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CITY OF INDEPENDENCE, MISSOURI
Management’s Discussion and Analysis
June 30, 2005

Revenues

For the fiscal year ending June 30, 2005 revenues totaled $198.6 million. Of this amount charges
for services (governmental and business type) was $126.5 million or 63.7% of the total. Revenue
from business-type activities represents 60.3% of the total City revenues (Figure MD-3).

Figure MD-3
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Revenues from governmental activities were $78.9 million. Sales taxes, the largest governmental
category, were $33.3 million or 42.2%. All taxes represents $47.4 million or 60% of the
governmental revenue. Inter-governmental revenues from such sources as grants were $16.6
million or 21% of the governmental revenues. Charges for services at $12.9 million were 16.3% of
the total.

Expenses

For the fiscal year ending June 30, 2005 expenses totaled $169.4 million. Of this amount the
electric utility was $73.5 million or 43.4% of the total. Business-type expenses represents 60.2% of
the total City expenses (Figure MD-4).

Figure MD-4
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CITY OF INDEPENDENCE, MISSOURI
Management’s Discussion and Analysis
June 30, 2005

Expenses from governmental activities were $67.4 million. Public safety expenses, the largest
governmental category, were $35.1 million or 52.0% of the total. General government, which
includes costs associated with the legislative office, administration, law, and finance is the next
largest category at $7.1 million.

Governmental Activities

Table MD-3
Net Cost of City of Independence's Governmental Activities

Total Cost Net Cost
of Services of Servicess
2005 2004 2005 2004
General government $ 7,148,065 6,808,416 1,679,216 1,660,818
Public works 6,889,773 6,196,849 (5,063,617) (1,331,683)
Public safety 35,069,866 32,987,626 28,790,210 27,118,607
Culture & Recreation 4,247,735 4,069,244 3,446,492 3,666,462
Community development 3,372,610 3,471,030 76,288 (27,197)
Health & Welfare 2,421,255 2,524,823 1,399,455 1,539,811
Storm water 1,493,534 1,043,573 1,049,731 875,425
Other 6,802,184 7,096,052 6,624,707 7,096,052
Total $ 67,445,022 64,197,613 38,002,482 40,598,295

As previously noted expenses from governmental activities for fiscal year 2005 were $67.4 million.
However, the net costs of these services were $38 million. The difference represents direct
revenues received from charges for services of $12.9 million, operating grants of $9.3 million, and
capital grants of $7.2 million. Taxes and other revenues of $59.5 million were collected to cover
these net costs.

Business-type Activities
Revenues of the City’s business-type activities increased $1.8 million or 1.6% and expenses
increased $3.5 million or 3.6%. This change is primarily the result of increased customer

consumption caused by growth and weather conditions. Fluctuation in weather for both the electric
and water utilities impacts both the revenues and expenses of these utilities.

16



CITY OF INDEPENDENCE, MISSOURI
Management’s Discussion and Analysis
June 30, 2005

FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As the City completed the year, its governmental funds reported a combined fund balance of $36.7
million. The fund balance of the General Fund decreased $318,849 during fiscal year 2005. The
undesignated portion of the General Fund’s fund balance increased to $1,903,961. This increase
was greater than expected when the budget was prepared. Fund balance was impacted by several
of the financial highlights pointed out earlier, as well as:

Position vacancies were managed with the intent of managing termination and recruitment costs
and filling these only when necessary.

Sales tax revenue growth continues to be less than economic projections.

Revenue from landline telephone service seems to have stabilized.

General Fund Budgetary Highlights

Resources available for appropriation increased $1 million from the original estimate. Proceeds
from capital leases provided most of this increase. Actual revenues at the end of the year were
less than projected by $84 thousand. The largest negative variance was in the area of Licenses
and Permits accounting for $315 thousand of the revenue shortfall.

Over the course of the fiscal year, the Council revised the City budget several times.
Appropriations were increased $1.9 million. These budget amendments generally fall into the
following three categories:

e Approval of new grants or the extension of current grants that were not previously included
in the approved budget. These adjustments generally also include offsetting revenues.

e Transfer previously approved appropriations to operating departments where expenditures
occur when the actual distribution of the expenditure could not be anticipated at the time
that the appropriation was originally approved.

¢ Increase or decrease appropriations for unanticipated events that may arise throughout the
fiscal year.

Actual expenditures were $408 thousand less than the amount appropriated representing a
reduction of less than 1 percent. This was largely the result of an intentional under spending of the
budget by means of delaying capital expenditures and the filling of vacant positions to offset
declining revenues and fund balance reserves.

17



CITY OF INDEPENDENCE, MISSOURI
Management’s Discussion and Analysis
June 30, 2005

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

At the end of fiscal year 2005, the City had invested $413.9 million in a broad range of capital
assets, including police and fire equipment, buildings, park facilities, and electric, water and sewer
systems. Assets for roads, bridges and other governmental infrastructure assets acquired in prior
fiscal years are not included at this time. The City will be including infrastructure assets acquired
prior to fiscal year 2003 in future years in response to GASB Statement No. 34. Assets increased
$30.4 million or 7.9% during the period.

Table MD-4
City of Independence's Capital Assets
(net of depreciation)

Total
Governmental Business-type Percentage
Activities Activities Total Change
2005 2004 2005 2004 2005 2004 2004-2005
Land & land imp $ 11,811,365 10,912,049 5,442,985 5,437,449 17,254,350 16,349,498 5.5%
Buildings &
Improvements 15,904,063 9,473,762 - - 15,904,063 9,473,762 67.9%
Office furniture &
equipment 31,444 39,917 - - 31,444 39,917 -21.2%
Computer equipment 349,854 333,667 - - 349,854 333,667 4.9%
Mobile equipment 5,740,615 4,738,944 - - 5,740,615 4,738,944 21.1%
Other equipment 1,066,673 1,022,332 26,014 26,014 1,092,687 1,048,346 4.2%
Infrastructure 36,802,370 30,739,715 254,739,760 249,833,225 291,542,130 280,572,940 3.9%
Construction in
progress 46,733,110 38,156,913 35,288,197 32,832,493 82,021,307 70,989,406 15.5%
Total $ 118,439,494 95,417,299 295,496,956 288,129,181 413,936,450 383,546,480 7.9%

The budget for fiscal year 2006 projects the City will spend an additional $33.7 million for capital
projects.

