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To the Citizens, Governor,
and Members of the Legislature
of the State of Utah:

It is our pleasure to present the 2016 Comprehensive Annual Financial Report of the State of Utah in accordance with Utah
Code Section 63A-3-204. Responsibility for the accuracy of the data and the completeness and fairness of the presentation,
including all disclosures, rests with the State’s management. To the best of our knowledge and belief, the enclosed data
accurately presents the State’s financial position and results of operations in all material respects in accordance with generally
accepted accounting principles (GAAP). We believe that all disclosures necessary to enable the reader to gain an understanding
of the State’s financial activities are included.

Internal Control. The State’s systems of internal control over assets recorded in the accounting system have been designed to
provide reasonable, but not absolute, assurance of safeguarding assets against loss from unauthorized use or disposition and to
ensure the reliability of financial records for preparing financial statements. The concept of reasonable assurance recognizes
that the cost of a control should not exceed the benefits likely to be derived and that the evaluation of costs and benefits requires
estimates and judgments by management.

Independent Auditors. In compliance with state statute, an annual financial audit of the “State Reporting Entity” is completed
each year by the Office of the Utah State Auditor in conjunction with other independent audit firms. Their audits were conducted
in accordance with auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards issued by the Comptroller General of the United States. The Utah
State Auditor’s report and the opinion on the fair presentation of the Basic Financial Statements are included in the Financial
Section of this report.

Single Audit. Federal regulations also require the State to undergo an annual “Single Audit” in conformance with the Title 2
U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance). Information related to the Single Audit, including the schedule of
expenditures of federal awards, audit findings and recommendations, summary of prior audit findings, and the Utah State
Auditor’s report, is issued in a separate report.

Management’s Discussion and Analysis (MD&A). The discussion and analysis beginning on page 17 provides an overview
and analysis of the State’s Basic Financial Statements. This letter of transmittal is intended to complement the MD&A and
should be read in conjunction with it.

PROFILE OF THE GOVERNMENT

Structure. As shown in the organizational chart on page 12, state government is divided into three separate branches:
legislative, executive, and judicial. The duties of each branch are outlined in the Constitution of Utah, which can be amended
only by vote of the Legislature and a majority vote of the State’s citizens, and in the Utah Code, which can be amended by the
Legislature or by citizen initiatives. State government provides various services to over 3,047,000 citizens. Services
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include building and maintaining roads; providing public safety, health, and environmental protection services to protect the
general welfare of the State’s citizens; helping adults, children, and families through difficult times such as abuse, divorce,
iliness, death, and unemployment; fostering an attractive business climate to encourage economic growth; and protecting public
lands and natural resources for conservation and recreational activities. The State also provides significant financial support to
its higher education institutions, local governments, and school districts to help those entities meet the specific needs of their
constituents.

The State Reporting Entity. The State Reporting Entity includes the primary government and its component units. The
primary government of the State of Utah includes all funds, departments, agencies, and other organizational units governed by
the Legislature or the constitutional officers of the State. In addition to these primary government activities, this report includes
information related to component units for which the primary government is financially accountable. Although such
information is provided in this report, the MD&A and Basic Financial Statements focus on the primary government and its
activities. Separately issued financial statements are available from the significant discretely presented component units and
should be read to obtain a better understanding of their financial conditions. Additional information on all discretely presented
component units can be found in the notes to the financial statements (see Note 1. A. on page 65).

Budgetary Process and Control. The Constitution of Utah requires that budgeted expenditures not exceed estimated revenues
and other sources of funding, including beginning fund balances. Annually, the Governor is required to submit a balanced
budget for the governmental funds with an annual appropriated budget (General, Education, Transportation, Transportation
Investment, and Debt Service Funds), by function (e.g., health), and activity (e.g., medical assistance) to the Legislature. The
Legislature authorizes expenditures by line item in the annual Appropriations Acts. Line item is the legal level of budgetary
control. The Acts also identify the sources of funding for budgeted expenditures. In the event actual revenues are insufficient
to cover budgeted expenditures, the Governor must order budget reductions or call a special session of the Legislature to address
budget issues. Adjustments to the budget may also be made throughout the year for changes in departmental or fund revenues
so that line items and funds will not end the fiscal year in a deficit position. For additional information on the budgetary process
and control, see the Required Supplementary Information and related notes beginning on page 142.

