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City of Orem
Management’s Discussion and Analysis
June 30, 2017

The City of Orem’s management presents this overview and analysis of its
financial activities for the fiscal year ended June 30, 2017. This discussion
and analysis focuses on significant financial issues, provides an overview of
the City's financial activity, highlights significant changes in the City’s
financial position, and identifies material variances between the approved
budget and actual spending.

The City encourages readers to consider the information presented here in
conjunction with additional information furnished in the letter of transmittal
and provided throughout this report.

Financial Highlights

e As of the end of the current fiscal year, the government-wide assets
and deferred outflows of the City exceeded its liabilities and deferred
inflows by $262,687,697 (total net position). Of this amount,
$51,259,510 (unrestricted net position? may be used to meet the
government’s ongoing obligations to citizens and creditors.

* Total government-wide net position consists of $191,683,821 in net
investment in capital assets, $19,744,366 in restricted assets, and
$51,259,610 in unrestricted assets. Total government-wide net
position increased by 5.59%.

e As of the end of the current fiscal year, the City’s governmental funds
reported combined ending fund balances of $45,762,775. Of this
amount, $12,829,323 (28.03%) is available for spending at the City's
discretion (unassigned fund balance).

e As of the end of the current fiscal year, the City's governmental funds
reported a decrease in total fund balance of $5,920,710 compared to the
prior year’s increase of $8,794,021. The changes to fund balance are
discussed in greater detail later in this overview and analysis.

¢ As of the end of the current fiscal year, the City's enterprise funds
reported an increase in total net position of $9,401,580 compared to the
prior year's increase of $4,400,521. The changes to fund balance are
discussed in greater detail later in this overview and analysis.

¢ In October 2016, the City refunded the remaining $5,075,000 of 2008
Water & Storm Sewer Bonds by issuing $4,380,000 in new 2016 Water
& Storm Sewer Refunding Bonds saving the City over $1.4 million in
debt service costs.

s In February 2017, the City refunded the remaining $2,805,000 of 2007
Sales Tax Revenue Refunding Bonds by issuing $2,898,000 in new
2017 Sales Tax Revenue Refunding Bonds saving the City over $95,000
in debt service costs.

Overview of the Financial Statements

The following discussion and analysis serves as an introduction to the City’s
basic financial statements. The City’s basic financial statements comprise of
three components: 1) government-wide financial statements, 2) fund financial
statements, and 3) notes to the financial statements.
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City of Orem
Management’s Discussion and Analysis
June 30, 2017

This report also includes other supplementary information in addition to the
basic financial statements.

The government-wide financial statements are designed to provide readers
with a broad overview of the City of Orem’s finances, in a manner similar to a
private-sector business,

e The Statement of Net Position presents information on all of the City's
assets, deferred outflows, liabilities, and deferred inflows, with the
difference between the four reported as net position. Over time,
increases or decreases in net position may serve as a useful indicator of
whether the financial position of the City is improving or deteriorating.
However, you will also need to consider other non-financial factors.

e The Statement of Activities presents information showing how the
City’'s net position changed during the fiscal year reported. All
changes in net position are reported as soon as the underlying event
giving rise to the change occurs, regardless of the timing of related
cash flows. Thus all of the current year’s revenues and expenses are
taken into account regardless of when cash is received or paid.

Both of the government-wide financial statements distinguish functions of
the City that are principally supported by taxes and intergovernmental
revenues (governmental activities) from other functions that are intended to
recover all or a significant portion of their costs through user fees and service
charges (business-type activities). The governmental activities of the City
include the general government, public safety, redevelopment, highways and
public improvements, parks, recreation and arts (which includes the library),
and economic and physical development. The business-type activities of the
City include culinary water distribution, water reclamation (sewer), storm
water operations, recreation (fitness center and outdoor pool), solid waste
disposal, and street lighting.