Additional information regarding capital assets can be found in the ‘Note to Financial Statements’,
section (6), of this report.
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CITY OF INDEPENDENCE, MISSOURI
Management’s Discussion and Analysis
June 30, 2005

Debt Administration

Table MD-5
City of Independence's Outstanding Debt
Total
Governmental Business-type Percentage
Activities Activities Total Change
2005 2004 2005 2004 2005 2004 2004-2005
Loans Payable $ 21,498,153 2,324,124 62,969,608 65,887,893 84,467,761 68,212,017 23.83%
Capital lease
obligations 1,015,831 718,955 - - 1,015,831 718,955 41.29%
Neighborhood
Improvemt District 1,039,990 995,000 - - 1,039,990 995,000 4.52%
Total $ 23,553,974 4,038,079 62,969,608 65,887,893 86,523,582 69,925,972 23.74%

The City at the end of fiscal year 2005 had a total of $86.5 million of outstanding obligations. This
was an increase of $16.5 million or 23.7% from the previous fiscal year. None of these amounts
relate to general obligations of the City and $62.9 million or 72.7% are obligations of the business-
type activities. The increase in obligations for the governmental activity funds is for debt issued to
fund the aquatics center and public safety projects.

Additional information regarding debt can be found in the ‘Note to Financial Statements’, section
(7), of this report.

Economic Factors

In the last five years the City, as a community, lost 1,012 jobs, with employment at 58,260 jobs.
Unemployment by mid-2005 was 5.8%, but this is lower than Jackson County at 6.2% and greater
than the State at 4.5%. As with most of the rest of the country the City’s unemployment rate has
remained steady during the last two years. Median income for 2005 is estimated to be $43,139,
while the State is $43,435.

Contacting The City’s Financial Management

This financial report is designed to provide our citizens, taxpayers, customer, investors and
creditors with a general overview of the City’s finances and to demonstrate the City’s accountability
for the money it receives. Questions concerning this report or requests for additional information
should be directed to James C. Harlow, Director of Finance, City of Independence, P.O. Box 1019,
Independence, MO 64051.
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CITY OF INDEPENDENCE, MISSOURI
Notes to Financial Statements
June 30, 2005

(6) Capital Assets

Capital asset activity for the year ended June 30, 2005 is as follows:

Balance
June 30, 2004 Balance
(as restated) Additions Retirements June 30, 2005
Governmental activities:
Nondepreciable capital assets:
Land $ 10,682,267  $ 909,606 $ - 3 11,591,873
Construction work in progress 38,156,913 21,119,929 (12,543,732) 46,733,110
Total nondepreciable
capital assets 48,839,180 22,029,535 (12,543,732) 58,324,983
Depreciable capital assets:
Land improvements 255,647 - - 255,647
Buildings 9,716,819 - - 9,716,819
Building improvements 4,265,847 5,185,607 - 9,451,454
Improvements other than buildings 2,799,424 1,823,756 - 4,623,180
Office furniture and equipment 913,885 5,425 (39,757) 879,553
Computer equipment 1,188,161 208,351 (637,136) 759,376
Mobile equipment 14,348,660 2,276,470 (987,865) 15,637,265
Other equipment 2,824,298 252,122 (368,183) 2,708,237
Infrastructure 31,855,644 7,017,826 - 38,873,470
Total depreciable
capital assets 68,168,385 16,769,557 (2,032,941) 82,905,001
Less accumulated depreciation for:
Land improvements (25,865) (10,290) - (36,155)
Buildings (5,640,829) (235,207) - (5,876,036)
Building improvements (906,193) (213,249) - (1,119,442)
Improvements other than buildings (761,306) (130,606) - (891,912)
Office furniture and equipment (873,968) (13,557) 39,416 (848,109)
Computer equipment (854,494) (162,914) 607,886 (409,522)
Mobile equipment (9,609,716) (1,063,956) 777,022 (9,896,650)
Other equipment (1,801,966) (198,181) 358,583 (1,641,564)
Infrastructure (1,115,929) (955,171) - (2,071,100)
Total accumulated
depreciation (21,590,266) (2,983,131) 1,782,907 (22,790,490)
Total depreciable
capital assets, net 46,578,119 13,786,426 (250,034) 60,114,511
Governmental activities
capital assets, net $ 95,417,299 $ 35,815,961 $ (12,793,766) $ 118,439,494
48 (Continued)



CITY OF INDEPENDENCE, MISSOURI
Notes to Financial Statements
June 30, 2005

Depreciation expense was charged to functions as follows:

General government $ 286,698
Public safety 876,044
Public works 1,081,272
Health and welfare 34,887
Culture and recreation 320,916
Community development 65,324
Storm water 313,892

Total 2,979,033

In addition, depreciation on capital assets held by the City’s

Central Garage Fund is charged to the various functions
based on their usage of the assets 4,098
Total depreciation expense $ 2,983,131

49 (Continued)



CITY OF INDEPENDENCE, MISSOURI
Notes to Financial Statements
June 30, 2005

Balance Balance
June 30, 2004 Additions Retirements June 30, 2005
Business-type activities:
Power and Light Fund:
Nondepreciable capital assets:
Land 2,948,206 - $ - 2,948,206
Construction in progress 8,108,878 7,980,583 (9,017,005) 7,072,456
Total nondepreciable
capital assets 11,057,084 7,980,583 (9,017,005) 10,020,662
Depreciable capital assets:
Acquisition adjustment 2,755,568 - - 2,755,568
Production plant 139,666,510 2,662,486 (290,384) 142,038,612
Transmission plant 21,645,893 27,405 - 21,673,298
Distribution plant 93,660,333 5,608,425 (863,645) 98,405,113
General plant 17,867,959 718,689 (2,179,387) 16,407,261
Total depreciable
capital assets 275,596,263 9,017,005 (3,333,416) 281,279,852
Less accumulated depreciation:
Acquisition adjustment (2,459,593) (154,404) - (2,613,997)
Production plant (88,991,647) (4,450,598) 290,371 (93,151,874)
Transmission plant (10,013,915) (600,425) 2,560 (10,611,780)
Distribution plant (32,095,166) (3,134,474) 1,439,337 (33,790,303)
General plant (13,078,576) (1,079,489) 2,179,388 (11,978,677)
Total accumulated
depreciation (146,638,897) (9,419,390) 3,911,656 (152,146,631)
Total depreciable capital
assets, net 128,957,366 (402,385) 578,240 129,133,221
Total power and light
capital assets 140,014,450 7,578,198 (8,438,765) 139,153,883
50 (Continued)




