial statements are an integral part of this statement.
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State of Kansas
Financial Statements
June 30, 2002

Government Wide - Statement of Activities

For the Fiscal Year Ended June 30, 2002
(Expressed in Thousands)

Program Revenues

Charges for Operating Capital
Functions/Programs Expenses Services Grants Grants
Primary government:
Governmental activities:
1 General government 561,006 - 151,004 74,966 0
2 Human resources 2,723,207 54,507 1,669,321 0
3 Education 2,662,380 3,324 291,753 0
4 Public safety 476,638 20,186 90,823 0
5 Agriculture and natural resources 90,948 39,247 13,068 0
6 Highways and other transportation 860,035 143,525 180,472 259,666
7 Health and environment 166,038 21,369 77,880 0
8 Total governmental activities 7,540,252 433,162 2,398,283 259,666
9  Business-type activities:
10 Water pollution and safety 42,370 8,337 27,462 0
11 Health care stabilization 27,588 17,253 10,431 0
12 Employment security 341,587 184,317 133,870 0
13 Workers’ compensation -856 468 0 0
14 Lottery 132,284 191,064 0 0
15 Universities 1,857,220 464,531 335,749 619
16 Intergovernmental transfer program 94,823 0 0 0
17 Total business-type activities 2,495,016 865,970 507,512 619
18 Total primary government 10,035,268 1,299,132 2,905,795 260,285
19
20 Component units:
21 Kansas Development Finance Authority 1,086 1,435 0 0
22 Kansas Technology Enterprise Corporation 22,122 3,407 18,621 0
23 Total component units 23,208 4,842 18,621 0

The notes to the financial statements are an integral part of this statement.
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Net (Expense) Revenue and Changes in Net Assets

Primary Government

Business-
Governmental Type Component
Activities Activities Total Units
-335,036 0 -335,036 0
-999,379 0 -999,379 0
-2,367,303 0 -2,367,303 0
-365,629 0 -365,629 0
-38,633 0 -38,633 0
-276,372 0 -276,372 0
-66,789 0 -66,789 0
-4,449,141 0 -4,449,141 0
0 -6,571 -6,571 0
0 96 96 0
0 -23,400 -23,400 0
0 1,324 1,324 0
0 58,780 58,780 0
0 -1,056,321 -1,056,321 0
0 -94,823 -94.823 0
0 -1,120,915 -1,120,915 0
-4,449,141 -1,120,915 -5,570,056 0
0 0 0 349
0 0 0 -94
0 0 0 255
General revenues:
Taxes:
Property tax 54,535 0 54,535 0
Income and inheritance tax 2,010,550 -1 2,010,549 0
Sales and excise tax 2,248,760 0 2,248,760 0
Gross receipts tax 103,825 0 103,825 0
Investment earnings 37,369 -158 37,211 98
Other revenue 208,732 582,437 791,169 1,181
Transfers -570,470 570,470 0 0
Total general revenues 4,093,301 1,152,748 5,246,049 1,279
Change in net assets -355,840 31,833 -324,007 1,534
Net assets — beginning 9,493,764 1,603,001 11,096,765 15,783
Net assets - ending 9,137,924 1,634,834 10,772,758 17,317
15
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State of Kansas
Financial Statements
June 30, 2002

Balance Sheet — Governmental Funds

June 30, 2002
(Expressed in Thousands)

Social and Transportation- Other Total
General Rehabilitation Transportation Capital Project Governmental Governmental
ASSETS
Cash and cash equivalents 148,181 51,252 115,790 0 358,970 674,193
Investments 0 0 694,187 0 168,398 862,585
Receivables, net 346,505 110,914 91,853 0 6,753 556,025
Due from other funds 0 0 94,347 0 4261 98,608
Inventories 6,549 0 14,391 0 0 20,940
Other assets 0 1,852 0 0 0 1,852
Restricted cash and cash equivalents 0 0 0 0 69,292 69,292
Restricted investments 0 0 0 0 0 0
Total assets 501,235 164,018 1,010,568 0 607,674 2,283,495
LIABILITIES AND FUND BALANCES
Liabilities:

Accounts payables and other current liabilities 225,112 125,537 60,973 0 125,530 537,152
Due to other funds 94,608 0 0 0 0 94,608
Deferred revenue 98,083 21,664 33,194 0 1,497 154,438
Bonds payable on demand 0 0 . 0 200,000 0 200,000
Total liabilities 417,803 147,201 94,167 200,000 127,027 986,198

Fund balances:
Reserved for debt service 0 0 0 0 46,819 46,819
Reserved for inventory 6,549 0 14,391 0 0 20,940
Reserved for encumbrances 16,288 20,445 718,114 0 147,834 902,681
Unreserved 60,595 -3,628 183,896 -200,000 285,994 326,857
Total fund balance 83,432 16,817 916,401 -200,000 480,647 1,297,297
Total liabilities and fund balance 501,235 164,018 1,010,568 0 607,674 2,283,495

The notes to the financial statements are an integral part of this statement.
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State of Kansas
Financial Statements
June 30, 2002