Fund financial statements. A fund is a grouping of related accounts that is
used to maintain control over resources that have been segregated for specific
activities or objectives. The City, like other state and local governments, uses
fund accounting to ensure and demonstrate compliance with finance-related
legal requirements. All of the funds of the City can be divided into two
categories: governmental funds and proprietary funds.

e Governmental funds. These funds are used to account for essentially
the same functions reported as governmental activities in the
government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial
statements focus on near-term inflows and outflows of spendable
resources, as well as on balances of spendable resources available at
the end of the fiscal year. Such information may be useful in
evaluating the City’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the
government-wide financial statements, it is useful to compare the
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City of Orem
Management’s Discussion and Analysis
June 30, 2017

information presented for governmental funds with similar
information presented for governmental activities in the government-
wide financial statements. By doing so, readers may better
understand the long-term impact of the City's near term financing
decisions. Both the governmental fund balance sheet and the
governmental fund statement of revenues, expenditures, and changes
in fund balances provide a reconciliation to facilitate this comparison
between governmental funds and governmental activities.

The City maintains eleven individual governmental funds.
Information is presented separately in the governmental fund balance
sheet and 1in the governmental fund statement of revenues,
expenditures, and changes in fund balances for the General, Debt
Service, Capital Projects, and Redevelopment funds, which are
considered major funds of the City. Data from the other seven
governmental funds are combined into a single, aggregated
presentation. Individual fund data for each of these nonmajor
governmental funds is provided in the form of combining statements
elsewhere in this report.

» Proprietary funds. The City of Orem maintains two different types of
proprietary funds. FEnterprise funds are used to report the same
functions presented as business-type activities in the government-wide
financial statements. The City uses enterprise funds to account for its
Water, Water Reclamation, Storm Water, Recreation, Solid Waste, and
Street Lighting activities. [Internal service funds are an accounting
device used to accumulate and allocate costs internally among the
City's various functions. The City uses internal service funds to
account for servicing its fleet of wvehicles, providing insurance,
procuring and warehousing supplies and materials, and maintaining
the City's technological needs. Because these services predominantly
benefit governmental rather than business-type functions, they have
been included within governmental activities in the government-wide
financial statements.

Proprietary funds provide the same type of information as the
government-wide financial statements, only in more detail. The
proprietary fund financial statements provide separate information for
the Water, Water Reclamation, and Storm Water funds, which are
considered major funds of the City. The Recreation, Solid Waste, and
the Street Lighting funds are classified as nonmajor and are included
in the combining statements within this report. Conversely, the four
internal service funds are combined into a single, aggregated
presentation in the proprietary fund financial statements. Individual
fund data for the internal service funds is provided in the form of
combining statements within this report.

Notes to the financial statements. The notes to the financial statements
provide additional information that is essential to a full understanding of the
data provided in the government-wide and fund financial statements.
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City of Orem
Management’s Discussion and Analysis
June 30, 2017

Government-wide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of the
City’s financial position. As mentioned in the highlights section, assets
exceeded liabilities and deferred inflows by $262,687,697 at June 30, 2017.

By far the largest portion of the City’s net position (72.97%) is its investment
in capital assets (e.g. land, buildings, improvements other than buildings,
machinery and equipment, and infrastructure assets) less any outstanding
debt related to the acquisition of those assets. The City uses these capital
assets to provide services to citizens. Consequently, these assets are not
available for future spending. Although the City’s investment in its capital
assets 1s reported net of related debt, it should be noted that the resources
needed to repay this debt must be provided from other sources, since the
capital assets themselves cannot be used to liquidate these liabilities.

City of Orem's Total Net Position

Governmental Business-type
Activities Activities Total
2017 2016 2017 2016 2017 2016

Current Assets § 66289979 § 73,116533 § 34,804,292 § 26,5567.840 § 101,094,271 § 99,674,373
Noneurrent Assets:

Capital Assets 151,887,214 144,697,510 85,577,890 835,850,535 237,465,104 230,548,045

Other 999,306 1,165,174 4,350 11,361 1,003,656 1,176,535

Total Assets 219,176,499 218,979,217 120,386,532 112,419.736 339,563,031 331,398,953

Deferred Outflows

of Resources 9,399,380 7,099,731 2,984,156 2,231,026 12,383,636 9,330,767
Total Assets & Deferred

Outflows of Resources _$ 228,575,879 _§ 226,078,948 §123370.688 §114650,762 $ 351,946,567 § 340,729,710
Long-term Liabilities

Qutstanding 1 36,207,469 & 37,713,028 $ 29,725,696 § 31,478,132 $ 65,933,165 § 69,191,161
Other Liabilities 8,019,456 8,798,035 3,962,806 3.021,734 11,982,262 11,819,769