CITY OF INDEPENDENCE, MISSOURI
Notes to Financial Statements
June 30, 2005

Balance Balance
June 30, 2004 Additions Retirements June 30, 2005
Water Fund:
Nondepreciable capital assets:
Land $ 2,159,052 5,536 - $ 2,164,588
Construction in progress 17,694,264 9,507,146 (7,842,304) 19,359,106
Total nondepreciable
capital assets 19,853,316 9,512,682 (7,842,304) 21,523,694
Depreciable capital assets:
Acquisition adjustment 12,547,765 - - 12,547,765
Nonutility property 40,014 - - 40,014
Source of supply 6,984,848 144,477 - 7,129,325
Pumping plant 5,174,676 4,675 (355) 5,178,996
Treatment plant 13,789,313 24,290 (7,252) 13,806,351
Transmission plant 50,156,149 7,376,578 (136,021) 57,396,706
General plant 5,568,472 286,748 (156,215) 5,699,005
Total depreciable
capital assets 94,261,237 7,836,768 (299,843) 101,798,162
Less accumulated depreciation:
Acquisition adjustment (8,179,689) (371,745) - (8,551,434)
Nonutility property (14,000) - - (14,000)
Source of supply (3,166,562) (390,136) - (3,556,698)
Pumping plant (1,842,121) (166,256) 478 (2,007,899)
Treatment plant (3,973,250) (345,461) 10,919 (4,307,792)
Transmission plant (6,045,617) (637,396) 142,189 (6,540,824)
General plant (2,306,951) (288,512) 159,612 (2,435,851)
Total accumulated
depreciation (25,528,190) (2,199,506) 313,198 (27,414,498)
Total depreciable capital
assets, net 68,733,047 5,637,262 13,355 74,383,664
Total water capital assets 88,586,363 15,149,944 (7,828,949) 95,907,358
51 (Continued)




CITY OF INDEPENDENCE, MISSOURI
Notes to Financial Statements
June 30, 2005

Balance Balance
June 30, 2004 Additions Retirements June 30, 2005
Sanitary Sewer Fund:
Nondepreciable capital assets:
Land $ 330,191 $ - $ - $ 330,191
Construction in progress 7,029,352 2,461,103 (633,820) 8,856,635
Total nondepreciable
capital assets 7,359,543 2,461,103 (633,820) 9,186,826
Depreciable capital assets:
Nonutility property 46,368 - - 46,368
Collection plant 68,316,349 1,079,920 - 69,396,269
Pumping plant 4,981,087 8,842 - 4,989,929
Treatment plant 14,643,506 11,546 - 14,655,052
General plant 3,877,860 155,915 (88,365) 3,945,410
Total depreciable
capital assets 91,865,170 1,256,223 (88,365) 93,033,028
Less accumulated depreciation:
Nonutility property (46,368) - - (46,368)
Collection plant (17,644,451) (863,017) - (18,507,468)
Pumping plant (4,771,485) (219,787) - (4,991,272)
Treatment plant (13,118,875) (811,805) - (13,930,680)
General plant (4,115,166) (276,050) 82,865 (4,308,351)
Total accumulated
depreciation (39,696,345) (2,170,659) 82,865 (41,784,139)
Total depreciable capital
assets, net 52,168,825 (914,436) (5,500) 51,248,889
Total sewer capital assets 59,528,368 1,546,667 (639,320) 60,435,715
Total business-type activities
capital assets $ 288,129,181 $ 24,274,809 $(16,907,034) $ 295,496,956

Depreciation expense was charged to functions as follows:

Business-type activities:

Power and light $ 9,419,390
Water 2,199,506
Water pollution control 2,170,659

Total business-type activities depreciation expense $ 13,789,555

Construction in progress at June 30, 2005 represents improvements to and expansion of the City’s sanitary
sewer system, water utility system, and renovation of the electrical utility system.

52 (Continued)



CITY OF INDEPENDENCE, MISSOURI
Notes to Financial Statements
June 30, 2005

(7) Long-Term Obligations

The State Constitution permits a city, by vote of two-thirds of the voting electorate, to incur general
obligation indebtedness for “city purposes,” not to exceed 10% of the assessed value of taxable tangible
property. The State Constitution also permits a city, by vote of two-thirds of the voting electorate under a
special election or four-sevenths under a general election, to incur additional general obligation
indebtedness not exceeding, in the aggregate, an additional 10% of the assessed value of taxable tangible
property for the purpose of acquiring rights-of-way, constructing, extending, and improving streets and
avenues and/or sanitary or storm sewer systems, and purchasing or constructing waterworks, electric, or
other light and plants, provided that the total general obligation indebtedness of the city does not exceed
20% of the assessed valuation of taxable property.

The following is a summary of changes in long-term debt of the City for the year ended June 30, 2005:

Beginning Amount due
balance Ending within
(as restated) Additions Reductions balance one year
Governmental activities:
Loans and notes payable:
Loans payable $ 2,341,764 $ 19,370,000 $ 393,638 $ 21,318,126 $ 2,893,638
Capital lease obligations 718,955 857,434 560,558 1,015,831 271,713
Neighborhood Improvement
District 995,000 111,000 65,000 1,041,000 58,000
Premium (discount), net (17,640) 197,260 603 179,017 -
Total loans and
notes payable 4,038,079 20,535,694 1,019,799 23,553,974 3,223,351
Other liabilities:
Employee benefits payable
(note 10) 35,136 - 35,136 - -
Compensated absences 11,289,434 1,216,144 763,011 11,742,567 4,366,687
Total other liabilities 11,324,570 1,216,144 798,147 11,742,567 4,366,687
Total governmental
activities long-term
liabilities $ 15,362,649 $ 21,751,838 $ 1,817,946 $ 35,296,541 $ 7,590,038

The compensated absences liability attributable to governmental activities will be liquidated primarily by

the General Fund.
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CITY OF INDEPENDENCE, MISSOURI
Notes to Financial Statements
June 30, 2005

