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Kansas City (the City) is a constitutionally chartered city and political
subdivision of the State of Missouri, incorporated on June 3, 1850.
The City is the central city of a fifteen-county Metropolitan Statistical
Area (MSA) situated at the confluence of the Kansas and Missouri
rivers.

The City is governed by a city council comprised of a mayor and
twelve (12) other elected members. The City Council is elected to
four-year terms of which only two terms may be consecutive. The
Mayor and six of the Council Members are elected at large and six
council members are elected by the residents of their districts. The
City Council is responsible for establishing City policy and oversee-
ing City affairs.

The Mayor appoints four members of the City Council to serve on
the City’s Aviation Committee. This committee performs in-depth
reviews of proposed Aviation Department legislation and objectives.

Subsequent to the review of department legislation, the Committee
will forward a recommendation to the full City Council for approval.

The City Council is also responsible for appointing the city manager
who is responsible for implementing the City policies approved by
the City Council. The City Manager appoints and has oversight
responsibility for the Director of Aviation.

The Director of Aviation (the Director) is responsible for the opera-
tion and maintenance of the Department's three facilities: Kansas
City International Airport, Charles B. Wheeler Downtown Airport
and the former Richards-Gebaur Memorial Airport. The Director is
also responsible for department staffing requirements and operates
the department via nineteen divisions. Each division manager is
responsible for budgeting and overseeing the daily operations of
his/her respective division.
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KANSAS CITY
AVIATION DEPARTMENT

Karsas City Iternational Airport

601 Brasilia ¥enue
Karsas Ciy, Missouri 64153

October 20, 2006

Honorable Mayor and City Council Members,

City of Kansas City Missouri;
Mr. Wayne Cauthen, City Manager, City of Kansas City, Missouri;
Citizens of Kansas City; and,

Fellow Employees:

| hereby present the Comprehensive Annual Financial Report
(CAFR) of the Department of Aviation (Department) for the City of
Kansas City (City).

State law requires that all political subdivisions publish an annual
report of financial transactions. This report is published to fulfill
that requirement for the fiscal year ended April 30, 2006. The inde-
pendent accounting firm, KPMG LLP, whose report is included, has
issued an unqualified ("clean") opinion on the Department’s financial
statements for the year ended April 30, 2006. The independent
auditor's report is located at the front of the financial section of this
report. The independent accounting firm also conducted an audit
of compliance as required by Section 14 of the Code of Federal

Regulations (CFR) Part 158, Passenger Facility Charges.

This report was prepared by the Accounting & Finance Division of
the Department, which is committed to the accurate disclosure of
reporting to the City Council and citizens of the City.

The financial statements, statistical, and bond disclosure information
contained herein are representations of the Department manage-
ment which bears the responsibility for the accuracy, completeness,
and fairness of this report. To the best of my knowledge, these rep-
resentations are accurate in all material respects.

This report is prepared in accordance with the guidelines set forth by
the Government Finance Officers Association of the United States
and Canada (GFOA). The GFOA awards a Certificate of

Achievement to all public entities whose CAFR has attained the
high standards of public financial reporting, including U.S. generally
accepted accounting principles (GAAP) promulgated by the
Government Accounting Standards Board (GASB). Subsequent to
publication of this report, it will be submitted for consideration by
GFOA in meeting the high standards of disclosure and reporting.

In accordance with GFOA's criteria for awarding a Certificate of
Achievement for Excellence in Financial Reporting, this report is
comprised of five sections:

1. Introductory Section, including this transmittal letter.

2. Financial Section, including the independent auditors'
opinion, management’s discussion and analysis, financial
statements, related footnotes, required supplementary
information, and other supplementary information.

3. Statistical Section, providing financial, economic, and
industry-specific information.

4. Compliance Section, including Passenger Facility
Charge.

5. Bond Disclosure Section, including all reports necessary
for continuing bond disclosure.

The reader is encouraged and reminded that the Management's
Discussion and Analysis (MD&A) beginning on page 23 is a narra-
tive representation of this past year’s financial results and should
also be read with this letter.

~
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Profile of The Department of  Aviation

The Department is a department of the City and commenced opera-
tions concurrent with the dedication of the Kansas City Municipal
Airport, now the Charles B. Wheeler Downtown Airport, on August
17, 1927 by aviation legend, Charles Lindbergh. The Department
now oversees operations at three transportation facilities: Kansas
City International Airport, Charles B. Wheeler Downtown Airport,
and Richards-Gebaur Intermodal Facility (formerly Richards-Gebaur
Memorial Airport).

Kansas City International Airport

Kansas City International Airport (MCI) is located 18 miles north of
downtown Kansas City, Missouri, and is comprised of 10,725 acres.
MCI officially opened on November 11, 1972 and serves as the pri-
mary passenger air carrier airport. MCI has three fully instrumented
runways and a full complement of parallel taxiways that are capable
of handling any aircraft in service today. To accommodate all pas-
sengers, the airport has three passenger terminals that have a total
of over one million square feet with 71 boarding gates and 50 pas-
senger boarding bridges. Each of the three terminals includes a full
complement of offices, food and beverage concession areas, rest-
rooms, news and gift shops, departure lounges, and baggage han-
dling facilities. The airport has 23,213 parking spaces to accom-
modate vehicles for airport visitors.

Charles B. Wheeler Downtown Airport

The Charles B. Wheeler Downtown Airport formerly served as
Kansas City’s air carrier airport prior to MCI's opening in 1972. The
airport is conveniently located across the river from the downtown
area and is comprised of 697 acres, approximately the same size as
when it was dedicated in 1927. The airport currently services the
general aviation community as a reliever airport with two fixed base
operations, hangar, tie-down, maintenance aircraft rental, and char-
ter and training services. The airport is also home to a college-level
aircraft maintenance school and aircraft museum.

Richards -Gebaur Intermodal Facility

Richards-Gebaur (RG), located on the south side of the City, is a
former United States Air Force Base. Although the Air Force ceased
using this facility many years ago, RG was used for general aviation
purposes until it was officially closed by the FAA on January 10,
2000. The City/Department accepted the responsibility of operating
the facility until August 3, 1999 when a public referendum was
passed to approve the closing of the airport’s runway to establish an
intermodal freight transportation facility. Part of RG is currently
under a lease agreement with Kansas City Southern Railroad for the

development of the intermodal facility. On April 19, 2001, the City
Council accepted the master plan and approved the recommenda-
tion that RG remain closed for aviation purposes. RG encompasses
1,500 acres.

Long Term Financial Planning
The Department has two long term !nancial goals:

1) To diversify more revenue away from aviation related industries.
Currently, the Department’s revenue is concentrated on the air-
line industry, to hedge against any future downturns in the airline
industry, the Department will diversify its revenue into other indus-
tries. This past year the Department signed an agreement with
Trammel Crowe to develop land in the warehousing industry.

2) Increase the percentage of ! xed revenue. The Department cur-
rently has a far greater percentage of variable revenue than ! xed
revenue, which is favorable in a positive economic environment
and unfavorable in a declining economic environment. So as to
weather any future declining economic environments, and when
it is ! nancially prudent, the Department will pursue ! xed versus
variable revenue streams to protect itself from any economic
downturns.