Total Liabilities 44,226,925 46,511,064 33,688,502 34,499,866 77,915,427 81,010,930
Deferred Inflows

of Resources 10,803,107 10,518,263 540.336 410,626 11,343,443 10,928,889

Net Position:
Net Investment in

Capital Assets 131,968,221 126,818,760 58,715,600 56,904,569 191,683,821 183,723,329
Restricted 17,774,033 20,230,602 1,970,333 2,536,737 19,744,366 22,767,339
Unrestricted 23,803,693 22,000,259 27,455,917 20,298,964 51,259,510 42,299,223

Total Net Position 173,645,847 169,049,621 B9,141,850 79,740,270 262,687,697 248,789,891
Total Liabilities, Deferred

Inflows of Resgurces,

and Net Position $ 228575879 § 226,078,948 $123,370,688 $114,650,762 § 351,946,567 $ 340729710

A portion of the City of Orem’s net position (7.52%) represent resources that
are subject to external restrictions on how they may be used. The amount
listed as unrestricted net position ($51,259,510) may be used to meet the
City’s ongoing obligations to citizens and creditors.

At the end of the current fiscal year, there were no funds reporting a deficit
in unrestricted net position.
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City of Orem
Management’s Discussion and Analysis
June 30, 2017

At the end of the current fiscal year, the City of Orem is able to report
positive balances in all three categories of net position, for the City as a
whole, as well as for its separate business-type activities.

Comparing the current fiscal year to the prior fiscal year, the City's net
position increased by $13,897,806 (5.59%). Total revenues increased by
$7.335,541 (7.95%), primarily due to increases in charges for services of
$4.900,290 (10.40%) and sales tax revenues of $1,344,973 (6.28%). Total
expenses increased $5,849,523 (7.33%). Details related to these changes are
described later in this section of the report under governmental and business-
type activities. The following is a summary of the changes in net position:

City of Orem's Change in Net Position

Governmental Business-type
Activities Activities Total
2Mm7 2016 2017 2016 2017 2016
Revenues
Program Revenues:
Charges for Services $ 17681009 § 16975986 § 34353297 § 30158030 § 52034306 & 47134018
Operating Grants and
Contributions 1,185,663 1,333,496 . " 1,185,663 1,333 486
(apital Grants and
Contributions 8,171,938 2,780,074 1.383.925 510,138 4,556,863 3.299,212
General Revenues:
Sales Taxes 22,750,706 21,405,733 1 v 22,750,706 21,405,733
Property Taxes 9,141,823 9,229,764 . - 9,141,823 5,220,764
Other Taxes 8,775,289 8,875,761 4 ; 8,775,289 8,875,761
Other 707,483 707,511 403,114 243,212 1,110,596 850,723
Total Hevenues (3,423,911 61,317,325 36,140,335 30,911,380 99,564, 246 92,228, 706
Expenses:
General Government 13,160,153 11,148,210 A = 13,160,153 11,148,210
Publie Safety 24,578, 262 21,750,059 < 5 23,578,262 21,750,069
Highways and Public
Improvements 7085621 7,426,768 - ¥ 7,085,621 7,426,758
Parks, Recreation & Arts 9,471,883 8,704,800 - . 9.471,883 5,704,800
Economic and Physical
Development 950,630 867,172 . - 950,630 BOT 172
Redevelopment 1,286,498 187.497 . = 1,286,498 187,497
Interest on Long-Term Debt 3,596 8568 3,624,749 2 - 3,596,868 3,624,748
Water - 5 11,021,079 10,335,616 11,021,079 10,335,616
Water Reclamation s - 6,723,394 6,716,546 6,723,394 6,716,546
Storm Water ’ ¥ 2371647 2,460,540 2,371 647 2,460,540
Regreation 1 x 1,962,995 2023758 1,962,895 2,023,758
Solid Waste - = 3,283,310 3,174,442 3.284.310 3,174,442
Street Lighting $ 3 1,174,100 1,396,770 1,174,100 1,396,770
Total Expenses 59,129,915 53,709,245 26,536,525 26,107,672 85,666,440 79,816,917
Change 1n Net Position — e i e Sl ooy
before Transiers 4,293,996 7,608,080 8,603,810 4,803,708 13 897 806 12,411,788
Transfers In (Out) 202,230 403,187 (202,230 (403,187) = =
Change in Net Position 4,496,226 8,011,267 8,401,580 4,100,521 13,897,806 12,411,788
Net Position - Beginning 165,049,621 161,038, 354 79,740,270 75,339,749 248 789,891 236,378,103
Net Position - Ending 5 173545847 & 169049621 § 89141850 § 79,740,270 § 262687697 S 248789891
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June 30, 2017