INFORMATION USEFUL IN ASSESSING A GOVERNMENT’S ECONOMIC CONDITION

Local Economy. The Utah economy continues to
outperform national averages. Utah’s economy is Utah Economic Indicators
expected to grow moderately through 2017 on the
strength of steady job and wage growth.

Annual Percentage Change

s . B 1.7% [ 2015 Actual
Utah’s unemployment rate averaged 3.5 percent in Population I 1.7% B 2016 Estimate
2015 and is expected to increase to an average of r— B 2017 Forecast
3.7 percent in 2016, and 3.6 percent in 2017. In 2015, '
personal income increased by 6.2 percent and | 6.2%
nonagricultural wages increased by 7 percent. In 2016, Personal Income I 5.7%
personal income is expected to increase by 5.7 percent I 0

and nonagricultural wages are expected to increase by
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5 percent in 2016. ¢
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Total construction value was $6.9 billion in 2015, a Retail Sales I 5.0%
19 percent increase from the prior year, primarily due I 50
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. . . . .59
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increase to $4 billion, or 5.3 percent in 2016.




In 2016, Utah population is estimated at 3,047,000, which is an increase of 1.7 percent over the prior year. Utah had positive
net migration of approximately 17,600 people in 2015 and is expected to grow by 17,900 in 2016. Utah has had positive net
migration for the past 26 years and this trend is expected to continue in the coming years.

Industries. Utah’s job market continues to expand as it rebounds from the national recession that began in late 2007. Utah’s
nonagricultural employment is expected to increase by 3.6 percent in 2016 and by 3.1 percent in 2017, which is near the Utah
average yearly rate of 3.1 percent (1950 through June 2016). All industrial sectors added jobs to Utah’s employment base, with
the exception of natural resources and mining, which contracted by 900 jobs. Trade, transportation, and utilities added 8,600
new jobs, with retail trade contributing most of the gains. Education and health services also added 8,600 new jobs, primarily
in health services. Financial activities added 6,600 new jobs, with most of the increase in finance and insurance. Leisure and
hospitality added 6,000 new jobs, with the largest increase in food services and drinking places. The results for August 2015
to August 2016 are presented in the following table.

State of Utah
Jobs by Industry of Utah's Labor Force
(Expressed in Thousands)

Number Numerical Percentage Components
of Jobs Change Change of Labor Force
2016 (est.) 2015 2015 to 2016 2015 to 2016 2016 (est.)
Trade, Transportation, and Utilities ........... 273.6 265.0 8.6 3.2 % 19.2 %
Professional and BUSINESS ...........ccccveeneene. 200.9 198.1 2.8 14 % 14.1 %
Education and Health Services .................. 187.1 178.5 8.6 4.8 % 132 %
Government (Local/Federal) ...........c.......... 149.3 1475 1.8 12% 10.5 %
Leisure and Hospitality ..........ccocvevvrerrennns 144.7 138.7 6.0 43 % 10.2 %
Manufacturing ........ccoeveeeveevevereieeeceeenn 128.5 124.3 4.2 34 % 9.0 %
CONSLIUCLION ...vvcvveveciececee e 93.6 88.3 53 6.0 % 6.6 %
Financial ACHIVItIES .......cccovevevieevieiieiienn, 86.5 79.9 6.6 8.3 % 6.1 %
Government (State/Higher Ed.) ................. 71.6 70.8 0.8 11% 5.0 %
Other SErVICES .....cceccvveeiveeiieeciece e 40.5 39.5 1.0 25 % 29 %
Information ........ccocoevveevieeiiecie e 35.2 35.2 0.0 0.0 % 25 %
Natural Resources and Mining 9.4 10.3 (0.9 (8.7)% 0.7 %
Total .o, 1,420.9 1,376.1 44.8 100.0 %

Source: Utah Department of Workforce Services and the U.S Bureau of Labor Statistics, August 2016.