Local Economy

Kansas City, Missouri, is the most centrally located principal city in
the United States. Such a logistically favorable location has allowed
the City to flourish as a mecca for transportation-related industries
and companies, as evidenced by the decision of 11 major passen-
ger air carriers, 5 major cargo air carriers, 5 first-class railroads and
well over 100 trucklines to serve Kansas City. Within a three- hour
flight, one can be in any one of the fifty 50 major cities in the “lower
48." Not only is Kansas City served in the air, but it is served on the
ground as well. The City is the second largest railroad hub in the
country (Chicago is first) and is also the headquarters for Kansas
City Southern Railroad. Located at the cross hairs of America, the
City is well suited for truck transportation and is the headquarters for
YRC Worldwide (formerly known asYellow Roadway Corporation)
as well as five Fortune 500 companies.

The City has historically pursued a policy of annexation, and is today
the 13th largest city in land area in the United States with a total area
of approximately 317 square miles.

The City has a metropolitan statistical area (MSA) that includes a
total of 15 counties, 8 and 7 of these counties are located in the

~
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states of Missouri and Kansas, respectively. Those counties located
in Missouri include Caldwell, Cass, Clay, Clinton, Jackson, Lafayette,
Platte, and Ray and those located in Kansas include Bates,
Franklin, Johnson, Leavenworth, Linn, Miami, and Wyandotte. In
total, this 15 county MSA encompasses an area of 7,605 square
miles. Within this MSA are three principal cities; Kansas City,
Missouri, Overland Park, Kansas, and Kansas City, Kansas. The
population in calendar year 2005 and 2004 was 1,997,504 and
1,926,959, respectively.

The primary Air Service Area (ASA) serves the population within and
beyond the MSA and includes the Buchanan, Missouri and Douglas,
Kansas counties. In total, 2,081,451 residents live within the ASA.
and no other hub airport overlaps the primary ASA. The nearest
large hub airport, St. Louis, is located 250 miles away. Small hub
airports, Des Moines and Wichita, are each located 190 miles away.
The population of the MSA comprises 91.1 percent of the ASA's
population and, therefore, all discussion of economic trends will
focus on the MSA.

The unemployment for the MSA, as compared to that of the states
of Missouri and Kansas, and the national average, is as follows:

FYEOQ6 FYEO5 FYEO4
Kansas City MSA 4.5% 5.4% 5.4%
State, Missouri 4.4 5.3 5.2
State, Kansas 4.2 4.8 5.2
National 4.7 5.1 5.5

Source: www.bls.gov, not seasonally adjusted

There has been a general overall improvement in unemployment
and more importantly this improvement appears to be a trend that
will continue into the foreseeable future. In contrast to the improve-
ment in unemployment rate, there is a moderate increase in the
Kansas City MSA's inflation rate as shown below. This past calen-
dar year inflation increased 2.5 percent as compared to 2.1 percent
increase in the previous calendar year.

CPI-U Annual %
Increases
C2000 166.6 4.1%
C2001 172.2 3.4
C2002 174.0 0.1
C2003 177.0 1.7
C2004 180.7 2.1
C2005 185.3 2.5

Highlights

July 2005: Departure Lounge Restrooms and Concessions Open
The first of 12 airline departure lounge restrooms and food conces-
sions opened. Restrooms and concessions beyond the security
checkpoint were a common customer request after the completion
of the Terminal Improvement Program (November 2004) and the
increase in security screening procedures. The 11 remaining facili-
ties will be constructed within one year.

October 2005: America West moves to Terminal A
As part of the merger with US Airways, America West Airlines moved
from Terminal C to Terminal A on the evening of October 11th.

November 2005: Aircraft Rescue Firefighting Facility Completion
An Aircraft Rescue Firefighting Facility was completed at a cost of
$6 million. This facility accommodates five ARFF vehicles and is
more centrally located to provide better incident coverage. The cost
of the facility was funded 68.3 percent by the FAA.

December 2005, Southwest Airlines Announces Nonstop Service to
Dallas Love Field

Following President George W. Bush's signing of a transportation
appropriations bill containing language that exempts Missouri from
federal restriction placed on Dallas' Love Field airport, Southwest
Airlines announced new nonstop jet service. Southwest started this
service on December 13 with four daily nonstop flights.

December 2005: Operation Heartsafe Introduced

Kansas City International Airport teamed up with Saint Luke's Mid
America Heart Institute and Anne Peterson Productions on a new
program called Operation Heartsafe. The initiative includes a series
of Public Service Announcements that will run on the CNN Airport
Network TV monitors and flight information displays at MCI to
increase awareness and instruct travelers if they witness a cardiac
emergency in the airport. This program included the installation of
18 automatic external defibrillators (AEDS).

March 2006: Checkpoint Modification Project

Security checkpoints at Kansas City International Airport were
reconstructed to further enhance Kansas City air travel. Where
needed, changes were made that resulted in more room for security
procedures and improved passenger flow through the checkpoints.
Other modifications included frosting glass walls to obscure passen-
gers' view of screening equipment and the addition of a private room
at each checkpoint for travelers selected for secondary screening.

~
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April 2006: Passenger Traffic

In the last four months of the fiscal year, enplanements increased
41.2 percent, or 477,125 above that for the same four month period
the prior year. Management is expecting the trend to continue
throughout the summer.

April 2006: Air Service
The changes in passenger airline service this past year are as fol-
lows:

Daily Domestic Non-Stop
Departures Destinations
FYEO5 Balance 203 46
Increases 40 23
Reductions (35 _(18)
FYEOG6 Balance 208 51

In FYEO6, new domestic passenger service was provided to Love
Field in Dallas, Pittsburgh, Boston and Harrisson, Arkansas.

Grant Management

The Department has relied heavily on Airport Improvement Program
(AIP) grants, sponsored by the Department of Transportation
Federal Aviation Administration, to fund many of its capital improve-
ment projects, including the cost of land, aircraft rescue and firefight-
ing equipment, and costs associated with passenger security.
Normally, these grants will fund between 75 and 90 percent of the
entire project. The remaining portion is funded by Department
funds.

At FYEO6, the Department had 11 AIP grants open, three of which
were opened in the current fiscal year. Please see page 70,
Schedule of Grants for more details.

The Department also as an operating grant from the Federal
Aviation Administration that funds the costs to provide canine bomb
detection services. The annual proceeds provided by this grant is
$120,500.

Cash Management

The City administers the cash management of the Department’s
funds and invests them in accordance with the City’s charter Section
2-1611, Investment of idle cash. This section allows for the invest-

ment of idle cash in financial instruments that are safe, liquid, and
offer a high yield, in that order of priority. The City maintains pooled
and restricted investments in accordance with the city charter invest-
ment policy.

Art Fund

The Department is a part of the City's One Percent for Art program.
This is a legislated program passed in December 1986, which
requires that one percent of the cost of the construction, reconstruc-
tion or remodeling of any municipal building be set aside for public
art.