The graph on the previous page displays the business-type activities
revenues by source. The information reflected in this graph comes from the
“City of Orem’s Change in Net Position” table shown previously.

e Business-type activities reported an increase in total expenses from
the prior year of $428,853 (1.64%). Total expenses increased or
decreased as follows:

o Utility costs decreased by $391,727 (17.97%). Street lighting
power costs decreased by $189,005 due to LED fixtures and
bulbs being installed in all city-owned street lights. The fitness
center entered 1nto a contract for natural gas from a third-party
provider which saved approximately $52,000.

o Contracted Services costs increased by $866,901 (13.66%). The
increase was due primarily to a third party paying the City’s
Jordanelle Reservoir water allotment in the prior fiscal year
whereas the City paid it in the current fiscal year.

o Depreciation expense increased by $214,223 (4.75%). Several
large waterline projects were completed near the end of the prior
fiscal year resulting in a full year of depreciation expense for the
current fiscal year and a large amount of equipment
(approximately $640,000) was purchased in the water
reclamation fund.

Financial Analysis of the Government’s Funds

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

Governmental Funds

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

As of the end of the current fiscal year, the City’s governmental funds
reported combined ending fund balances of $45,762,775. Of this total
amount, $12,829,323 (28.03%) constitutes unassigned fund balance, which is
available for spending at the government’s discretion. Unassigned fund
balance increased from the prior year by $1,355,186. The remaining fund
balance of $32,933,452 is “reserved” in one capacity or another indicating
that it is not available for new spending because it has already been
committed to pay for debt service, capital projects, or a variety of other
purposes.
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The General Fund is the chief operating fund of the City. At the end of the
current fiscal year, unassigned fund balance of the general fund was
$12,829.323 and total fund balance increased to $23.018,026. As a measure
of the general fund’s liquidity, it may be useful to compare both unassigned
fund balance and total fund balance to total fund expenditures. Unassigned
fund balance represents 26.65% (prior year was 24.76%) of total General
Fund expenditures, while total fund balance represents 47.81% (prior year
was 46.57%) of total General Fund expenditures.

General Fund - Total fund balance increased by $1,439,804 in the current
fiscal year (the prior year had a decrease of $424,009). Thus, there was a
positive variance from the prior year of $1,863,813. The following elements
were key factors contributing to the total fund balance increase:

e Increased total revenues of $2,503,150 are primarily due to sales tax
revenues increasing by $1,250,600 (6.42%). While no specific source
was the cause of this increase, the City’s strong retail base has
continued to see the positive effects of Utah's bustling economy. The
City's B&C road revenues increased by $405,805 (15.18%) due to the
State of Utah’s increase in the gas tax amount paid on each gallon of
gas purchased. As mentioned previously (see page 21), charges for
services increased $375,528 (3.41%) due to increased public safety,
ambulance, cemetery, and recreation revenues. Miscellaneous
revenues increased $444,736 (34.75%) due primarily to donations for
the City’s all-together playground project.

e Total expenditures increased by $1,809,155 (3.90%). Capital outlays
increased $301,043 (8.39%), general government expenditures
increased $667,112 (5.49%), and public safety expenditures increased
$608,125 (2.88%). Details about these variances 1s as follows:

o Capital outlay expenditures increased due to the addition of the
All-Together Playground at City Center Park.

o General Government expenditures increased as the result of
higher personnel costs due to general wage and benefit increases
and because the City payed an operational assessment to the
Utopia Infrastructure Agency (UTA) of almost $400,000.

o Public Safety expenditures increased as the result of higher
personnel costs due to general wage and benefit increases.

» Net transfers had a positive variance from the prior year of $1,091,940.
The positive variance was due primarily to transfers out of $3,674,000
to the Capital Projects Fund in the current year while $4,886,317 was
transferred out in the prior year.

