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July 23, 2009

TO THE CITIZENS OF THE CITY OF DERBY, KANSAS
HONORABLE MAYOR AND CITY COUNCIL

The Comprehensive Annual Financial Report of the City of Derby, Kansas for the fiscal year
ended December 31, 2008 is hereby submitted for your review. Responsibility for the accuracy
of the data presented, the completeness and fairness of the presentation, including all disclosures,
rests with the City. A comprehensive framework of internal control has been established but
because the cost of internal control should not exceed anticipated benefits, the objective is to
provide reasonable, rather than absolute, assurance that the financial statements are free of any
material misstatements.

State statutes require an annual audit of the books of accounts, financial records, and transactions
of all administrative departments of the City by independent certified public accountants. The
firm of Berberich Trahan & Co., P.A. has performed the audit this year. Their report for the
December 31, 2008 financial statements is located at the front of the financial section of this
report.

Management’s discussion and analysis (MD&A) immediately follows the independent auditor’s
report and provides a narrative introduction, overview, and analysis of the basic financial
statements. MD&A complement this letter of transmittal and should be read in conjunction with
it.

The Reporting Entity and Its Services

The City of Derby, Kansas is in Sedgwick County, located approximately three and one-half
miles south of Wichita in south central Kansas. The City encompasses approximately 9.2 square
miles and had an estimated population at the end of 2008 of 22,058.

The City was incorporated in 1869 and operates under the Mayor-Council-Manager form of
government. The eight council members are elected by district ward and serve four- year terms.
The Mayor is elected at large, for a four-year term, has veto power over certain Council action,
presides over Council meetings and appoints certain City officials, subject to Council approval.
The City Manager is appointed by the governing body and is charged with the efficient and
effective administration of the City.
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All funds and entities related to the City of Derby are included in the annual financial report. The
City provides a full range of services, which include public safety (police and fire); water
distribution and wastewater collection and treatment; public works functions (street and vehicle
maintenance); culture and recreation (parks and an aquatic park); and a variety of supportive
administrative services.

The Derby Public Library, although a separate legal entity, is reported as a discrete component
unit. A Board, the appointees of which are approved by the City, governs the Library. The
Library is not a separate taxing entity under State statutes, and the City levies taxes for the
Library operation, which represents a significant portion of its total revenues.

Kansas statutes require that an annual operating budget be legally adopted for the general fund,
special revenue funds (unless exempted by a specific statute), debt service funds, and enterprise
funds. Statutes require the budget to be balanced, meaning that estimated expenditures equal
estimated revenues. A five-year Capital Improvement Plan is also adopted by the City Council,
and the first year of that plan is included in the operating budget.

All budgets are prepared using the modified accrual basis further modified by the encumbrance
method of accounting - that is, commitments evidenced by documents such as purchase orders
and contracts in addition to disbursements and accounts payable are all recorded as expenditures
although the actual funds have yet to be released to the billing source. Furthermore, the statutes
provide for a public hearing on or before August 15th of each year and adoption of a final budget
on or before August 25th of each year.

Supplemental appropriations and transfer among budget categories occasionally modify original
appropriations but in order to exceed the total appropriation of a fund, an amendment must be
approved by the City Council. In order to amend the budget, the proposed amendment must
appear in the official City newspaper at least 10 days prior to a public hearing. Citizens also may
address the City Council prior to the hearing. After the hearing the Council may then vote to
amend the budget. Approved amendments are then submitted to the State Division of Accounts
& Reports for record.

Economic Condition and Outlook

Derby, the 17th largest city in Kansas, is part of the Wichita Metropolitan Statistical Area (MSA)
that includes Sedgwick, Butler, Harvey and Sumner counties, and the surrounding population
totals nearly 596,000 residents.

Derby supports more than 560 businesses, ranging fi:om modest home-based businesses to large
manufacturing companies like BRG Precision Products, manufacturer of custom digital
electronic clocks and time displays, and Mid Continent Controls, manufacturer of cabin
management and in-flight entertainment systems for business jets. However, the city’s economy
is strongest in the construction industry, followed closely by retail, finance/insurance/real estate,
and health-care related activities. Aircraft manufacturers Spirit AeroSystems and Boeing
Integrated Defense Systems provide jobs for a significant portion of the community’s residents,
as does Derby School District #260.

-ii-



Derby’s strong pattern of residential growth is attracting restaurants, retailers, and educational
institutions as well. In October 2008, a new shopping center known as Derby Marketplace
opened featuring major retailers Target and Dillon’s Marketplace, along with Petco, Hibbett
Sports, Maurice’s, Dress Barn, and other retailers and providers of various services. With nearly
600,000 square feet of retail space available, the Derby Marketplace will continue building as
leases are signed with restaurants and additional retail shops. This growth will contribute to
stable city-wide sales tax revenue in 2009, which is devoted to the aquatic park and library
projects, and increased property tax revenue in 2010, which helps fund most other City services,
as well as programs of the Derby Recreation Commission. In July 2009, a Hampton Inn will
open in Derby, and additional commercial development is expected in the future along Rock
Road, Patriot, and K-15 Highway, as well as in the Derby Business Park.