This past year the artwork, Double Monopole, a light and water
sculpture by internationally-known artist Keith Sonnier was created.

The Budget

Department management has long recognized the importance of
proper and accurate budgeting. To this end, the Department annu-
ally creates a budget and submits it to the City Council for approval.

Department control of the budget is maintained using encum-
brances. A report of year-to-date actuals vs. budget is prepared
monthly and distributed to all division managers.

Internal Control

The Department’s internal control structure is an important and inte-
gral part of its entire accounting system. The current structure in
place is designed to provide reasonable, but not absolute, assur-
ance that:

1. Assets are safeguarded against loss from unauthorized
use or disposition;

2. Transactions are executed in accordance with manage-
ment's authorization;

3. Financial records are reliable for preparing financial state-
ments and maintaining accountability for assets; and

4. There is compliance with applicable laws and regulations.

The concept of reasonable assurance recognizes that the cost of
the control should not exceed the benefits that are likely to be
derived from them, and that the evaluation of costs and benefits
requires estimates and judgement by management.

| believe that the Department’s internal control framework adequate-
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ly safeguards assets and provides reasonable assurance and prop-
er recording of financial transactions. Management also believes
that the data in this CAFR, as presented, is accurate in all material
respects, that it presents fairly the financial position, results of oper-
ations, and cash flows of the Department, and that all disclosures
necessary to enable the reader to gain maximum understanding of
the Department’s financial affairs have been included herein.

The Department has an internal audit division that consists of one
full-time employee. An audit committee comprised of the Director of
Aviation and two Deputy Directors directs the duties and audits of
this division.

Awards

The Government Finance Officers Association of the United States
and Canada (GFOA) awarded a Certificate of Achievement for
Excellence in Financial Reporting to the City of Kansas City’s
Department of Aviation for its comprehensive annual financial report
for the fiscal years ended April 30, 2005 and 2004. This was the
second in as many years the Department of Aviation prepared and
submitted a comprehensive annual financial report for consideration
of this award. In order to be awarded a Certificate of Achievement,
a government must publish an easily readable and efficiently orga-
nized comprehensive annual financial report. This report must
satisfy both U.S. generally accepted accounting principles and
applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only.
| believe that our current comprehensive annual financial report
continues to meet the Certificate of Achievement Program’s require-
ments and | am submitting it to the GFOA to determine its eligibility
for another certificate.
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INDEPENDENT AUDITORS’ REPORT

KPMG LLP, Suite 1000, 1000 Walnut Street, Kansas City, MO 64106-2162
Honorable Mayor and Members of the City Council, Kansas City, Missouri:

We have audited the accompanying ! nancial statements of the City of Kansas City Airports Fund (the Fund) as of and for the
years ended April 30, 2006 and 2005, as listed in the table of contents. These ! nancial statements are the responsibility of the
Fund’s management. Our responsibility is to express an opinion on these ! nancial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America and the stan-
dards applicable to ! nancial 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 ! nancial
statements are free of material misstatement. An audit includes consideration of internal control over ! nancial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Fund’s internal control over ! nancial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the ! nancial statements, assessing the
accounting principles used and signi! cant estimates made by management, as well as evaluating the overall ! nancial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in note 1, the ! nancial statements present only the Fund and are not intended to present fairly the ! nancial position
of the City of Kansas City, Missouri, and the changes in its ! nancial position and cash #ows where applicable for the years ended,
in conformity with U.S. generally accepted accounting principles.

In our opinion, the ! nancial statements referred to above present fairly, in all material respects, the ! nancial position of the Fund
as of April 30, 2006 and 2005, and the changes in its ! nancial position and cash #ows for the years then ended, in conformity with
U.S. generally accepted accounting principles.

Management'’s discussion and analysis on pages 23 through 27 is not a required part of the ! nancial statements, but is supple-
mentary information required by U.S. generally accepted accounting principles. The other supplementary information are pre-
sented for the purpose of additional analysis and are not a required part of the ! nancial statements. We have applied certain
limited procedures, which consisted principally of inquiries of management regarding methods of measurement and presentation
of the management discussion and analysis and supplementary information. However, we did not audit the information and ex-
press no opinion on it.

Our audit was performed for the purpose of forming an opinion on the Fund’s ! nancial statements. The introductory section,
statistical section, and bond disclosure section are presented for the purpose of additional analysis and are not a required part of
the ! nancial statements. The introductory section, statistical section, and bond disclosure section have not been subjected to the
auditing procedures applied by us in the audit of the !nancial statements and, accordingly, we express no opinion on them.

Kansas City, Missouri
October 20, 2006

KPMG LLP, a U.S. limited liability partnership, is the U.S. member Irm of KPMG International, a Swiss cooperative.
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This management’s discussion and analysis (MD&A) of the City of
Kansas City, Missouri's Aviation Department (Department) provides
an introduction and overview of the Department's financial state-
ments and activities for the fiscal years ending April 30, 2006 and
2005. The Kansas City Airports Fund is an enterprise fund of the
City of Kansas City, Missouri, (the City) and is supported wholly by
airport user charges. No general tax fund revenues are used for the
administration, promotion, operation, or maintenance of the airports
in the system. The Department is charged with the responsibility to
operate and maintain the City's two airports: Kansas City International
Airport (MCI) and Charles B. Wheeler Downtown Airport (MKC), as
well as the Richards-Gebaur Intermodal Transportation Facility
(RG).

The information contained herein should be considered in conjunc-
tion with the financial statements, notes, and other supplemental
information in order to provide a complete understanding of the
financial performance and activities this past year. The City com-
bines the financial operations of the City's two airports and
Richards-Gebaur into one set of financial statements for the entire
Department.

Overview of the Financial Statements

The accompanying financial statements are prepared on an accrual
basis in accordance with U.S. generally accepted accounting prin-
ciples, as set forth by the Governmental Accounting Standards
Board (GASB). Revenues and expenses are recognized when
earned and incurred, not when received or paid. Capital assets,
except land and construction in process, are depreciated over their
useful lives. (See the notes to the financial statements for significant
accounting policies).

The statement of net assets compares the Department's assets and
liabilities, with the difference between the two reported as net
assets. Over time, increases or decreases in net assets may serve
as a useful indicator of the Department's financial position.

The statement of revenues, expenses and changes in net assets
presents information showing how the Department's net assets
changed during the 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 the related cash flows.

In the statement of cash flows, only transactions that affect the
Department's cash accounts through operating activities, financing
activities, and investing activities are listed.

Airport Activities  and Highlights

One of the Department's "bell weather" activity indicators, passen-
ger enplanements, reacted to favorable economic conditions and
increased 1.7 percent in FYEO6. This increase led to increased
revenues in parking, concessions, and passenger facility charges.
In the prior year, FYEQ5, enplanements increased 2.7 percent.

The Department's other "bell weather" activity indicator, aircraft
landed weight, decreased in FYEO6 as airlines were using more
lighter-weight regional jets than in the prior year. This decrease did
not translate to lower airfield revenues as a new Use and Lease
Agreement with the signatory airlines became effective May 1,
2005.