Amount due

Beginning Ending within
balance Additions Reductions balance one year
Business-type activities:
Power and Light Fund:
Revenue bonds $ 22,300,000 $ - $ 1,855,000 $ 20,445,000 $ 1,925,000
Less deferred amount on
refunding (2,192,107) - (221,715) (1,970,392) -
Total revenue bonds 20,107,893 - 1,633,285 © 18,474,608 1,925,000
Compensated absences 4,019,403 267,456 207,960 4,078,899 1,068,149
Total Power and Light Fund 24,127,296 267,456 1,841,245 22,553,507 2,993,149
Water Fund:
Revenue bonds 45,780,000 - 1,285,000 44,495,000 1,905,000
Compensated absences 1,152,759 521,390 480,550 1,193,599 360,184
Total Water Fund 46,932,759 521,390 1,765,550 45,688,599 2,265,184
Sanitary Sewer Fund:
Compensated absences 676,085 85,359 27,644 733,800 216,873
Total Sanitary
Sewer Fund 676,085 85,359 27,644 733,800 216,873
Total business-type
activities long-term
liabilities $ 71,736,140 $ 874,205 $ 3,634,439 $ 68,975,906 $ 5,475,206
Beginning Amount due
balance Ending within
(as restated) Additions Reductions balance one year
Discretely-presented component unit:
TIF Commission:
TIF loans $ 56,795,000 $ 12,355,000 $ 1,980,000 $ 67,170,000 $ 2,250,000
Loans payable 403,236 - 61,362 341,874 61,362
Premium (discount), net (204,444) (196,471) (13,902) (387,013) -
56,993,792 12,158,529 2,027,460 67,124,861 2,311,362
Developer obligations 4,464,048 3,776,809 1,112,564 7,128,293 -
Total discretely-presented
component unit long-term
liabilities $ 61,457,840 $ 15,935,338 $ 3,140,024 $ 74,253,154 $ 2,311,362

54 (Continued)



CITY OF INDEPENDENCE, MISSOURI
Notes to Financial Statements
June 30, 2005
Debt service requirements on long-term debt with schedules maturities at June 30, 2005 are as follows:

Discretely-presented

Governmental activities component unit
Loans payable NID Payable TIF Loans

June 30, Principal Interest Principal Interest Principal Interest
2006 $ 2,893,638 $ 892,731 $ 58,000 $ 1,662 $ 2,250,000 $ 3,538,254
2007 3,028,378 796,128 59,000 1,620 2,515,000 3,428,311
2008 3,156,625 672,750 59,000 1,551 2,745,000 3,307,178
2009 3,284,872 544,246 64,000 1,608 3,240,000 3,169,960
2010 1,784,613 412,334 64,000 1,615 3,595,000 3,011,125
2011-2015 7,170,000 898,542 358,000 8,786 15,620,000 12,426,385
2016-2020 - - 345,000 9,107 21,485,000 7,954,688
2021-2025 - - 34,000 999 14,450,000 1,861,769
2026 - - - - 1,270,000 63,500

$ 21,318,126 $ 4,216,731 $ 1,041,000 $ 26,948 $ 67,170,000 $38,761,170

Discretely-presented

Business-type activities component unit
Power and Light Water Loans payable
June 30, Principal Interest Principal Interest Principal Interest
2006 $ 1,925,000 $ 855,273 $ 1,905,000 $ 2,013,619 $ 61,362 $ 14,644
2007 1,995,000 784,823 2,040,000 1,937,091 66,622 12,036
2008 2,065,000 708,218 2,200,000 1,852,685 68,375 9,204
2009 2,155,000 628,693 2,380,000 1,760,459 70,128 6,333
2010 2,245,000 541,363 2,525,000 1,660,033 75,387 3,317
2011-2015 10,060,000 1,148,375 16,080,000 6,330,083 - -
2016-2020 - - 12,335,000 2,202,518 - -
2021-2025 - - 5,030,000 653,250 - -

$ 20,445,000 $ 4,666,745 $ 44,495,000 $ 18,409,738 $ 341,874 $ 45,534

Governmental activities

(@ Loans Payable

On June 1, 2000, the City entered into a loan payable with the Missouri Development Finance Board
in the amount of $530,000, due in annual installments of $40,000 to $65,000 through June 1, 2010
and bearing interest at 5.00% to 6.25%. The proceeds of the bond issuance are to be used for
improvements, renovations, and other upgrades to various buildings owned by the City.

On August 1, 2001, the City entered into a loan payable with the Missouri Development Finance
Board in the amount of $1,635,000, due in annual installments of $160,000 to $215,000 through
June 1, 2010, and bearing interest at 4.20% to 4.40%. The proceeds of the bond issuance are to be
used for improvements, renovations, and other upgrades to various buildings owned by the City,
software for the Fire Department, and additional funding for Hartman Heritage Tax Increment
Financing Project. The portion of the loan payable related to the Hartman Heritage Tax Increment
Financing Project is included in the liabilities of the discretely presented component unit. Restricted
assets in the General Fund of $222,911 consist of funds available for costs related to this debt.
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On May 1, 2004, the City refinanced a loan payable with the Missouri Development Finance Board
in the amount of $1,245,000, due in annual installments of $230,000 to $270,000 through June 1,
2009, and bearing interest at 2.25% to 4.25%. The proceeds will be used for the restoration of the
Truman Memorial Building.

On May 26, 2005, the City entered into a loan payable with the Missouri Development Finance
Board in the amount of $4,970,000, due in semiannual installments of $590,000 to $665,000 through
April 1, 2009, and bearing interest at 3.25% to 4.00%. The proceeds of the bond issuance are to be
used for street projects.

On February 1, 2005, the City entered into a loan payable with the Missouri Development Finance
Board in the amount of $6,175,000, due in annual installments of $300,000 to $450,000 through
February 1, 2013, and bearing interest at 3.00% to 5.00%. The proceeds of the bond issuance are to
be used for the aquatics facilities project.