Outlook. The national economy is expected to continue to grow moderately in the last half of 2016 and into 2017. As in prior
recoveries, the Utah economy continues to grow more rapidly than the nation. Factors that support the continued growth
include: 1) low gas prices; 2) strong consumer spending; 3) demographic advantages; and 4) an attractive business environment.
Despite this positive outlook for the Utah economy, downside risks are still present. Primarily due to external factors, these
risks include negative interest rates, the slowdown in growth in China, unexpected or low probability events with far reaching
consequences, and a decline in retail and corporate profits at the national level. Overall, Utah is expected to grow at a moderate
pace barring any major disruptions to the global and national economies.

FINANCIAL PLANNING AND POLICIES

Debt Administration. As part of long-term financial planning, the State has used a combination of bonding and pay-as-you-
go methods to meet its infrastructure needs. In fiscal years 2006 through 2007 the State bonded less and primarily funded
projects with the pay-as-you-go method using one-time and ongoing money. In fiscal years 2008 through 2014, under budget
constraints coupled with a low interest rate environment, the State elected to increase its debt by issuing bonds for highway
and/or building projects that otherwise would have been funded from current resources. During the years debt was issued, the
State continued to fund some projects with cash. In fiscal years 2015 and 2016, the State continued its prudent fiscal



management by paying cash for buildings. In fiscal year ) . "
2016, there were no general obligation bond issuances, Net General Obligation Debt per Capita
authorizations, or refundings. As of June 30, 2016, the

State’s general obligation debt per capita was $848. The §1,350 4 $1,282
State has an aggressive policy of repaying its general
obligation debt within seven years for debt associated
with capital facilities and fifteen years for highway $900 -
construction projects. More information about the
State’s long-term debt is found in Note 10 to the Basic
Financial Statements on page 109. 3450 1

Revenue and Expenditure Forecasts. Economists and
budget analysts from the Executive and Legislative
branches of government work with experts from the
private sector and academia to develop the consensus
revenue forecast used for establishing the State’s annual
budget. The final 2016 consensus revenue forecast projected a moderate increase of 3 percent in fiscal year 2016 from 2015
actual revenue for combined General and Education Fund. For fiscal year 2017, 4.7 percent growth is projected. The long-term
average annual revenue growth rate, adjusted for inflation, was approximately 3.4 percent for fiscal periods 1971 through 2015.
(See the Budgetary Highlights — General Fund in the MD&A on page 25 for a comparison of budgeted to actual results for
fiscal year 2016.)

50 4

2006 2008 2010 2012 2014 2016

Budget Stabilization. In accordance with Sections 63J-1-312 and 313 of the Utah Code, the State maintains the General Fund
Budget Reserve Account in the General Fund (the “Rainy Day Fund”) and an Education Fund Budget Reserve Account in the
Education Fund (the “Education Reserve™). State law requires 25 percent of any revenue surplus in the General Fund to be
deposited in the Rainy Day Fund after any required Medicaid growth savings transfer is made (see Medicaid Sustainability
section below) and 25 percent of any revenue surplus in the Education Fund to be deposited in the Education Reserve, in each
case up to a statutory limit. State law limits the totals of the Rainy Day Fund and Education Reserve based on the amount of
appropriations from the General Fund and Education Fund, respectively, for the fiscal year in which the surplus occurred. For
additional information on the State’s budget stabilization accounts see Note 12.B. on page 121.

Medicaid Sustainability. The State implemented reforms in the Medicaid program in an effort to bring Medicaid growth more
in line with overall state revenue growth. The reforms align financial incentives in the health care system by replacing the fee-
for-service model with one or more risk-based delivery models. When a General Fund revenue surplus occurs, an amount
representing the Medicaid growth savings from the new risk-based delivery models will be deposited into the “Medicaid Budget
Stabilization Account.” The account will then be used to meet the growing needs in the program in years when growth is
expected to be at least 8 percent. For additional information on the State’s budget stabilization accounts, see Note 12.B. on
page 121.

Public Education Growth. Projections indicate that an additional 9,730 new students will enroll in fall 2016. Due to the
current and future enrollment growth, and the demands it places on state funding, public education continues to be a top priority
for the Governor and the Legislature. The Office of the Legislative Fiscal Analyst developed a Public Education Distribution
Model that allows legislators to see how proposed education policy changes will impact funding.