To a lesser extent, enplaned cargo is used as an indicator of the
Department's activity. In FYEO6, cargo marginally decreased 1.86
percent.

FYEO6

FYEOS FYEO4

5,112,330 5,036,886 4,905,086
150,227 153,071 147,062
8,077M 8,283M 8,426M

Enplanements
Cargo Enplaned (Ibs.)
Landed Weight (Ibs.)

Financial Position and Assessment

Summary of Operating Revenues

As a result of the Department's favorable activities in FYEQ6, the
Department's operating revenue continued to grow, increasing
approximately $9.5 million, or 13.4 percent, from the previous year.
This is the Department's fourth consecutive year of an increase in
operating revenue and its first year that revenues have more than
marginally surpassed pre-911 levels. Also contributing to the
increase were revenues derived from leased properties which
increased $2.1 million, or 36.4 percent from the previous year. In
FYEOS5, operating revenue increased $1.5M, or 2.2 percent from the
prior year and resulted from increases in both parking and conces-
sion revenues.




24 | : : ,
| Managements Discussion and Aalysis

FYEO06, FYEO5 and FYEO4 operating revenues are itemized as fol-
lows ('in thousands):

FYEO6 FYEOQ5 FYEO4

Terminal fees

Terminal floor space $8,196 $6,789 $6,834

Apron 1,728 1,834 1,761

Passenger boarding bridges 1,029 734 708

Total 10,953 9,357 9,303
Airfield fees

Landing fees 11,003 9,359 9,546

Fuel flowage fees 659 680 682

Total 11,662 10,039 10,228
Parking

Parking 35,473 34,314 32,878

Livery trip fees 297 295 415

Total 35,770 34,609 33,293
Property rental

Aviation 4,389 2,327 3,001

Non-aviation 3,540 3,487 3,353

Total 7,929 5,814 6,354
Auto rental fees

Property rental 1,309 2,261 1,139

Concession 7,064 5,568 6,726

Total 8,373 7,829 7,865
Transportation Facility Charge 1,760 - -
Concessions

Food & beverage 1,573 1,095 587

News, gifts, & merchandise 1,636 1,398 862

Other 382 265 236

In-flight food service 206 353 359

Total 3,797 3,111 2,044
Other 136 160 287

Total operating revenue $80,380 $70,919 $69,374

Terminal fees, and primarily that of terminal floor space revenue,
increased as a result of changes in the renegotiated Use & Lease
Agreement that became effective May 1, 2005. One of the changes
within the agreement was the reallocation of operating expenses to
the following four cost centers: airfield, terminal, apron and passen-
ger boarding bridge. The increase, however, was partially offset by
Apron fees that were also renegotiated in the same agreement.
Passenger boarding bridge fees increased $295 thousand due to
the increased cost of maintaining each bridge as a result of the
increased complexity of recently added bridges.

Landing fees increased $1.6 million, or 17.6 percent in FYE06 and
this increase was also reflective of changes to the new Use and

Lease Agreement. In FYEOS5, landing fees decreased $187 thou-
sand as a result of a 143 million pound, or 1.7 percent, decrease in
aircraft landed weight.

Total Operating Revenues

$90
$80
$70
$60
$50
$40

il

$30
$10
FYEO2 FYEO3 FYEO4 FYEO5 FYEO6

Millions

Parking revenue increased approximately $1.16 million as a result
of the increase in enplanments this past year. This increase is
slightly lower increase than the $1.32 million increase realized in
FYEO5 that resulted from the opening of the new Economy Parking
Lot. (opened January 2004).

The Department's property rental revenue in FYEO6 increased a
total of $2.1 million. Although a decrease was to result from the
transfer of the American Airlines Overhaul Base ("Base") revenue to
the seperately recognized Overhaul Base Special Facility Fund,
revenue was more than made up from other sources. One of these
sources was the reimbursement of utility expenses incurred at the
Base which amounted to approximately $1.6 million.

In FYEOS6, the Department recognized a new source of operating
revenue, Transportation Facility Charges. These charges are
asessed at $2 per transaction day on rental car contracts to pay for
a new bus facility to house buses that will be used for transporting
passengers between the new consolidated rental car facility and the
terminals. The fee will also pay for maintenance of the new rental
car facility.

Concession fees, specifically Food & Beveage and News, Gifts &
Merchandise, increased by 22 percent in FYEO6. Not only is the
increase attributed to additional enplanements, but also, the recog-
nition of higher commissions on sales over a twelve month period.
FYEO5 Concession revenue increased $1.07 million as a result of
an increase in the sales commission that became effective in
December 2004 upon of the completion the Terminal Improvement
Project.

N

\
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Summary of Operating Expenses  (in thousands)

Operating expenses increased approximately $9.6 million or 19.0
percent from the previous year, with the "lions share" of the increase
attributable to contractual services. The previous year, FYEO5,
operating expenses increased a marginal $1.26M or 2.6 percent.
Operating expenses for the past three (3) years are itemized as
follows (in thousands):

FYEO6 FYEO5 FYEO4

Salaries, wages and benefits ~ $24,007 $22,169 $21,121
Contractual services 33,071 25,680 25,474
Commodities 2,977 2,622 2,617
Total $60,055 $50,471 $49,212

Besides the annual salary and wage increase necessary for retain-
ing quality employees, the increase in Salaries, Wages and Benefits
was also due to a $1.1 million increase in contributions to the
employee pension plan. This past year the Department contributed
$2,656,745 to the pension plan

Total Operating Expenses
$70
$60
$50
o $40
5
= $30
=
$20
$10
$-
FYEO02 FYEO3 FYEO04 FYEO5 FYEO06

which is 17.7 percent of salaries. The $7.4 million increase in con-
tractural serivces is attributed to increases of $1.8 million in fees for
the new bus service agreement with the rental car companies,

$1.6 million in utility fees for the central utilities plant which is a part
of the American Airlines Overhaul Base, $1.7 million in electrical
expenses, $800 thousand in a parking service agreeement, and
$600 thousand in natural gas expenses.

In FYEOQ5, operating expenses increased approximately $1.3 million,
or 2.6 percent. Salaries, wages and employee benefits increased
approximately $1 million, or 5.0 percent. This increase was attrib-
uted to increases in employee wages of $285 thousand and
employee health insurance of $512 thousand.

Summary of Statement of Revenues, Expenses and Changes

in Net Assets

FYEO6 net assets increased a favorable $23.7 million. This increase
is reflective of both an increase in operating revenues, as previously
discussed, and an increase in capital contributions. Net assets in
FYEO5 decreased $4.1 million and contributing to this decrease
was a $10.3 million increase in non-cash operating expenses, all of
which was depreciation The increase in depreciation was due to the
first full year of depreciation for the $59 million Economy Parking
Lot and six months of depreciation for the $257 million Terminal
Improvement Project.