On February 25, 2005, the City entered into a loan payable with the Missouri Development Finance
Board in the amount of $8,225,000, due in annual installments of $670,000 to $1,010,000 through
March 1, 2015, and bearing interest at 4.00% to 5.25%. The proceeds of the bond issuance are to be
used for public safety facilities projects.
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Neighborhood Improvement District

The Neighborhood Improvement District Bonds constitute a valid and legally binding indebtedness
of the City, payable as to both principal and interest from special assessments to be assessed on
certain real property within the District which will be benefited by the improvements and, if not so
paid, from moneys in the Bond Reserve Fund and, to the extent required, from first available
moneys in the City’s general fund or other legally available fund. The full faith and credit of the
City are irrevocably pledged for the prompt payment, when due, of the principal and interest on the
Bonds; provided, however, the City is not obligated nor authorized to levy taxes for the purpose of
paying principal of or interest on the Bonds and the taxing power of the City is not pledged to the
payment of the Bonds.

On May 15, 2004, the City issued $995,000 Neighborhood Improvement Bonds for Noland Road
and Englewood Improvements, due in annual installments of $55,000 to $85,000 through March 1,
2019 and bearing interest at 4.5% to 5.75%.

On August 17, 2004, the City issued $111,000 Neighborhood Improvement Bonds for the Fall Drive
Sanitary Sewer Project, due in annual installments of $5,000 to $6,000 through March 1, 2019 and
bearing interest at 5.375% to 5.5%.

Capital Lease Obligations
Capital leases payable at June 30, 2005 are comprised of the following:

Governmental funds:

CHICORRP lease, interest at 6.85%, monthly installments through

April 1, 2006; a lease utilized to renovate the HVAC of City Hall 3 88,460
First National Bank of Louisburg, interest at 5.75%, semiannual

installments through October 1, 2005; a lease utilized to purchase

a fire truck, vehicles, rescue equipment, and a telephone system 27,399
Emergency One, Inc, interest at 6.31%, annual installments through

October 2007, a lease to purchase an Emergency One Model

V803 Commercial Pumper Fire Apparatus 60,887
IBM Corporation, interest rates ranging from 5.77% to 6.37%, due in

monthly installments through April 1, 2007 for computer equipment 85,722
IBM Corporation, interest at 2.64% to 6.10%, monthly installments

through 2008 for computer equipment 66,103
Sun Trust Leasing, interest at 4.19%, annual installments

through July 2013; a lease to purchase a fire truck 687,260

$ 1,015,831

The cumulative amount of assets acquired under the capital leases described above amounted to
$2,280,695 as of June 30, 2005.
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The future minimum lease obligations and the net present value of these minimum lease payments as

of June 30, 2005 were as follows:

Year ending June 30:

2006 $ 317,758
2007 188,104
2008 121,656
2009 93,233
2010-2013 466,164
1,186,915

Less imputed interest (171,084)
Present value of minimum lease payments ~ $ 1,015,831

Business-type Activities

Revenue Bonds

Revenue bonds payable at June 30, 2005 are comprised of the following individual issues:

Power and light fund:
$23,520,000 1998 Electric Utility Refunding Bonds, due in annual
installments of $700,000 to $2,040,000 through June 1, 2014, interest

at 4.0% to 4.8%, callable at par after June 1, 2003 $ 15,395,000
$5,975,000 2003 Electric Utility Refunding Revenue Bonds, due in
annual installments of $435,000 to $660,000 through June 1, 2014,
interest at 2.0% to 3.65% 5,050,000
Less deferred amount on refunding (1,970,392)
Total power and light fund 18,474,608
Water fund:
$36,000,000 1986 Water Utility Remarketing Bonds, principal due in
annual installments of $850,000 to $5,010,000 through June 30, 2017,
interest at approximately 3.25% to 5.0% 29,710,000
$14,785,000 2004 Missouri Development Finance Board Infrastructure
Facilities Revenue bonds, principal due in annual installments of
$490,000 to $1,105,000 from November 1, 2005 through November 1,
2024, interest approximately 3.375% to 5.0%. 14,785,000
Total water fund 44,495,000
Total revenue bonds $ 62,969,608
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The power and light revenue bond ordinance and the water revenue bond indenture require that the
systems be accounted for in separate enterprise funds. They also require that after sufficient current
assets have been set aside to operate the systems, all remaining monies held in the funds be
segregated and restricted in separate special reserves and accounts in the following sequences:

Account Restriction

Principal and interest For the monthly accumulation of monies to
meet the maturing revenue bond principal-
and-interest requirements

Depreciation and emergency (water only) For the accumulation of $500,000 to finance
emergency repairs and system improvements

Surplus account monies are reflected as unrestricted cash. The required reserves are reported in the
accompanying statement of net assets as restricted assets as follows:

Enterprise funds

Power and Sanitary
Account Light Water Sewer
Principal and interest $ 231,689 $ - $ -
Depreciation and emergency - 500,000 -
Total revenue bond
reserves 231,689 500,000 -
Customer deposits 881,555 232,277 169,157
Workers’ compensation 135,480 35,753 28,767
Total $ 1,248,724 $ 768,030 $ 197,924

Various bond ordinances and indentures contain significant limitations and restrictions on annual
debt service requirements, maintenance of and flow of monies through various restricted accounts,
minimum amounts to be maintained in various sinking funds, and minimum revenue bond coverages.
The City is in compliance with all such financial limitations and restrictions.

Restricted assets in the General Fund of $439,741 at June 30, 2005 consist of cash on deposit for a
debt service reserve (note 15) and for municipal court bond deposits.

Discretely-presented component unit

(a) Tax Increment Financing Loans

The City’s tax increment financing loan indebtedness is recorded as a liability of the TIF
Commission to match revenue streams to the related debt for which they have been pledged. The
obligation of the City and the Commission to pay principal and interest on these bonds is limited
solely to the tax increment financing (TIF) revenues generated from each project. Should TIF
revenues not be sufficient to meet the required debt service obligations, the neither the City nor the
Commission is not obligated to make such bond payments from any other sources of its revenues.
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However, the City intends to annually appropriate funds sufficient to make all payments required by
the bonds for the next fiscal year. Management does not anticipate that any of the City’s general
funds will be required to make up any deficiency in bond payments during the next fiscal year.

The following is a description of the individual TIF loans payable:

On June 1, 1999, the City entered into a $7,240,000 loan payable with the Missouri Development
Finance Board, due in annual installments of $270,000 to $835,000 through June 1, 2011 and bearing
interest at 4.0% to 5.25%. The proceeds of the loan are to be used for costs related to redevelopment
of Bolger Square.