Derby’s 2009 assessed valuation is expected to grow 5% which is well above projections for
most communities throughout the Mid-West. Assessed valuation at the beginning of 2010 should
include the final phase of the apartments and clubhouse at The Greens of Derby along with some
smaller projects, which will provide for continued tax base growth.

However, as this letter is written, the economic recession is just now beginning to affect Derby,
as reflected in our share of the countywide retail sales tax. Sales tax collections in the first three
quarters of 2008 reflected a strong economy. Now those are reflecting a slowdown in
manufacturing and other business activity in the Wichita MSA. That downturn has been
accompanied by layoffs in the final quarter of 2008 and in the first two quarters of 2009.
County-wide sales tax collections are projected to drop 5.7 % from 2008 to 2009 and remain flat
in 2010. The city-wide retail sales tax is expected to grow 8% in 2009 due to the addition of
stores in the Derby Marketplace and then level off in 2010.

Major Initiatives

Major projects in the 2009 Capital Improvements Program (CIP) are a $4.0 million public works
facility, a $5.5 million sewer interceptor on the southeast edge of Derby, $3.2 million in
improvements to the wastewater plant for the handling of bio-solids and the $2.1 million
reconstruction of Buckner Street. Buckner Street is an arterial on the west side of Derby which
will be widened to handle the increased traffic as the city has grown over the years. The design
of the sewer projects and the public works facility will be completed in 2009 and the financing
for the projects issued in the form of $10.255 million general obligation bonds, a $3.2 million
State Revolving Loan and a $1.0 million federal grant.

The CIP also contains a $9.435 million library of which construction began in 2008 for an
expected opening in December 2009.

Long-term Financial Planning

Because Derby is growing at a moderate yet steady pace, infrastructure to new growth areas is
required on a continual basis. At the same time, reinvestment needs to be made into the existing
infrastructure to ensure that systems operate at optimum levels.

With annual budget constraints, there are few opportunities to use operating budgets to finance
the required investment in new and remedial infrastructure construction on an annual basis.
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Therefore, the City uses fmancial alternatives to make sure that infrastructure is coordinated with
new growth, and that remedial needs are also addressed.

The primary method of financing infrastructure upgrades or new construction is issuance of
long-term bonds. These bonds come in the form of General Obligation, Revenue, and Special
Assessment bonds. The City has also used Certificates of Participation, a form of lease to
purchase, to finance the cost of new facilities.

According to State Law, cities of the Second Class may issue longer-term debt not to exceed 30
percent of total assessed valuation. However, such projects as sanitary sewer and water lines,
and certain intersection improvements do not count against the total "debt lid". As of
December 31, 2008, Derby has outstanding debt of $70,300,000, but exempt projects reduce the
direct debt to the $31,439,055 total, meaning that Derby has additional debt capacity of
$17,683,096. The City Council has had an unofficial policy that direct debt, as a percentage of
Assessed Valuation should not exceed 20%. At year end, the direct debt as a percentage of
Assessed Valuation equals 20.62% which is technically out of compliance with policy. The City
Council has chosen to exceed the 20% limit to issue financing for projects authorized by the
voters. In November 2002, the voters of Derby authorized establishment of a ½% citywide retail
sales tax to pay for the debt service and operation of an aquatic park not to exceed $7,000,000.
Prior to issuance of the aquatic park related debt in 2003, Derby’s direct debt as a percentage of
Assessed Valuation was 16.21% at year end 2002. In October 2007, the voters again authorized
a ½% citywide retail sales tax to pay for the debt service and operation of a new $9,435,000
library. The library sales tax will become effective upon the sunset of the aquatic park tax which
is projected in 2010. When the financing to construct the library is complete the direct debt as a
percentage of Assessed Valuation will rise temporarily until defeasance of the aquatic park
bonds is completed.

The chart on the next page incorporates the debt to be issued to finance CIP projects in 2009 and
beyond, with the existing outstanding bond issues. This chart illustrates the temporary increase in
total debt which should be followed by a gradual reduction after 2015. An increase in debt is
projected in 2015 to fmance a $5.0 million nutrient removal project at the city’s wastewater
treatment facility in order to comply with EPA requirements. Other than this project, the CIP for
the years 2010 through 2014 includes small projects which will allow the city’s debt load to
diminish and the direct debt as a percentage of Assessed Valuation gradually return to the 20%
target.
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General Obligation Debt Service Schedule
(2009-2029)
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Much of Derby’s outstanding debt has offsetting revenues that are paid in through special
assessments, Derby Recreation Commission rent payments and dividend transfers from E1 Paso
Water Company. Dividends received from E1 Paso Water Company are a reimbursement for
principal and interest paid out of the City’s Bond~and Interest Fund. The chart on the following
page shows a snapshot of the level of adjusted debt service which is the balance of the debt
serviceonce the offsetting revenues arededucted.
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