A summary of revenues and expenses for the past three years is as
follows (in thousands):

FYEO6 FYEO5 FYEO4
Operating revenues $80,379  $70,919  $69,374
Operating expenses 60,056 50,471 49,212
Operating income before non-
cash operating expenses 20,324 20,448 20,162
Non-cash operating expenses:
Depreciation 41,575 30,562 20,015
Depreciation-grant proceeds 7,692 8,088 8,385
Amortization 354 288 210
Total 49,621 38,938 28,610
Operating loss (29,297) (18,490) (8,448)
Nonoperating revenue:
Interest 7,396 3,189 4,879
Passenger facility charge 20,253 13,655 13,880
Customer facility charge 6,148 5,977 5,887
Operating grant revenue 130 136 937
Other 211 615 187
Total nonoperating revenue 34,138 23,572 25,770
Nonoperating expense:
Interest 19,187 14,676 9,324
Other 2,886 328 91
Total nonoperating expense 22,073 15,004 9,415
Nonoperating income 12,065 8,568 16,355
Income (loss) before cap. contr. (17,232) (9,922) 7,907
Capital contributions 40,898 5,817 3,258
Increase (decr.) in net assets 23,666 ($4,105)  $11,164
Net assets - beginning of year 450,878 454,983 443,819
Net assets - end of year $474,544  $450,878 $454,983

Passenger facility charges partially contributed to the increase in
nonoperating revenue and increased to $20.3 million as a result of
an increase in the passenger facility charge fee from $3.00 to $4.50
per enplanement. In comparision to the prior year, passenger facility
charge revenue was $13.6 million.
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As a beneficiary of higher interest rates, interest revenue increased
$4.2 million and contributed to the overall $10.6 million increase in
nonoperating revenue. This compares favorably with the prior fis-
cal year during which interest revenue and nonoperating revenue
decreased approximately $1.7M and $2.2M, respectively. Also
attributing to the decease in FYEO5 was the expiration of an operat-
ing grant for buses with the Missouri Department of Transportation.

In concert with the nonoperating revenues, FYEO6 nonoperating
expenses increased as well, $7.1 million, or 47.1 percent from the
prior year. This increase is mostly attributable to $4.5 million in
additional interest expense. Although interest paid increased only
slightly, as shown in the following table, interest expense increased
in FYEO6 as FYEO5 had $3.3 million more of capitalized interest
on construction projects. Interest is capitalized and not expensed
on projects when the projects are funded by bonded debt and the
project is under construction. In FYEO6, the only ongoing capital
project for which interest is capitalized was the consolidated rental
car facility.

For this past year, the Department had the following additions and
deductions from the interest paid on its outstanding bonds:

FYEO6 FYEO5 FYEO4

Interest paid $20,158,000 $19,138,877 $20,242,594

Interest capitalized (1,153,481) (4,453,501) (10,905,918)
Accrued interest 100,655 (160,950) (372,493)
Amortized loss on refunding 630,627 654,067 571,711
Amortized bond discount 76,342 71,223 91,023
Amortized premium (604,645) (486,723) (304,623)
Interest exp. on refund. - 90,444 -
Interest rev. on bond sale  (23,236) (180,245) -
Fiscal agent fees paid 2,631 2,577 2,004

Interest Expense $19,186,893 $14,675,769 $9,324,298

Debt Administration

Total debt outstanding at FYEO6 was approximately $398 million,
a $14.7 million decrease from the previous year. The decrease
is due to a payment of $11.78 million for principal on bonds, and
the issuance on August 15, 2005, of General Improvement Airport
Refunding Revenue bonds, Series 2005H bonds, in the amount of
$19,615,000 which were sold to refund $22,490,000 outstanding on
Series 1995A bonds.

Please refer to Footnote 8 for more details.

Capital Contributions

Capital contributions, grant revenue, increased approximately
$35.1M in FYEO6 as the Department recieved reimbursement on
completed projects at both KCI and Downtown airports. Receipts
from grants are as follows:

FYEO6 FYEO5
AlIP-3-29-0040-34 $1,389,800 1,775,141
AIP 3-29-0040-37 5,178,810 2,593,983
AIP 3-29-0040-38 48,811 537,587
AIP 3-29-0040-41 532,843 1,436
AIP 3-29-0040-42 394,507 32,817
AIP 3-29-0040-43 925,341 716,057
AIP 3-29-0040-44 3,803,506 -
AIP 3-29-0040-45 6,748,979 -
AIP 3-29-0040-46 4,634,255 -
AIP 3-29-0040-47 837,989 -
AIP 3-29-0040-48 2,778,347 -
AIP 3-29-0041-13 77,025 159,627
AIP 3-29-0041-14 7,650,000 -
AIP 3-29-0041-15 5,415,000 -
AIP 3-29-0041-16 409,776 -
MODOT 72,896 -
Total capital contributions $40,897,885  $5,816,648
Summary of Statement of Net Assets (in thousands)
FYEO6 FYEO5 FYEO4
Assets:
Current assets $247,051 $262,341 $246,828
Non-current
Capital, net 648,697 613,887 601,064
Bond issue costs, net 4,243 4,564 3,369
Total assets 899,991 880,792 851,261
Liabilities:
Current liabilities 39,148 29,357 31,999
Long-term 386,299 400,557 364,279
Total liabilities 425,447 429,914 396,278
Net Assets:
Invested in capital, net of debt 295,181 283,935 271,379
Restricted 61,684 42,686 59,359
Unrestricted 117,679 124,257 124,245
Total net assets 474,544 450,878 454,983
Total liabilities and net assets $899,991 $880,792 $851,261

In FYEOS6, total assets increased $19.2 million to approximately
$899.9 million. During the same period the previous year, assets
increased $29.5 million which was a result of capital raised in the
amount of $57 million to fund the construction of a consolidated car
rental facility.
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Capital Assets

Capital assets increased in FY06 by $34.8 million as compared
to $12.8 million in FY05. The capital asset growth in FYEO6 is
attributed to three construction projects: the consolidated rental car
facility, the automated access control system, and the Runway 1/19
project at MKC. The increase in capital assets in FYEO04 was due
to construction of projects in process.

Additional information can be found in Footnote 5 on pages 40 and
41.

Airline Rates & Charges

Airline rates and charges (R&Cs) represent the fees received by
the Department from the airlines for their use of the airport's facili-
ties and for the privilege of operating at MCI. The calculation of the
R&Cs is based on the provisions of the airline use and lease agree-
ment. It is important to maintain low airline rates and charges in
order to remain cost-competitive.

The use and lease agreement negotiated between the City and the
airlines became effective May 1, 2005 and will expire April 30, 2009.
R&Cs are determined for a year using budgeted amounts. After six
months, the R&Cs may be amended to conform with year-to-date
actuals. At the end of the year, settlement R&Cs are calculated
based on actual amounts and additional payments may be paid to
or received from the signatory airlines.

The rates and charges billed to the airlines were as follows:

FYEO6' FYEO5'
Signatory landing fee? $ 1.35 $ 1.10
Terminal rental rate $ 24.39/sf $ 24.41/sf
Terminal apron rental $202.33/If $258.11/If
Passenger boarding bridge: $2,592/mo  $1,807/mo

* post settlement
2 per 1,000 Ibs. of aircraft landed weight
? per boarding bridge

A mid-term adjustment increased the FYEO6 landing fees from
$1.29 to $1.45. This offset a decrease in projected landing weights
in FYEO6.