Debt Service Fund - Total fund balance 1s $1,123,241, all of which is to be
used for the payment of debt service. There was a net increase in fund
balance in the current year of $23.783 (2.16%). The increase is due primarily
to the receipt of the final Canyon River special improvement district
assessment.
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Capital Projects Fund - Total fund balance 1s $10,387,741, all of which 1is to
be used for capital improvements and large equipment purchases. There was
a net increase in fund balance in the current year of $1,134.022 (12.25%).
The increase was due to a $3,674,000 transfer from the General Fund which
is to be used to improve several parks, streets, and intersections as well as
making improvements to various city facilities including the city center,
senior center, public works building, public safety buildings, and fitness
center. This increase was offset by an increase in capital project
expenditures for streets ($890,398), parks ($183,540), parking lots ($492,446),
ublic safety equipment ($244,667), various building improvements
$80,940), and storage facilities ($142,568).

Redevelopment Fund - Total fund balance 1s $6,232,300, all of which is to be
used for improvements in redevelopment areas of the city. There was a net
decrease in fund balance in the current year of $2.633,747 (29.71%). The
decrease was due to the addition of two new participation agreements
totaling $1,000,000 and a couple of property purchases totaling $1,530,777.

Proprietary Funds
The City's proprietary funds provide the same type of information found in
the government-wide financial statements, but in greater detail.

Water Fund - Unrestricted net position at the end of the year amounted to
$13,171,133, an increase of $3,392,121 (34.69%). Total net position increased
by $5,219,408 (14.08%) during the current fiscal year. Items affecting total
net position of the fund are as follows:

e Operating revenues increased by $2,210,752 (16.58%). There was a
10.92% increase in base rates and a 5.06% increase in water
consumption. However, as mentioned previously (see page 23), the
majority of the revenue increase was due to the change to a tiered rate
structure as well as an increase in the usage charge. The City also had
an increase of approximately $204,000 in Equivalent Water Rights
[mpact Fee (EWRIF) revenue from the Town of Vineyard related to
construction in an area serviced by the City.

e Operating expenses increased by $753,323 (7.66%) in comparison with
the prior year. The primary cause of this increase was due to a third
party paying the City's Jordanelle Reservoir water allotment in the
prior year while the City paid it in the current fiscal year ($639,493).
Depreciation expense increased by $127,088 (6.39%) as two large
projects from the prior year had a full year of depreciation expense.

Water Reclamation Fund - Unrestricted net position at the end of the year
amounted to $6,866,381, an increase of $1,720,847 (33.44%). Total net
position increased by $1,893.363 (8.11%) during the current fiscal year.
[tems affecting total net position of the fund are as follows:

* Operating revenues increased by $1,337,229 (18.36%). As mentioned
previously (see page 23), the increase was due to a change in how the
sewer base rate 1s applied and billed.

26-



City of Orem
Management’s Discussion and Analysis
June 30, 2017

¢ Operating expenses increased by $6,848 (0.10%) in comparison with
the prior year. Depreciation expense increased $73,549 (4.51%) due to
a large amount of equipment purchases and contracted services
increased $107,334 (20.80%) due to the City’s participation in a Utah
Lake Nutrient Study. These increases were mostly offset by personnel
costs decreasing by $91,935 (4.22%) due primarily to adjustments in
this funds pension accruals and supplies and maintenance costs
decreasing by $69,175 (9.62%) primarily due to lower repairs and
maintenance costs at the sewer treatment plant.

Storm Water Fund - Unrestricted net position at the end of the year
amounted to $5,192,545, an increase of $1,346,724 (35.02%). Total net
position increased by $1.540,224 (9.83%) during the current fiscal year.
Items affecting total net position of the fund are as follows:

e Operating revenues increased by $550,421 (15.95%), due to a $1.00
increase 1n the “equivalent service units (ESU)” rate late in FY 2016.
Therefore, the prior fiscal year had only a portion of the year to reflect
this price increase while the current fiscal year received the revenue
effect for the entire fiscal year.

e Operating expenses decreased by $80,660 (3.42%) in comparison with
the prior year. The decrease in expenses is primarily due to a decrease
in personnel costs due to adjustments in this funds pension accruals.