Federal Funding. In an effort to prepare for potential future reductions in federal funding for critical state programs, the
Legislature requires most state agencies including public education and higher education institutions to report specific federal
funding information to the Legislature. Annually, these entities must report total federal receipts received the preceding fiscal
year in addition to providing contingency plans in the event federal receipts are reduced by either 5 percent or 25 percent.

The Legislature created the Federal Funds Commission to study and make recommendations on federal funding issues. The
Commission is tasked with considering the financial stability of the federal government, the risk that the State will experience
a reduction in the amount or value of federal funds, and methods to avoid or minimize the risk. Legislators also passed
legislation that requires economists and budget analysts from the Executive and Legislative branches of government to consider
expected changes in federal funding when preparing the annual revenue volatility report and, if appropriate, recommend
changes to amounts or limits of reserve funds.



In addition, all federal funds for state agencies must go through the annual appropriations process. To gain tighter control over
federal grants that span several years, the Legislature also requires multiyear grants to go through an approval and summary
requirements process, including approval in the annual Appropriations Acts.

Spending Limitation. The State has a statutory appropriations limit. The appropriations limit adjusts annually pursuant to a
statutory formula based on population and inflation. The definition of appropriations includes only appropriations from General
Fund and Education Fund sources (spending for public education and for transportation is exempt from the limitation). For the
fiscal year ended June 30, 2016, the State was $510.8 million below the appropriations limitation.

Adequate Funding for Ongoing Programs. The Legislature has been working toward ensuring all programs have adequate
ongoing funding. Coming into the 2016 General Session of the Legislature, before accounting for growth in costs or revenues,
the State had a small structural surplus of $752 thousand for the 2017 fiscal year budget. Legislators were able to maintain and
expand the structural surplus to $12.8 million in the 2016 General Session and 2016 Second Special Session. In addition to
matching ongoing commitments to ongoing sources, they took two additional measures. They passed Senate Bill 80,
Infrastructure Funding Amendments, which will, over time, eliminate two transportation earmarks as further described in the
Infrastructure section below. The Legislature also provided $20 million ongoing appropriations for one-time capital
development projects, putting recurring resources into buildings.

Operating/Capital Expenditure Accountability. During the 2014 General Session, the Legislature passed laws and rules to
implement budget policy changes. These budget bills were, in part, aimed at smoothing revenue volatility by recognizing above
trend growth, managing the volatility with rainy day deposit mechanisms, and treating windfalls as one-time revenue. The
Legislature added in-depth budget reviews to the regular budget process. The legislation also required that the Office of the
Legislative Fiscal Analyst prepare, before each annual general session of the Legislature, a summary showing the current status
of the State’s debt, long-term liabilities, contingent liabilities, General Fund borrowing, reserves, fund and nonlapsing balances,
and cash-funded capital investments, as compared to the prior nine fiscal years. In addition, the Legislative Fiscal Analyst also
implemented a “fiscal health dashboard” website where legislators and citizens can quickly and easily check Utah’s fiscal
health.

MAJOR INITIATIVES

During fiscal year 2016, the State of Utah continued to rank among the top states in private sector job growth and overall job
growth. Due to continued economic expansion, the consensus revenue forecast adopted during the 2016 General Session
anticipates that fiscal year 2017 will mark the seventh consecutive year of growth in unrestricted General Fund and Education
Fund revenue collections.

Approximately $550 million in new unrestricted revenue was available for appropriation during the 2016 General Session due
to the fiscal year 2015 surplus and forecasted revenue growth in fiscal years 2016 and 2017. Under the consensus forecast,
$400 million of this revenue was available for ongoing appropriations and $150 million for one-time appropriations. In addition,
the Legislature re-directed $118 million from various sources, including the Medicaid Restricted Account, reductions in state
matching funds for the Children’s Health Insurance Program (CHIP), Temporary Assistance for Needy Families (TANF) for
school readiness programs, changes to sales tax earmarks, and other reserves. Together, new revenue and funding reallocations
provided $668 million for new appropriations in fiscal years 2016 and 2017. Highlights of new appropriations for public and
higher education, infrastructure needs, and other priorities are summarized below.