Landing fees and terminal rental rates for non-signatory airlines are
assessed at 125 percent of the established rates.

Passenger Facility Charges

Passenger facility charges (PFC) revenue grew as a result of a fee
increase from $3.00 to $4.50 and is earned on an accrual basis.
Historical PFC revenue is as as follows:

FYEO6 $20,252,999
FYEO05 13,655,542
FYEO4 13,879,589

Customer Facility Charges

A Customer Facility Charge (CFC) of $3.00 per transaction day on
rental cars was implemented on January 1, 2001 to fund the debt
service associated with the design, engineering and construction
of the new consolidated rental car facility. CFC revenue earned on
an accrual basis for the current and previous two fiscal years are
as follows:

FYEOG6 $6,147,691
FYEO05 5,976,731
FYEO4 5,886,939

Request for Information

This financial report is designed to provide the Department's
management, investors, creditors, and customers with a general
overview of the Kansas City Airports Fund's finances and to dem-
onstrate the Department's accountability for the funds it receives
and expends. For additional information about this report, please
contact the undersigned at, Kansas City International Airport, P. O.
Box 20047, Kansas City, Missouri 64195-0047.

This report is respectfully submitted by,

Michael F. Zonsius, CPA
Deputy Director / Finance & Accounting

~
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FYEOQ6 FYEOQ5
ASSETS

Current assets:
Unrestricted assets:

Cash and cash equivalents

$124,978,593

The notes are an integral part of these financial statements.

$124,182,308

Accounts receivable 5,158,414 1,356,547
Allowance for doubtful accounts (485,749) (62,401)
Grants receivable 8,034,496 230,726
Interest receivable 825,215 547,396
Prepaid insurance 625,103 613,572
Inventories 725,033 550,202
Total current assets-unrestricted 139,861,105 127,418,350
Restricted assets:
Cash and cash equivalents 101,451,304 132,228,128
Accounts receivable 5,278,726 2,203,636
Allowance for doubtful accounts (242,821) (101,367)
Interest receivable 703,119 592,127
Total current assets-restricted 107,190,328 134,922,524
Total current assets 247,051,433 262,340,874
Non-current assets:
Capital assets:
Land (nondepreciable) 37,270,829 37,896,398
Construction in progress (nondepreciable) 82,488,938 34,141,629
Buildings, infrastructure and equipment 940,005,436 919,523,261
1,059,765,203 991,561,288
Accumulated depreciation (411,068,019) (377,674,731)
Total capital assets 648,697,184 613,886,557
Bond issue costs, net of accumulated amortization of
$1,390,143 and $983,605 at April 30, 2006 and 2005, respectively 4,242,900 4,564,350
Total assets $899,991,517 $880,791,781
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LIABILITIES and NET ASSETS

Current liabilities:
Payable from unrestricted assets:
Accounts and retainages payable, unrestricted
Accrued payroll, vacation, and sick leave
Security deposits
Prepaid lease revenue
Workers’ compensation liability

Total current liabilities payable from unrestricted assets

Payable from restricted assets:
Accounts and retainages payable, restricted
Matured bonds and coupons
Accrued interest and fiscal agent fees
Due to other governments
Bonds payable, current portion
Total current liabilities payable from restricted assets

Total current liabilities

Non-current liabilities:
Bonds payable, net of current portion
Unamortized bond discount, premium and
deferred refunding charge
Total non-current liabilities
Total liabilities

Net assets:
Invested in capital assets, net of related debt
Restricted
Principal & interest
Bond reserves
Deferred maintenance & replacement
Airline O&M reserve
DEA forfeited property
Passenger facility charges
Customer facility charges

Unrestricted
Total net assets

Total liabilities and net assets

FYEOQ6

$ 11,176,233
3,236,820
122,307
3,955,448
843,600

19,334,408

4,732,529
299,373
2,776,462

12,005,000
19,813,364

39,147,772

385,990,000

309,521

386,299,521

425,447,293

295,181,540

8,958,129
8,437,000
750,000
10,009,000
190,316
19,895,495

13,443,851

61,683,791

117,678,893
474,544,224

$899,991,517

The notes are an integral part of these financial statements.

FYEOQ5

$ 4,716,965
2,239,154
479,949
3,564,316
703,831

11,704,215

2,760,596
299,373
2,675,807
136,491
11,780,000

17,652,267
29,356,482

400,870,000

(312,832)
400,557,168
429,913,650

283,935,071

8,789,141
10,875,500
750,000
1,000,000
85,143
11,723,949
9,462,687
42,686,420
124,256,640

450,878,131

$880.791,781

N\

\
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Forthe years ended pril 30, 2006 and 2005

Operating revenues:
Terminal
Airfield fees
Parking
Auto rental
Transportation Facility Charges
Concessions
Property rental
Other

Total operating revenues

Operating expenses:
Salaries, wages, and employee benefits
Contractual services
Commodities

Total operating expenses before depreciation and amortization

Operating income before noncash operating expenses

Non-cash operating expenses:
Depreciation
Depreciation-grant proceeds
Amortization

Total non-cash operating expenses
Total operating loss

Nonoperating revenues:
Interest
Passenger facility charge
Customer facility charge

Operating grant revenue
Other

Total nonoperating revenue
Nonoperating expense:

Interest
Other

Total nonoperating expense
Total non operating revenue, net
Income (loss) before capital contributions
Capital contributions
Changes in net assets

Total net assets - beginning of the year

Total net assets - end of the year

FYEO6

$ 10,952,845
11,662,094
35,769,941

8,372,860
1,760,366
3,796,773
7,928,682

136,258

80,379,819

24,007,384
33,071,060
2,977,198

60,055,642
20,324,177
41,575,458

7,691,944
353,723

49,621,125
(29,296,948)
7,396,189
20,252,999
6,147,691

130,359
210,810

34,138,048

19,186,893
2,885,999
22,072,892
12,065,156

(17,231,792)
40,897,885
23,666,093
450,878,131

$474,544,224

The notes are an integral part of these financial statements.

FYEO5

$ 9,356,744
10,038,968
34,609,225

7,829,509

3,110,624
5,813,881
160,011

70,918,962

22,168,647
25,680,324
2,621,999

50,470,970
20,447,992
30,561,991

8,087,539
288,380

38,937,910
(18,489,918)
3,188,810
13,655,542
5,976,731

136,058
614,809

23,571,950

14,675,769
328,082
15,003,851
8,568,099
(9,921,819)
5,816,648
(4,105,171)
454,983,302

$450,878,131
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Cash flows from operating activities:
Cash received from providing services
Cash paid to employees, including benefits
Cash paid to suppliers

Cash provided by operating activities

Cash flows from noncapital financing activities:
Proceeds from grants
Proceeds due other governments

Cash provided by (used in) noncapital financing activities

Cash flows from capital and related financing activities:
Paid debt issue costs
Purchase of capital assets
Acquisition and construction of capital assets
Construction contract and retainage
Matured coupons
Proceeds from capital debt issuance
Capital debt refunded
Principal paid on capital debt
Interest paid on capital debt
Fiscal agent fees paid
Passenger facility charges
Customer facility charges
Proceeds from sales of capital assets
Capital contributions