Balance Sheet — Governmental Funds Continued

Total
Governmental
Reconciliation to the Statement of Net Assets:
Total fund balance from previous page 1,297,297
Capital assets used in governmental activities are not
financial resources and, therefore, are not reported in
the funds:
Infrastructure 8,619,944
Capital assets 761,393
Other long-term assets are not available to pay for current-
period expenditures and, therefore, are deferred in
the funds. 6,298
Internal service funds are used by management to charge
the costs of certain activities, such as insurance and
telecommunications, to individual funds. The assets
and liabilities of the internal service funds are included in
governmental activities in the Statement of Net Assets. 27,812
Long-term liabilities, including bonds payable, are not due
and payable in the current period and, therefore, are not
reported in the funds.
Accounts payable (amount not in funds) -26,474
Deferred revenue (not on Statement of Net Assets) 127,292
Long term liabilities (amount not in funds) -1,326,686
Compensated absences — long term liabilities (amount not in funds) -94,977
Due to component units (lease revenue bonds payable) -253,975
Net assets of governmental activities as reported on the
Statement of Net Assets. 9,137,924

The notes to the financial statements are an integral part of this statement.
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State of Kansas
Financial Statements
June 30, 2002

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

For the Fiscal Year Ended June 30, 2002
(Expressed in Thousands)

Social and Transportation Other Total
General Rehabilitation Transportation Capital Project Governmental Governmental
Revenues:
Property tax 18,186 0 0 0 36,508 54,694
Income and inheritance tax 2,000,182 0 0 0 9,947 2,010,129
Sales excise tax 1,888,271 2,025 323,889 0 9,938 2,224,123
Gross receipts tax 86,650 0 0 0 17,172 103,822
Charges for services 23,251 43,409 145,665 2 247,150 449,109
Operating grants 0 1,599,567 178,723 0 609,070 2,397,729
Capital grants 0 0 259,666 0 0 259,666
Investment earnings 37,452 0 0 0 -10 37,442
Other revenues 12,219 55,460 0 0 109,349 177,028
Total revenues 4,066,211 1,700,461 907,943 2 1,039,125 7,713,742
Expenditures:
Current:
General government 276,258 0 0 0 306,355 582,613
Human resources 754,012 1,473,820 0 0 499,676 2,727,508
Education 2,317,202 0 0 0 347,246 . 2,664,448
Public safety 308,302 0 0 0 174,221 482,523
Agriculture and natural resources 17,754 0 0 0 73,548 91,302
Highways and other transportation 0 0 907,664 0 13,266 920,930
Health and environment 32,194 0 0 0 134,310 166,504
Debt service: : 0
Principal 0 0 0 0 73,861 73,861
Interest 0 0 0 0 83,511 83,511
Total expenditures 3,705,722 1,473,820 907,664 0 1,705,994 7,793,200
Excess of revenues over (under)
Expenditures 360,489 226,641 279 2 -666,869 -79,458
Other financing sources (uses):
Proceeds from sale of debt 0 0 0 0 164,740 164,740
Transfers, net -840,508 -226,938 -66,947 -2,033 563,383 -573,043
Other 0 0 0 0 -33,202 -33,202
Total other financing -840,508 -226,938 -66,947 -2,033 694,921 -441,505
sources (uses)
Net change in fund balances -480,019 -297 -66,668 -2,031 28,052 -520,963
Fund balances, beginning of year 563,451 17,114 983,069 -197,969 452,595 1,818,260
Fund balances, end of year 83,432 16,817 916,401 -200,000 480,647 1,297,297

The notes to the financial statements are an integral part of this statement.
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State of Kansas
Financial Statements
June 30, 2002

Continued

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

Total Governmental

Reconciliation to the Statement of Activities:
Total net change in fund balance from previous page

Repayment of bond principal is reported as an expenditure in
the governmental funds, but the payment reduces long-term
liabilities in the Statement of Net Assets.

Defeased debt is reported as an other financing use in the
governmental funds, but the payment reduces long-term
liabilities in the Statement of Net Assets.

Governmental funds report capital outlays as expenditures while
governmental activities report depreciation expense to allocate
those expenditures over the life of the assets. This is the
amount by which capital outlays exceeded depreciation in
the current period. ‘

Capital Assets
Depreciation expense

Revenues in the Statement of Activities that do not provide current
financial resources are not reported as revenue in the funds.

Debt proceeds provide current financial resources to
governmental funds, but issuing debt increases long-term
liabilities in the Statement of Net Assets.

Revenue bond proceeds

Accrued interest on revenue bonds
Bond premiums and discounts
Loan proceeds

Other borrowings

Some expenses reported in the Statement of Activities do not
require the use of current financial resources and, therefore,
are not reported as expenditures in governmental funds.

Accrued interest payable is recorded on the Statement of Net Assets
while the funds record interest when paid.

Internal service funds are used by management to charge the
costs of certain activities, such as insurance and
telecommunications, to individual funds. The net revenue
(expense) of the internal service funds is reported with
governmental activities.

Changes in net assets of governmental activities as
reported on the Statement of Activities

The notes to the financial statements are an integral part of this statement.
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State of Kansas
Financial Statements
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Statement of Net Assets — Proprietary Funds
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ASSETS
Current assets:
Cash and cash equivalents
Investments
Receivables, net
Inventories
Other current assets
Total current<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>