On April 1, 2000, the City issued an $11,850,000 loan payable with the Missouri Development
Finance Board, due in annual installments of $120,000 to $1,235,000 through April 1, 2021 and
bearing interest at 5.1% to 6.0%. The proceeds of the bond issuance are to be used for costs related
to redevelopment of Hartman Heritage area.

On May 1, 2000, the City issued a $5,595,000 loan payable with the Missouri Development Finance
Board, due in annual installments of $275,000 to $800,000 through April 1, 2012 and bearing
interest at 5.15% to 5.75%. The proceeds of the bond issuance are to be used for costs related to the
redevelopment of the Eastland Center area.

On November 1, 2000, the City issued a $12,815,000 loan payable with the Missouri Development
Finance Board, due in annual installments of $120,000 to $1,235,000 through April 1, 2020 and
bearing interest at 5.37% to 6%. The proceeds of the bond issuance are to be used for costs related to
the redevelopment of the Eastland Center area.

On August 1, 2001, the City issued a $10,230,000 loan payable with the Missouri Development
Finance Board, due in annual installments of $165,000 to $1,865,000 through April 1, 2023 and
bearing interest at 4.375% to 5.25%. The proceeds of the bond issuance are to be used for costs
related to the redevelopment of the Santa Fe area.

On November 1, 2001, the City issued a $1,425,000 loan payable with the Missouri Development
Finance Board, due in annual installments of $15,000 to $160,000 through April 1, 2021 and bearing
interest at 2.4% to 5.25%. The proceeds of the bond issuance are to be used for costs related to the
redevelopment of the Eastland Center area.

On November 1, 2002, the City issued a $3,480,000 loan payable with the Missouri Development
Finance Board, due in annual installments of $75,000 to $845,000 through April 1, 2012 and bearing
interest at 3.5% to 5.13%. The proceeds of the bond issuance are to be used for costs related to the
redevelopment of the Eastland Center area.

On September 1, 2003, the City issued a $8,715,000 loan payable with the Missouri Development
Finance Board, due in annual installments of $135,000 to $2,675,000 through April 1, 2021 and
bearing interest at 2.0% to 5.0%. The proceeds of the bond issuance are to be used for costs related
to the redevelopment of the Hartman Heritage area.

On February 25, 2005, the City entered into a loan payable with the Missouri Development Finance
Board in the amount of $1,030,000, due in annual instaliments of $50,000 to $85,000 through March
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1, 2020, and bearing interest at 3.00% to 4.50%. The proceeds of the bond issuance are to be used for
the Drumm Farm Tax Increment Financing Project.

On February 25, 2005, the City entered into a loan payable with the Missouri Development Finance
Board in the amount of $11,325,000, due in annual installments of $185,000 to $1,270,000 through
March 1, 2026, and bearing interest at 4.00% to 5.00%. The proceeds of the bond issuance are to be
used for the Crackerneck Creek Tax Increment Financing Project.

Restricted assets held by the Commission of $17,193,148 consist of funds available for costs related
to the redevelopment of the Bolger Square, Crackerneck Creek, Drumm Farm, Hartman Heritage,
Sante Fe, and Eastland Center areas.

(b) Developer Obligations

These obligations represent developer project costs that have been certified by the City as eligible
for reimbursement from tax increment financing revenues attributable to each respective project.
Under tax increment financing plans, the developer may be reimbursed up to the certified cost
amount from incremental taxes during a period not to exceed 23 years. Accordingly, certified
project costs in excess of amounts reimbursed to date are reflected as a long-term obligation of the
Commission. These developer obligations are limited to the amount of incremental taxes received
attributable to each respective project; any deficiencies are solely the responsibility of the developer
and do not constitute an obligation of the Commission or of the City.

Advances for Construction

As new developments are constructed, the Power and Light (Enterprise) Fund requires a nonrefundable
cash payment from a customer or developer to be paid toward the cost of extending the distribution system,
installation of street lights, and other additions or modifications solely for the benefit of the customer or
developer. The advances for construction at June 30, 2005 were $183,245.

As new additions to the water distribution system are constructed, the Water (Enterprise) Fund requires the
developer or wholesaler to advance the estimated cost of the water main extension or improvement. Upon
project completion, any excess of the advance over the project cost is refunded to the developer or
wholesaler or vice versa. The advances for construction at June 30, 2005 were $147,470.

Employee Retirement System
Plan Description

The City participates in the Missouri Local Government Employees Retirement System (LAGERS), an
agent multiple-employer public employee retirement system that acts as a common investment and
administrative agent for local government entities in Missouri. LAGERS is a defined benefit pension plan
which provides retirement, disability, and death benefits to plan members and beneficiaries. LAGERS was
created and is governed by Statute, Section RSMo. 70.600 — 70.755. As such, it is the system’s
responsibility to administer the law in accordance with the expressed intent of the General Assembly. The
plan is qualified under the Internal Revenue Code Section 401(a) and it is tax exempt.

LAGERS issues a publicly available financial report that includes financial statements and required
supplementary information. That report may be obtained by writing to LAGERS, P.O. Box 1665, Jefferson
City, Missouri 65102 or by calling 1-800-447-4334.
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Funding Policy

The City’s full-time employees do not contribute to the pension plan. The City is required by Missouri
state statute to contribute at an actuarially determined rate; the current rate is 8.5% (general), 7.1%
(police), and 13.7% (fire) of annual covered payroll. The contribution requirements of plan members are
determined by the City Council. The contribution provisions of the City are established by Missouri state
statute.

Annual Pension Cost

For 2005, the City’s annual pension cost of $4,849,276 was equal to the required and actual contribution
The required contribution was determined as part of the February 28, 2003 and/or February 29, 2004
annual actuarial valuation using the entry-age actuarial cost method. The actuarial assumptions included:

(@) a rate of return on the investment of present and future assets of 7.5% per year, compounded
annually;

(b) projected salary increases of 4.0% per year, compounded annually, attributable to inflation;

(c) additional projected salary increases ranging from 0.0% to 4.2% per year, depending on age,
attributable to seniority/merit;

(d) preretirement mortality based on the 1983 Group Annuity Mortality table; and

(e) postretirement mortality based on the 1971 Group Annuity Mortality table projected to 2000, set
back 1 year for men and 7 years for women. The actuarial value of assets was determined using
techniques that smooth the effects of short-term volatility in the market value of investments over a
five-year period. The unfunded actuarial accrued liability is being amortized as a level percentage of
projected payroll on an open basis. The amortization period at February 29, 2004 was 15 years.