Cash used in capital and related financing activities

Cash flows from investing activities:
Interest received

Cash provided by investing activities
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Reconciliation to Statements of Net Assets
Cash and Cash Equivalents:
Unrestricted
Restricted

Cash and cash equivalents at end of year

\

\

FYEO6

$73,518,703
(23,009,718)
(26,723,628)

FYEO5

$70,896,008
(21,967,293)
(31,026,186)

23,785,357 17,902,529
130,359 136,058
(136,491)
(6,132) 136,058
(113,707) (1,598,183)
(5,472,265) (2,585,524)
(79,876,950) (44,432,769)
(911,404) (267,614)
20,211,081 84,261,051
(22,490,000) (36,080,000)

(11,780,000)
(20,158,000)

(11,285,000)
(19,138,877)

(2,631)
20,252,999 13,655,542
6,147,691 5,976,731
331,929 384,465
33,094,115 5,700,284
(60,767,142) (5,409,894)
7,007,378 5,344,602
7,007,378 5,334,602
(29,980,539) 17,963,295
256,410,436 238,447,141
$226,429,897 $256,410,436

$124,978,593
101,451,304

$226,429,897

The notes are an integral part of these financial statements.

$124,182,308
132,228,128

$256,410,436
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Reconciliation of operating loss to net cash provided by operating activities:

Operating loss

FYEO6

$(29,296,948)

Adjustments to reconcile operating loss to net cash provided by operating activities:

Depreciation and amortization
Accounts receivable

Prepaid insurance and other
Inventories

Accounts payable

Accrued payroll, vacation, and sick leave

Security deposits

Prepaid lease revenue
Workers compensation liability
Other

Cash provided by operating activities

$49,621,125
(6,312,155)
(11,531)
(174,831)
9,371,223
997,666
(357,642)
391,132
139,769

(582,451)
$23,785,357

The Notes are an integral part of these financial statements.

FYEO5

$(18,489,918)

$38,937,910
290,246
42,037
68,514
2,667,668
201,354
374,454
(553,340)
(186,745)
(134,315)
$17,902,529
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Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICES

The Kansas City Airports Fund (Fund) is owned by and is a fund of the City of Kansas City, Missouri (the City). The Fund is utilized to account
for the operations of the City’s two airports, Kansas City International Airport (MCI) and the Charles B. Wheeler Downtown Airport (Downtown)
as well as the Richards-Gebaur Intermodal Transportation Facility (RG). The financial statements present only the Fund and are not intended
to present the financial position of the City of Kansas City, Missouri and the changes in its financial position and cash flows, where applicable,
for the years ended, in conformity with U.S. generally accepted accounting principles.

Basis of Accounting
The City accounts for the Fund as a proprietary enterprise fund. The accompanying financial statements are prepared on the accrual basis
of accounting, wherein revenues are recorded when earned and expenses are recorded when incurred.

Proprietary Accounting and Financial Reporting

In accordance with GASB Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other Governmental Entities That
Use Proprietary Fund Accounting, the Fund follows all GASB pronouncements as well as all Financial Accounting Standards Board (FASB)
Statements and Interpretations, Accounting Principal Board Opinions, and Accounting Research Bulletins issued before November 30, 1989,
unless they contradict GASB guidance.

Operating versus Nonoperating
The Fund distinguishes operating revenues and expenses from nonoperating items. Operating revenues and expenses generally result from
the rental of property or utilization of airport facilities and infrastructure.

Revenue Recognition

Airfield fees - Based on the aircraft's landed weight, airfield fees are principally landing fees generated from scheduled airlines and nonsched-
uled airlines, including charters. The fee structure is determined annually based on an agreement between the City and signatory airlines,
which takes into account the Department’s operating expenses and the total annual landed weight of aircraft. Fuel flowage fees, which are
included in airfield fees, comprised 5.6 percent and 6.7 percent of the total airfield fees for FY06 and FYO5, respectively. Airfield fees are
recognized as part of operating revenues when the airline-related facilities are utilized.

Rents - Terminal and other space rent, parking, car rental rents, and concessions are generated from airlines, parking structures and lots,
food, rental cars, fixed base operators, and other commercial tenants. Leases for the airlines are based on a cost recovery basis. Rental
revenue is recognized over the life of the respective leases and concession revenue is recognized partially based on reported concession
revenue and partially based on minimum rental guarantee.

Cash and Cash Equivalents

The Fund investments maintained in the City’s pooled investments are readily convertible to known amounts of cash and so near to their
maturity that they present insignificant risk of changes in value because of changes in interest rates. Accordingly, for purposes of the state-
ments of cash flows, these investments are considered cash equivalents.

~
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Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICES, continued

Accounts Receivable

Accounts receivable balances are reflected as unrestricted and restricted and are recorded at the invoiced amount. The allowance for doubtful
accounts is the Department’s best estimate of the probable losses in the existing accounts receivable balance. Restricted accounts receiv
able consists of Passenger Facility Charges and Customer Facility Charges that are either outstanding or have been accrued as of April 30,
2006 and 2005.

Inventories
Inventories, consisting of machine parts, fuel, and supplies, is valued at the lower of cost or market.

Capital Assets and Depreciation

Capital assets are stated at cost and include assets funded by proceeds of revenue and general obligation bonds, grants, and contributions.
Normal maintenance and repairs are charged to expense as incurred. Renewals and betterments are capitalized when placed into service
and are depreciated over the remaining estimated useful lives of the related properties.

At the time of retirement or other disposition of properties, the assets and related depreciation accounts are relieved of the amounts included
therein and the resulting gain or loss is recognized.

The provision for capitalization and depreciation of capital assets is computed using the straight-line method over the following estimated

useful lives:
Useful Capitalization
Life (yrs.) Threshold
Building and building improvements 25 $100,000
Runway, aprons, and roads 15 $25,000
Equipment 3-10 $5,000

Capitalization of Interest

Interest costs incurred that relate to the acquisition or construction of capital assets acquired with debt are capitalized. The amount of interest
to be capitalized is calculated by offsetting interest expense incurred from the date of the borrowing until completion of the project, with inter-
est earned on invested idle debt proceeds over the same period. Capitalized interest in FYE06 and FYEOS5 was $1,153,481 and $4,453,501,
respectively.

Prepaid Revenue

The Department reports prepaid lease revenue on its statements of net assets when revenues have been received but not been earned. In
subsequent periods, when revenue recognition criteria are met, the liability for prepaid lease revenue is removed from the statements of net
assets and the revenue is recognized.

Original Bond Issue Discount, Premium, and Deferred Refunding Charge
Original bond issue discount, premium, and deferred refunding charge on long-term indebtedness are amortized using the straight-line basis
over the life of the debt to which it relates.

Contributed Capital
Contributions of capital assets received from other entities, including those from other City funds, grants, and assistance received from other
governmental units for the acquisition of capital assets, are recorded as capital contributions. Contributions received for operating purposes

are included in other nonoperating income.
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Accounts and Retainages Payable
Accounts payable and retainage balances are reflected as unrestricted and restricted. Restricted accounts and retainages payable consist
of invoices and retainage withheld from construction payments that are to be paid from bond proceeds or other restricted assets that were

either outstanding or have been accrued as of April 30, 2006 and 2005.