Public Education. During the 2016 General Session, the Legislature increased public education appropriations by $275
million, including an additional $12 million from TANF for school readiness programs, and $18 million from program balances
for public education. This represents 41 percent of new unrestricted appropriations from the General Fund and Education Funds.
The largest increases for public education included $82.3 million ongoing for a 3 percent increase in the value of the Weighted
Pupil Unit (WPU - the primary funding mechanism for public education); $94.4 million ongoing for an anticipated student
enrollment increase of over 9,700 in fall 2016; and $14.4 million ongoing to increase funding for charter schools. Altogether,
the fiscal year 2017 state K-12 budget provides a 6.7 percent increase in the state portion of public education funding, compared
to fiscal year 2016.



Higher Education. State funding for higher education, including capital development projects, was increased by nearly
$172 million during the 2016 General Session. This represents 26 percent of new unrestricted appropriations from the
General and Education Funds. A total of $114 million one-time was provided for new higher education facilities and land
acquisitions. Other significant increases included $24.9 million for staff compensation and benefits in fiscal year 2017; $8.8
million one-time for the Board of Regents’ Scholarship program; $5 million ongoing for market demand programs; $5
million one-time for performance-based allocations; and $2.5 million ongoing to expand programs at the Utah Applied
Technology College campuses. The total state portion of fiscal year 2017 higher education funding increased by 4.9 percent,
compared to fiscal year 2016.

Social Services. During the 2016 General Session, the Legislature appropriated $88.8 million in new state funding for social
service programs. The largest appropriations included $38.7 million for Medicaid caseload growth in fiscal years 2016 and
2017; $8 million for the Division of Services for People with Disabilities (DSPD) to increase salaries for direct care staff who
provide services to DSPD clients, fund the additional needs of existing Medicaid waiver clients; and reduce the waiting list for
services; $6.4 million for local mental health Medicaid match; and $2.7 million for Medicaid physician, nursing home, and
dental reimbursement rates. The Legislature passed a provision to expand Medicare to certain low income and at-risk
individuals. The state portion of the ongoing cost of the Medicaid expansion to the General Fund will be $15 million per year.
The state funding will be augmented by federal revenue and restricted funds. An additional $1 million one-time was provided
to add 70 additional children to a pilot program that expands Medicaid coverage for children with disabilities and complex
medical conditions. During the General Session, the Legislature passed a law that moves the Utah State Office Rehabilitation
from the State Board of Education to the Department of Workforce Services. Because of the move, the office will now be
funded through the General Fund instead of the Education Fund. A restricted account was set up to facilitate the transition
between funding sources.

Infrastructure. In addition to the $114 million in appropriations for higher education capital projects, $37 million was
appropriated for other capital development projects. These projects include $21.5 million for the Hill Air Force Base Falcon
Hill Software Building (a non-state project), $6 million for the Environmental Quality Technical Support Center, $4.2 million
for the expansion of the State Archives storage vault, $2.5 million in other non-state projects, $2.1 million for the State
Developmental Center, and $1 million for the Weber Valley Multi-Use Youth Center. The State also increased ongoing funding
for capital improvements to existing facilities, including higher education facilities, by $6.3 million. During the 2016 General
Session, the Legislature passed Senate Bill 80, Infrastructure Funding Amendments, which shifts 20 percent of an existing 1/16
percent sales tax earmark from transportation to the Water Infrastructure Restricted Account beginning in fiscal year 2018. The
remaining portion of the earmark will be incrementally shifted over to water infrastructure over a five year period. A separate
1/64 percent sales tax earmark for transportation was eliminated, which will leave an additional $8.9 million in the General
Fund in fiscal year 2017.

Employee Compensation. During the 2016 Legislative Session, $22.7 million was appropriated from the General Fund and
Education Fund for non-higher education state employee salary and benefit increases in fiscal year 2017. The Legislature
approved the equivalent of a 2 percent salary increase for state employees. In addition to the compensation general increases,
$8.2 million was provided for health insurance cost increases.