General Fund Budgetary Highlights

During the fiscal year, the General Fund's original budget was amended from
an original budget expenditure total (including net transfers) of $52,195,263
to a final budget of $61,741,985, an increase of $9,546,722 (18.29%). The
changes to the General Fund budget are briefly summarized as follows:

e Various public safety grants and donations received during the year
totaled $399,730.

= The library received several grants during the year totaling $10,025.
The All-together Playground park project added $128.814 in donations.
Various other parks, recreation, and arts grants and donations were
added to the budget totaling $51,548.

o Various capital project, equipment, and other accounts were carried
over from the prior year and, therefore, were added to the budget in
the current year. This increased the budget by $2,921,025.

» Various outstanding purchases were carried over from the prior year
and, therefore, were added to the budget in the current year. This
increased the budget by $282,145.

e Various outstanding road projects were carried over from the prior
year and, therefore, were added to the budget in the current year. This
mcreased the budget by $870,289. A budget appropriation of surplus
funds was added for $868,000 to pay for a road reconstruction project.

e The City transferred $3,674,000 to the Capital Projects Fund. The
transfer was done as an appropriation of surplus funds in order to stay
within the State of Utah’'s General Fund fund balance limitation.

e
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Several General Fund revenue and expenditure categories were significantly
higher or lower than their final budgeted amounts. These variances are
briefly summarized as follows:

Taxes and Special Assessment Revenues — Revenues — Actual amount
was higher than the budgeted amount by $742.840 (2.16%). Sales tax
revenues exceeded budget for the current year by $713,979. Property
tax collections exceeded budget for the current year by $152,140.
Franchise taxes were lower than the budgeted amount by $155,890.
Licenses and Permits — Revenues — Actual amount was higher than
the budgeted amount by $435,943 (31.59%). Almost all of the amount
that exceeded budgeted revenues was due to building permit revenues.
Actual revenues were higher than budgeted revenues because the City
chooses to budget this revenue line item quite conservatively. Excess
funds are generally expected to be used for one-time items so the City
1s not reliant on these additional revenues for on-going items in case of
another economic downturn.

Charges for Services — Revenues — Actual amount was higher than the
budgeted amount by $1,142,738 (17.53%). Ambulance service revenues
exceeded budget by $330,283 due to a better collection mix (i.e. more
commercial insurance payors). Cemetery lot sales and burial fees
exceeded budget $163,142; plan check, planning, and building permit
fast track fees exceeded budget by $252,264, $31,937, and $13,685,
respectively: and various Public Safety service revenues exceeded
budget by $234,880.

General Government — Expenditures — Actual amounts were lower
than budgeted by $2,517,624 (16.21%). The City continued to withhold
a portion of the operating expenses assessment due to the Utah
Infrastructure Agency (UIA) which resulted in unspent budget of
$483,681. Various facility maintenance projects were not able to be
completed leaving $196,530 in unspent budget funds. Wages and
employee benefit costs were lower than budget by $190,916.
Professional and technical services accounts were lower than budget by
$377,808 as expected service costs were either delayed or determined
to not be necessary. Various contingency accounts were not used and
thus, were lower than budget by $854,446.

Public Safety — Expenditures — Actual amounts were lower than
budgeted by $916,063 (3.87%). A portion of the variance. $229.910. is
due to lower than expected regular pay, overtime, and fringe benefits
as all positions are fully funded even though employee turnover
regularly occurs leaving gaps in positions being occupied. There was
also $525,870 of vehicles and/or equipment that did not get purchased
by the end of the fiscal year but was budgeted.

Highways and Public Improvements — Expenditures — Actual amounts
were lower than budgeted by $2.602.022 (34.92%). Most of this
variance can be attributed to various street overlay/reconstruction
projects, slurry seal projects, micro-surfacing, and street striping
projects that were not completed by fiscal year end but are expected to
be completed in the next fiscal year.
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e Parks, Recreation, and Arts — Expenditures — Actual amounts were
lower than budgeted by $821,959 (10.28%). Personnel costs were lower
than budgeted by $200,179 due primarily to several positions being
vacant for some of the fiscal year and difficulties in finding enough
temporary workers to fill all of the City's open positions. There were
also several budgeted equipment purchases and capital projects that
had funds remaining totaling approximately $303,000.