See Exhibit 13 for Schedule of Funding Progress and Employer Contributions for the years ended
2005, 2004, and 2003.

Reimbursement of Employee Contributions to LAGERS

As allowed by Missouri state statutes, the City refunded the accumulated contributions of the City’s
employees and elected to reimburse LAGERS over a 15-year period ending 2008. The amount of the
annual reimbursement to LAGERS from the City is approximately $522,000; however, this figure will be
adjusted annually based on changes in actuarial assumptions. Amounts reimbursed are reported as
expenditures/expenses of each fund for the year in which they are paid to LAGERS. Reimbursement will
be made from the General, Power and Light, Water, and Sanitary Sewer major funds, and two nonmajor
funds: Tourism and Community Development Grant Act.

A separate Internal Service Fund entitled “Employee Benefits” was established to account for the increased
cost ensuing from the refund of contributions to employees. The City’s enterprise funds (listed above)
provided an actuarially determined initial contribution of $3,237,699 to the fund, which prepaid the entire
portion of their obligation. The Employee Benefits Fund is remitting these monies to LAGERS over
15 years. During 2005, the City paid the remaining balance of $791,331. No liability exists at year end for
these costs.
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Postemployment Health Benefits

In addition to the pension benefits described in note 9, the City provides postemployment healthcare
benefits to all retiring employees meeting the service criteria. Expenditures for postemployment healthcare
benefits are recognized as retirees report their claims. During fiscal year 2005, expenditures of
approximately $3,016,193 were recognized for postemployment healthcare. The City has approximately
594 participants currently eligible to receive benefits.

Risk Management

The City is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. As a result, there are a number of claims
and/or lawsuits to which the City is a party as a result of certain law enforcement activities, injuries, and
various other matters and complaints arising in the ordinary course of City activities. The City is entitled to
the defense of sovereign and official immunity against tort action that provides immunity except in two
areas — motor vehicles and the condition of property of governmental entities. The City carries commercial
property, boiler and machinery, life, and flood insurance, and settlements have not exceeded insurance
coverage for each of the past three fiscal years.

The City is a member of the Missouri Public Entity Risk Management Fund (MOPERM). MOPERM is a
body corporate and politic created by the Missouri General Assembly to provide liability protection to
participating public entities, their officials, and employees. The City pays annual premiums to MOPERM
for law enforcement liability, general liability, public official errors and omissions liability, and automobile
liability insurance coverage. The agreement with MOPERM provides that MOPERM will be
self-sustaining through member premiums. MOPERM has the authority to assess members for any
deficiencies of revenues under expenses for any single plan year. Likewise, MOPERM has the authority to
declare refunds to members for the excess of revenues over expenses relating to any single plan year.
MOPERM had no deficiencies in any of the past three fiscal years.

The City is self-insured for workers’ compensation. An excess coverage insurance policy, limited to
$10,000,000 per accident, covers specific medical claims in excess of $600,000 per occurrence, except for
Power and Light, in which the policy covers specific medical claims in excess of $750,000. In order to
maintain this self-insured status for workers’ compensation, the State of Missouri requires the City to
maintain an escrow account in the amount of $200,000. This amount is reflected as restricted assets in the
Power and Light, Water, and Sanitary Sewer Funds. Workers’ compensation liabilities were immaterial at
June 30, 2005.

The City offers its employees a contributory self-insurance healthcare plan. An excess coverage insurance
policy covers the portion of specific claims in excess of $150,000 and aggregate claims in excess of
$13,000,000. The portion of premiums paid by the City, totaling $9,288,771 are reflected as
expenditures/expenses of the various funds and premium revenue in the Staywell Health Care
(Internal Service) Fund. Claims incurred but not reported are accrued as a liability in the Internal Service
Fund.
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The claims liability of $1,119,765 reported in the Staywell Health Care Fund at June 30, 2005 is based on
the requirement that a liability for claims be reported if information prior to the issuance of the financial
statements indicates that it is probable that a liability has been incurred at the date of the financial
statements and the amount of the loss can be reasonably estimated.

Medical claims payable

2005 2004
Beginning of year $ 871,093 $ 799,270
Incurred 10,787,658 11,178,110
Paid (10,538,986) (11,106,287)
End of year $ 1,119,765 $ 871,093

Commitments
Construction Commitments

At June 30, 2005, the City had commitments of approximately $20,574,799 to complete construction
contracts. Of this amount, $6,301,527 relates to the enterprise funds.

Purchase/Sales of Capacity and Energy

The City purchases a portion of its power capacity and energy needs under a capacity purchase agreement
with Kansas City Power & Light Company (KCPL). Under the agreement, the City purchases 90 MW of
capacity and energy for a term through May 31, 2011 at contract-specified pricing for the capacity and
associated energy, although the City has the right to reduce or terminate the capacity and energy purchase
at any time after June 1, 2007. The annual minimum payment obligations (capacity charges only including
the cost of transmission) under the agreement are approximately $8,500,000.

In January 2004, the City entered into a participation power agreement with Omaha Public Power District
(OPPD). Under this agreement, the City will purchase an 8.33% share (approximately 55 megawatts) of a
new nominal 663 megawatt coal-fired baseload generating unit to be built at OPPD’s existing Nebraska
City power station site. The agreement provides that OPPD will be the owner/operator of the unit and
OPPD will sell the City’s share of the output on a cost-based approach. OPPD will issue tax-exempt bonds
to pay for the construction of the unit and the City will be obligated to pay its appropriate share of the debt
service on the bonds, the fixed operation and maintenance costs, the variable operating costs including fuel
and renewals and replacements of the unit. The unit is currently scheduled to begin commercial operation
on May 1, 2009. The term of the agreement is 40 years from the commercial operation date and can be
extended by the City for the life of the proposed unit. The estimated annual minimum payment obligations
(City’s share of the debt service and fixed operation and maintenance expenses only) are approximately
$8,250,000. Payment obligations on this project are not expected to begin until the unit begins commercial
operation in 20009.