State Employee Other Postemployment Benefit Plan. The annual required contribution (ARC) for the State Employee Other
Postemployment Benefit (OPEB) plan was $29.1 million. The Legislature considered this ARC when establishing the OPEB
budget for fiscal year 2017. The ARC represents a level of funding that, if paid on an ongoing basis, is actuarially projected to
fund the benefits over a period of twenty years.

AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association (GFOA) awarded the Certificate of Achievement for Excellence in Financial
Reporting to the State of Utah for its comprehensive annual financial report for the fiscal year ended June 30, 2015. This was
the thirty-first consecutive year the State has achieved this prestigious award.

In order to be awarded a Certificate of Achievement, a government must publish an easily readable and efficiently organized
comprehensive annual financial report. This report must satisfy both generally accepted accounting principles and applicable
legal requirements.



A Certificate of Achievement is valid for a period of one year only. We believe that our current comprehensive annual financial
report continues to meet the Certificate of Achievement Program’s requirements, and we are submitting it to GFOA to
determine its eligibility for another certificate. We are committed to this effort, and we intend to maintain a highly qualified
and professional staff to make this certification possible.

The preparation of this report would not have been possible without the efficient and dedicated service of the entire staff of the

Division of Finance, Department of Administrative Services. We also express our gratitude to the budget and accounting
officers throughout state government and the Office of the Utah State Auditor for their assistance.

John C. Reidhead, CPA
Director of Finance
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OFFICE OF THE
STATE AUDITOR

INDEPENDENT STATE AUDITOR’S REPORT

To Members of the Utah State Legislature
and

The Honorable Gary R. Herbert

Governor, State of Utah

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the State of Utah (State) as of and for the year ended June 30, 2016, and the related
notes to the financial statements, which collectively comprise the State’s basic financial statements, as listed
in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not audit
the financial statements of the Public Employees Health Program, the University of Utah Hospital and
Clinics (UUHC) and component units, or the Utah State University Research Foundation. These entities
collectively represent 23 percent of the assets, 17 percent of the net position, and 41 percent of the revenues
of the aggregate discretely presented component units. Also, we did not audit the financial statements of
Utah Retirement Systems, which represent 64 percent of the assets, 63 percent of the net position/fund
balances, and 15 percent of the revenues/additions of the aggregate remaining fund information. The
financial statements for these entities were audited by other auditors whose reports have been furnished to
us, and our opinions, insofar as they relate to the amounts included for these entities, are based solely on the
reports of the other auditors. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal

Utah State Capitol Complex, East Office Building, Suite E310 « Salt Lake City, Utah 84114-2310 « Tel: (801) 538-1025 « auditor.utah.gov
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control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental activities,
the business-type activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the State as of June 30, 2016, and the respective changes in
financial position and, where applicable, cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the following
information—1) management’s discussion and analysis (pages 17-29) and 2) the budgetary comparison
schedules and information about the State’s pension plans, other postemployment benefit plans, and
infrastructure assets reported using the modified approach (pages 142-163)—be presented to supplement
the basic financial statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the State’s basic financial statements. The supplementary information, such as the combining and
individual fund financial statements and schedules, and the other information, such as the introductory and
statistical sections, are presented for purposes of additional analysis and are not a required part of the basic
financial statements.

The combining and individual fund financial statements and schedules (pages 167-233) are the
responsibility of management and were derived from and relate directly to the underlying accounting and
other records used to prepare the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in the United States
of America by us and other auditors. In our opinion, based on our audit, the procedures performed as
described above, and the reports of the other auditors, the combining and individual fund financial
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statements and schedules are fairly stated, in all material respects, in relation to the basic financial statements
as a whole.

The introductory and statistical sections (pages 1-12 and 237-275, respectively) have not been subjected to
the auditing procedures applied in the audit of the basic financial statements, and accordingly, we do not
express an opinion or provide any assurance on them.

Other Reporting Required By Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report, dated November 8,
2016, on our consideration of the State’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the State’s internal control over financial reporting and
compliance.