Vacation and Sick Leave Benefits

Under the terms of the City’s personnel policy, City employees are granted vacation and sick leave in varying amounts. Vacation is accumu-
lated at an annual rate of 10 to 20 days, depending on the employee’s length of service. Sick leave is accumulated at the rate of 3.7 hours
per two-week pay period. The maximum amount of vacation that may be carried forward, which is accrued in the Fund, is two times the
amount earned in a year. Sick leave with pay may be accumulated up to a limit of 3,000 hours. Upon separation from service, employees
may convert accrued sick leave at the ratio of four hours of sick leave to one hour of vacation leave credit. Retiring employees 55 years or
older with at least 25 years of creditable service; employees who are to receive a line-of-duty disability pension; employees who qualify for
a City pension and retire with a normal retirement, take early retirement at age 60 or thereafter, or die are entitled to sick leave credit at the
rate of two hours of sick leave to one hour of vacation leave credit.

Interfund Payments

Interfund payments consist primarily of payments to the City’s general fund for administrative, data processing, and accounting services, as
well as payments for fire operation services. These charges are recorded in the contractual services section of the statements of revenues,
expenses, and changes in fund net assets.

A summary of the administrative service charge, fire protection service charge, and Metropoitan Ambulance Services Trust (MAST) charge
for the previous two fiscal years are as follows:

Administrative Fire Protection

Service Charge Service Charge MAST
FYEO6 $4,166,368 $2,379,759 $480,000
FYEOS5 4,147,577 2,371,771 520,000

Nonoperating Revenue - Passenger Facility Charges

In 1990, Congress approved the Aviation Safety and Capacity Expansion Act which authorized domestic airports to impose a passenger facil-
ity charge (PFC) on enplaning passengers. PFCs may be used for airport projects that meet at least one of the following criteria: preserve
or enhance safety, security, or capacity of the national air transportation system; reduce noise or mitigate noise impacts resulting from an
airport; or provide opportunities for enhanced competition between and/or among carriers.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements, and the reported amounts of revenues and expenses during the reporting period. Actual results could differ

from those estimates.
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Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICES, continued

Reclassifications

The FYEO5 entry to adjust cash and cash equivalents to market value in the amount of ($1,409,660) was shown in FY05 as an adjustment
to restricted cash. The FYO5 cash balances included in this report have been reclassified to properly show the market value adjustment with
the investments to which they apply. To conform to the current year presentation, adjustments to unrestricted and restricted cash and cash
equivalents were ($1,041,768) and ($367,892), respectively.

Note 2. DEPOSITS AND INVESTMENTS

Deposits

The City maintains a cash and investment pool that is available for use by all funds. The pool is comprised of demand and time deposits,
repurchase agreements, and other investments with maturities of less than five years. At April 30, 2006, the carrying amount (book value)
of the City's deposits, including certificates of deposit and the collateralized money market account was $26,759,087, which was covered by
federal depository insurance or by collateral held by the City's agents under joint custody agreements in accordance with the City's adminis-
trative code. A difference exists between book and bank balances of $2,327,125 due to deposits in transit and other reconciling items.

Investments - Pooled and Restricted
The City of Kansas City, Missouri is empowered by City Charter to invest in the following types of securities:

1. United States Treasury Securities (Bills, Notes, Bonds and Strips). The City may invest in obligations of the United States govern-
ment for which the full faith and credit of the United States are pledged for the payment of principal and interest.

2. United States Agency/GSE Securities. The City of Kansas City, Missouri may invest in obligations issued or guaranteed by any
agency of the United States Government and in obligations issued by any government sponsored enterprise (GSE) which have a
liquid market and a readily determinable market value that are described as follows:

a. U.S. Govt. Agency Coupon and Zero Coupon Securities.
b. U.S. Govt. Agency Callable Securities. Restricted to securities callable at par only with maximum final maturities of five
(5) years.
C. U.S. Govt. Agency Step-Up Securities. The coupon rate is fixed for an initial term. At coupon date, the coupon
rate rises to a new, higher fixed interest rate. Restricted to securities with maximum final maturities of three
(3) years.
d. U.S. Govt. Agency Floating Rate Securities. The coupon rate floats off of only one index. Restricted to
coupons with no interim caps that reset at least quarterly.
e. U.S. Govt. Agency Mortgage Backed Securities (MBS, CMO, Pass-Thru Securities). Restricted to securities

with final maturities of three (3) years or have the final projected payment no greater than three (3) years when
analyzed in a +300 basis point interest rate environment. Restricted to obligations of FNMA, FHLMC and
GNMA only.

3. Repurchase Agreements. The City may invest in contractual agreements between the City and commercial banks or primary govern-
ment securities dealers. The Bond Market Association's guidelines for the Master Repurchase Agreement will be used and will
govern all repurchase agreement transactions. All repurchase agreement transactions will be either physical delivery or tri-party.

4. Bankers' Acceptances. The City may invest in bankers' acceptances issued by domestic commercial banks possessing the highest
rating issued by Moody's Investor Services, Inc. or Standard and Poor's Corporation.

5. Commercial Paper. The City may invest in commercial paper issued by domestic corporations, which has received the highest rating
issued by Moody's Investor Services, Inc. or Standard and Poor's Corporation. Eligible paper is further limited to issuing corpora-
tions that have total assets in excess of five hundred million dollars ($500,000,000) and are not listed on Credit Watch with negative
implications by any nationally recognized rating agency at the time of purchase. In addition, the City's portfolio may not contain
commercial paper of any one corporation, the total value of which exceeds 2% of the City's aggregate investment portfolio.

6. Any full faith and credit obligations of the State of Missouri rated at least A or A2 by Standard and Poor's or Moody's.

7. Any full faith and credit obligations of any county in which the city is located rated at least AA or Aa2 by Standard and Poor's or
Moody's.
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8. Any full faith and credit obligations of any school district in Kansas City, Missouri rated at least AA or Aa2 by Standard and Poor's or
Moody's.

9. Any full faith and credit obligations or revenue bonds of the City of Kansas City, Missouri rated at least AA or Aa2 by Standard and
Poor's or Moody's.

10. Any municipal obligation as defined in (6), (7), (8) or (9) that is not rated but either pre-refunded or escrowed to maturity with U.S.
Treasury Securities as to both principal and interest.

Interest Rate Risk

Interest rate risk is the risk that the fair value of the City's investments will decrease as a result of a change in interest rates. As a means of
limiting its exposure to fair value losses arising from rising interest rates, the City's investment policy limits the final maturity on any security
owned to a maximum of five years. In addition, the City compares the weighted average maturity of its portfolio to the weighted average
maturity of the Merrill Lynch 1-3 year Government/Agency index, and relative to the index, may decrease the weighted average maturity of the
portfolio during periods of rising interest rates or increase it during periods of declining rates. As of April 30, 2006, the City had the following
investme