Capital Assets and Debt Administration

Capital assets. The City's investment in capital assets for its governmental
and business-type activities as of June 30, 2017, amounts to $237,465,073
(net of accumulated depreciation). This investment in capital assets includes
land, buildings, improvements other than buildings, machinery and
equipment (including vehicles and office equipment), infrastructure,
intangibles, and construction in progress.

Major capital asset events during the current fiscal year include the
following:

e Public safety purchased thirteen new vehicles totaling $448.772 and
one new ambulance for the fire department for $155,767. The police
department purchased a new K9 dog, updated the remainder of their
E911 equipment, and replaced their main recording equipment for a
total of $366,229. The fire department purchased stretchers,
extrication equipment, exhaust system, and various other equipment
totaling $231,756.

e The parks division purchased three new vehicles totaling $99,404, a
large gang mower for $79,963, and four new riding mowers totaling
$50,361. They successfully completed the All-Together Playground at
City Center Park with current fiscal year costs totaling $664,801. Due
to the congtruction of this new playground, a new park storage facility
was constructed ($142,568), the north parking lot was reconstructed
($160,081), and the bathrooms were renovated ($104,743). They also
completed the installation of new playground structures at Scera and
Cascade parks at an additional cost of $81,520. A new splash pad is
under construction with current fiscal year costs totaling $717.939.
The City's first dog park was completed at a cost of $194,474.

¢ Parking lot reconstructions at the City Center, Scera Park, Westmore
Park, and Fire Station #1 were completed at a cost of $365,422.

e Various road and traffic signal projects completed or added to
construction in process were approximately $2,048,592. Two new
vehicles were purchased by the streets division for $71,555 as well as a
new street roller for $59,674.

e The traffic division purchased a new vehicle for $41,690 as well as
some traffic modeling software for $27,764.

« The City also purchased a new hybrid vehicle for the City’s vehicle pool
for $23,294.
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Several facility projects took place in the current fiscal year at the
public works building, public safety building, Fire Station #1, fitness
center, city center, and library. These projects totaled $694,009. In
addition to these facility projects, the energy saving facility
improvement projects completed by Siemens in the current fiscal year
added approximately $5.2 million in capital assets.

The City purchased two pieces of property totaling $1,530,778. The
property will be used for redevelopment opportunities tied to economic
development projects.

The water division had several waterline projects completed or added
to construction in process totaling approximately $1,144,738. They
purchased one new hydro excavator for $119,079 and a new dump
truck for $145,113.

The water reclamation division had several sewer line projects
completed or added to construction in process totaling $583,436. They
purchased one new vehicle for $39,366, a new loader for $145,695,
BNR blowers for $298,766, and various other equipment totaling
approximately $143,000.

The storm water division purchased a new sweeper for $258,836, a new
utility vehicle for $15,433, and a new riding mower for $15,366. There
were no storm water infrastructure projects in the current fiscal year.

City of Orem's Capital Assets
(Net of Depreciation)

Governmental Business-type
Activities Activities Total
2017 2016 2017 2016 2017 2016

Land ¥ 65,145,972 § 63445925 ¥ 3,888,751 § 3.888.751 & 69,034,723 % 67,334,676
Buildings and Systems 13,125,726 14,171,572 1,146,800 1,342,104 14,272,616 16,513,676
Improvements other

than Buildings 13.521.937 10,625,447 6,837 661 7.146.441 20,359,598 17771888
Machinery and Equipment 5,790,833 5,201,108 3,612,371 3,336,079 9,303,204 £.537,187
Infrastructure 52,117,031 48,624,131 68 438 120 67,526,199 120,665,151 116,149,330
(Construction in Progress 2,185,715 2,629,327 735,307 1,615,077 2921022 4,244 404
Intangibles = 1,018,790 996,884 1,018,790 996 884

Total Captial Assets § 151.887.214 8 144697510 § B5577890 % 85850535 & 237.465104 & 230548045

Additional information on the City's capital assets can be found in the
footnotes to this financial report on pages 71-73.