¥y

/Y . , B 0~ . /) y) .4-
05/6/14,«/ % e UAM~ /é}’LMZ/ Ut
Office of the Utah State Auditor
November 8, 2016
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State of Utah Management’s Discussion and Analysis Fiscal Year Ended June 30, 2016

INTRODUCTION

The following is a discussion and analysis of the State of Utah’s financial performance and condition, providing an overview of
the State’s activities for the fiscal year ended June 30, 2016. Please read it in conjunction with the transmittal letter in the
Introductory Section of this report and with the State’s financial statements that follow this section.

HIGHLIGHTS
Government-wide

e Total assets and deferred outflows of resources of the State exceeded liabilities and deferred inflows of resources by $23.595
billion (reported as net position). Of this amount, $2.180 billion (unrestricted net position) may be used to meet the
government’s ongoing obligations while $21.415 billion is restricted for specific uses or invested in capital assets.

e The State’s total net position increased by $888.9 million or 3.9 percent over the prior year. Net position of governmental
activities increased by $783.8 million or 4 percent. Net position of business-type activities increased by $105.1 million or
3.3 percent.

Fund Level

e The governmental funds reported combined ending fund balances of $5.421 billion, an increase of $55.6 million in
comparison with the prior year. Approximately 33 percent or $1.792 billion of the ending fund balance is considered
unrestricted (committed, assigned, or unassigned) and is available for spending either at the government’s discretion or upon
legislative approval.

e The General Fund ended the fiscal year with a $7.2 million unassigned fund balance. This unassigned fund balance is after
statutory transfers of $8.8 million to the Medicaid Budget Stabilization Account, $2.4 million to the General Fund Budget
Reserve Account (Rainy Day Fund), and $2.4 million to the Wildland Fire Suppression Fund.

e The Education Fund ended the year with zero dollar surplus by using $2.2 million of the $100.5 million Education Fund
budgeted revenues set aside for fiscal year 2017. Because there was no revenue surplus, there were no statutory transfers
from the Education Fund to the Education Budget Reserve Account.

e The State’s stabilization accounts, the General Fund Budget Reserve Account (Rainy Day Fund), Medicaid Budget
Stabilization Account, and Education Budget Reserve Account, ended the fiscal year with balances of $143.6 million, $25.9
million and $349.5 million, respectively.

e  Sales tax revenues in the governmental funds increased $98.5 million or 4.5 percent, compared to $83.1 million or 3.9 percent
increase in the prior year. Total tax revenues increased $30 million or 1.4 percent in the General Fund and $155.2 million or
4.3 percent in the Education Fund.

Long-term Debt

e The State’s long-term bonded debt decreased a net $547 million or 11.5 percent. General obligation bonds for the primary

government decreased $364.5 million or 12.4 percent, while revenue bonds for the primary government decreased $182.5
million or 10.1 percent.

OVERVIEW OF THE FINANCIAL STATEMENTS
This report includes the State’s Basic Financial Statements, Required Supplementary Information, and Supplementary

Information. The Basic Financial Statements include three components: government-wide financial statements, fund financial
statements, and notes to the financial statements.
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State of Utah Management’s Discussion and Analysis Fiscal Year Ended June 30, 2016

Government-wide Statements — Reporting the State as a Whole

The Statement of Net Position and the Statement of Activities beginning on page 33 together comprise the government-wide
financial statements. These statements provide a broad overview of the State’s finances as a whole with a long-term focus and
are prepared using the full-accrual basis of accounting, similar to private-sector companies. This means all revenues and expenses
are recognized regardless of when cash is received or spent, and all assets, deferred outflows of resources, liabilities, and deferred
inflows of resources, including capital assets and long-term debt, are reported at the entity level. The government-wide statements
report the State’s net position — the difference between assets and deferred outflows of resources, compared to liabilities and
deferred inflows of resources — and how it has changed from the prior year. Over time, increases and decreases in net position
measure whether the State’s overall financial condition is getting better or worse. In evaluating the State’s overall condition,
however, additional non-financial factors should be considered such as the State’s economic outlook, changes in its
demographics, and the condition of its capital assets and infrastructure. The government-wide statements report three activities:

e Governmental Activities — Most of the State’s basic services fall under this activity including education, transportation,
public safety, courts, corrections, health, and human services. Taxes and federal grants are the major funding sources
for these programs.

e Business-type Activities — The State operates certain activities much like private-sector companies by charging fees to
customers to cover all or most of the costs of providing the goods and services. Student loans, unemployment
compensation, water loan programs, and liquor sales are examples of business-type activities.

e Component Units — A number of entities are legally separate from the State, yet the State remains financially accountable
for them. Colleges and Universities, Utah Communications Authority, and Utah State Fair Corporation are examples of
component units.