Cooperative Agreement — Jackson County

The City and Jackson County, Missouri have entered into a cooperative agreement of approximately
$4,000,000 to obtain long-term financing under the County Urban Road System (CURS) program to be
used in conjunction with federal monies to facilitate the maintenance and upkeep of the City’s

64 (Continued)



CITY OF INDEPENDENCE, MISSOURI
Notes to Financial Statements
June 30, 2005

infrastructure. As of June 30, 2005, the City had neither received monies nor recorded expenses related to
this agreement and, therefore, no liability or receivable has been recorded.

(14) Deficits

The accumulated deficits in nonmajor funds in the amounts of $19,610 in the Street Improvements Fund,
$90,000 in the Buildings and Other Improvements Fund, $16,155 in the Storm Drainage Fund, will be
eliminated by future revenues or transfers. The accumulated deficits in the RSO, Sterling Village and
Mount Washington TIF funds will be eliminated by future tax increment financing revenues.

(15) Fund Equity

Reserved and designated fund balances at year-end are as follows:

Park Sales
General Tax Nonmajor Total
Fund balances:
Reserved for:
Encumbrances $ 1,156,315 $ 731,311 $17,323,272 $ 19,210,898
Debt service 222,911 9,843 46,243 278,997
Protested revenues 258,003 - - 258,003
Domestic violence 13,661 - - 13,661
Total fund balances reserved 1,650,890 741,154 17,369,515 19,761,559
Unreserved:
Designated for:

Police equipment - - 823 823
Capital projects 224,465 - 1,404,300 1,628,765
Strategic goal 538,795 - - 538,795
TIF distribution 431,371 - - 431,371
Homeland security 43,673 - - 43,673
Amoco settlement 54,500 - - 54,500
Permanent fund principal - - 5,000 5,000

Total fund balances
designated 1,292,804 - 1,410,123 2,702,927
Undesignated 1,903,961 457,584 11,861,447 14,222,992
Total fund equity $ 4,847,655 $1,198,738 $ 30,641,085 $ 36,687,478
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(16) Prior Period Adjustment and Change in Financial Presentation

For the year ended June 30, 2005, management determined that the following adjustments were to be made
to the opening net assets and fund balance:

1. Certain capital assets contributed from developers required that an adjustment to the opening
balance of net assets be made for the governmental activities.

2. The City determined that certain funds related to confiscated property previously accounted for as a
designated portion of fund balance were determined to be liabilities and, therefore, would result in
a corresponding reduction in fund balance.

3. Certain liabilities related to TIF (Tax Increment Financing) developer obligations had not been
recorded in prior years (see Note 7).

In addition to the adjustments noted above, the City changed its presentation of the TIF Commission from
being a blended component unit to a discretely presented component unit.

A summary of these changes is described below:

Discretely
Presented
Governmental Component General
Activites Unit Fund
Beginning net assets / fund balance $ 50151360 $ - $5,166,504
Capital assets 6,627,686 - -
Funds related to confiscated property (219,613) - (219,613)
Recategorization of component unit 44,374,985 (44,374,985) -
Developer abligations - (4,464,048) -
Beginning net assets / fund balance
as restated $ 100,934,418 $ (48,839,033) $4,946,891

66






)

CITY OF INDEPENDENCE, MISSOURI
Notes to Budgetary Comparison Schedules
Year ended June 30, 2005

Budgets and Budgetary Accounting

The City follows these procedures in establishing the budgetary data reflected in the accompanying
government-wide financial statements:

Prior to May 15, the City Manager submits to the City Council a proposed operating budget for the
fiscal year commencing the following July 1. The operating budget includes proposed expenditures
and the means of financing them.

Public hearings are conducted to obtain taxpayer comments.

Prior to June 27, the City Council adopts the budget. If the City Council fails to adopt the budget on
or before that date, the budget, as submitted or amended, goes into effect.

The City Manager is authorized to transfer budgeted amounts between divisions of a department
within any fund; however, any revisions that alter the total appropriations within any fund, or that
transfer appropriations between departments, must be approved by the City Council. The 2004-2005
budget was amended during the year for transfers and supplemental appropriations. The budget
amendments were approved by the City Council.

Expenditures may not exceed appropriations for any department without City Council approval.
Unencumbered appropriations lapse at year-end.

Formal budgets are used as a control device for all funds; however, there is no requirement to report
on the budget. Therefore, the financial statements include a comparison of budget to actual only for
the General, Park Sales Tax and Tourism Special Revenue Governmental Funds. Annual operating
budgets are not prepared for Capital Projects Funds, although budgets on a project basis are
prepared.

The City’s policy is to prepare the annual operating budget on a basis which includes encumbrances as the
equivalent of expenditures. The budgetary comparison schedules are prepared on this basis. Certain
reclassifications between budgeted revenues and transfers have been made to facilitate the comparison
with actual operations.
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Exhibit 10
CITY OF INDEPENDENCE, MISSOURI

Notes to Budgetary Comparison Schedules
Year ended June 30, 2005

The Statement of Revenues, Expenditures, and Changes in Fund Balances — Governmental Funds does not
include encumbrances outstanding at year-end as expenditures because encumbrances are reported as
reservations of fund balances in accordance with GAAP for the modified accrual basis of accounting.
Adjustments necessary to convert the results of operations under the modified accrual basis to the budget
basis are included as reconciling items on the following budget-basis statement:

General
Fund

Sources/inflows in resources:
Actual amounts (budgetary basis) for total revenues from the budgetary
comparison schedule $ 48,665,197
Basis difference — budget to GAAP — none —

Total revenues as reported on the combined statement of revenues,
expenditures, and changes in fund balances — governmental funds  $ 48,665,197

Uses/outflows of resources:
Actual amounts (budgetary basis) for total expenditures from the budgetary

comparison schedule $ 59,661,848
Basis differences — budget to GAAP:
Outstanding encumbrances at year-end charged to the current year’s budget (1,156,315)
Current year expenditures of encumbrances outstanding at the end
of the prior fiscal year 977,668

Total expenditures as reported on the combined statement of
revenues, expenditures, and changes in fund balances —
governmental funds (GAAP basis) $ 59,483,201
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