Long-term debt. At the end of the current year, the City had total bonded
debt outstanding of $38,051,000. Of this amount, $8,535,000 comprises debt
backed by the full faith and credit of the government and $29,516,000 1is debt
(i.e. revenue bonds) that is secured solely by specific revenue sources such as
sales taxes, franchise taxes, special assessments, water revenues, water
reclamation revenues, and storm water revenues.
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City of Orem's Outstanding Bonded Debt

General Obligation and Revenue Bonds

Governmental Business (lype
Activities Activities Total
20017 2016 20157 20146 2017 2016
General Ubligation Bonds 2 BAsH000  §  loZoo0on 8 g 3 BBIB000 § 10.200.000
Revenug Bonds 3,678.000 5.245.000 25,938 000 28,653,000 29.516,000 28 THB 000
Total Bands 5 12, 113.000 & 15445000 5 25938000 % 28,553.000 F 38,051,000 % <3,998 O]

The City's total bonded debt decreased by $1,665,000 (16.32%) during the
current fiscal year. The City made its final payment on the 2004 General
Obligation Road Refunding Bonds.  The remaining 2008 Water & Storm
Sewer Revenue Bonds were refunded by issuing $4,380.000 of new 2016
Water & Storm Sewer Revenue Refunding Bonds saving the City
approximately $1.4 million. The remaining 2007 Sales Tax Rewvenue
Refunding Bonds were refunded by issuing $2,898,000 of new 2017 Sales Tax
Revenue Refunding Bonds saving the City approximately $95,000.

The City of Orem maintains an “AA+" rating from Fitch Ratings and an “AA”
rating from Standard & Poor’s for all bond issuances.

State statutes limit the amount of general obligation debt for general
purposes a governmental entity may issue to 4% of its total taxable value.
The current limitation for the City is $313,847,899, which is significantly in
excess of the City's outstanding general obligation debt for general purposes.
In addition, state statutes allow for an additional 4% to be used for water,
sewer, or electrical projects. Thus, the current limitation for general
obligation debt for water, sewer, or electrical projects is also $313,847,899.
The City currently has no outstanding general obligation debt for these types
of projects. Thus, the resulting total debt limit is 8% of total taxable value or
$627,695,798. More detailed information can be found on pages 170-171.

Additional information on the City’s long-term debt can be found in the
footnotes to this financial report on pages 75-83.

Economic Factors and Next Year's Budgets and Rates

e The unemployment rate for the City of Orem at June 30, 2017 was
3.7%. The City’s unemployment rate compares favorably to the
national rate of 4.5%. The City has a relatively high technology based
workforce comparative to other areas of the county and state which can
be impacted (for good or bad) to a slightly higher degree than many
other workforce groups in the economy. The table below provides
current year comparative information as well as a historical
perspective. (Source: U.S. Bureau of Labor Statistics).
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HISTORICAL ANNUAL UNEMPLOYMENT RATES

2013 2014 2015 2016 2017
City 5.3% 3.9% 3.5% 3.9% 3.7%
County 0.3% 4.0% 3.6% 3.9% 3.6%
State 5.2% 3.9% 3.8% 4.2% 3.9%
Nation 7.6% 6.3% 5.5% 5. 1% 4.5

The General Fund budget for the fiscal year ending June 30, 2018
reflects a decrease of $858,920 or 1.47% in revenues, excluding
appropriations of surplus, compared to the final actual revenues for the
fiscal year ending June 30, 2017. The decrease in revenues is due
primarily to a decrease in intergovernmental revenues (primarily
grants). Budgeted expenditures increased by $588,055 or 1.00% over
the final fiscal year ending June 30, 2017, expenditures. Most of this
1s due to the personnel cost increases and additional capital projects
and acquisitions in next year's budget.

Economic trends in the region continue to compare favorably to
national indices. Sales tax revenues continue to increage in
comparison to the prior year. Building permits continue to be good
although construction growth within the City has slowed. 'These
revenue sources as well as others are monitored very closely so the
City can identify what future spending may be able to be added should
positive revenue trends continue.

All of these factors were considered in preparing the City’s budget for the
2017-2018 fiscal year.

Request For Information

This financial report provides a general overview of the City of Orem’s
finances for all those with an interest in the government's finances.
Questions concerning any of the information provided in this report or
requests for additional financial information should be addressed to:

City of Orem

Director of Administrative Services

56 North State Street, Orem, UT 84057
or via email at rbmanning@orem.org
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BUILDING A BETTER OREM

H# 7 Happiest City in America - Gallup & National Geographic

H 14 Best City in America - Money Magazine

H47 Most Livable City in America - USA TODAY
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