Fund Financial Statements — Reporting the State’s Most Significant Funds

The fund financial statements beginning on page 38 provide detailed information about individual major funds, not the State as
a whole. A fund is a group of related accounts that the State uses to keep track of specific resources that are segregated for a
specific purpose. Some funds are required by law to exist, while others are established internally to maintain control over a
particular activity. All of the State’s funds are divided into three types, each of which uses a different accounting approach:

e Governmental Funds — Most of the State’s basic services are accounted for in governmental funds and are essentially
the same functions reported as governmental activities in the government-wide statements. Governmental funds use the
modified accrual basis of accounting, which measures the flow of current financial resources that can be converted to
cash and the balances left at yearend that are available for future spending. This short-term view of the State’s financial
position helps determine whether the State has sufficient resources to cover expenditures for its basic services in the
near future.

e Proprietary Funds — Proprietary funds include enterprise funds and internal service funds and account for state activities
that are operated much like private-sector companies. Like the government-wide statements, proprietary fund statements
are presented using the full-accrual basis of accounting. Activities whose customers are mostly outside of state
government (e.g., water loans to local governments) are accounted for in enterprise funds and are the same functions
reported as business-type activities. Thus, the enterprise fund financial statements reinforce the information reported for
business-type activities in the government-wide statements, but provide more detail and additional information, such as
cash flows. Activities whose customers are mostly other state agencies (e.g., motor pool) are accounted for in internal
service funds. The internal service fund activities are consolidated with the governmental activities in the government-
wide statements because those services predominantly benefit governmental rather than business-type activities.

e Fiduciary Funds — Fiduciary funds account for assets that, because of trust relationships, can be used only for trust
beneficiaries. The State is responsible for ensuring these assets are used for their intended purposes. Fiduciary funds use
full-accrual accounting, but are not included in the government-wide statements because their assets are not available
to finance the State’s own programs.

Reconciliation between Government-wide and Fund Statements

The financial statements include schedules on pages 40 and 44 that reconcile and explain the differences between the amounts
reported for governmental activities on the government-wide statements (full accrual basis of accounting, long-term focus) with
amounts reported on the governmental fund statements (modified accrual basis of accounting, short-term focus). The following
are some of the major differences between the two statements:
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State of Utah Management’s Discussion and Analysis Fiscal Year Ended June 30, 2016

e Capital assets and long-term debt are included on the government-wide statements, but are not reported on the
governmental fund statements.

e Capital outlay spending results in capital assets on the government-wide statements, but is expenditures on the
governmental fund statements.

e Bond proceeds result in liabilities on the government-wide statements, but are other financing sources on the
governmental fund statements.

e  Certain tax revenues that are earned but not yet available are reported as revenue on the government-wide statements,
but are deferred inflows of resources (unavailable revenue) on the governmental fund statements.

Notes to the Financial Statements
The notes beginning on page 64 provide additional schedules and information that are essential to a complete understanding of
the financial statements. The notes apply to both the government-wide financial statements and the fund financial statements.

Required Supplementary Information (RSI)

Following the Basic Financial Statements are budgetary comparison schedules for major funds with legally adopted budgets and
condition assessment data related to infrastructure. In addition, the RSI includes up to ten years of information on the State’s
pension plans, including schedules on the employer proportionate share of the net pension liability, changes in the net pension
liability, and employer contributions. RSI also includes schedules on the funded status and employer contributions for the State’s
defined benefit Other Postemployment Benefit Plans. RSI further supports the information in the basic financial statements.

Supplementary Information

Supplementary Information includes combining statements for the State’s nonmajor governmental, nonmajor enterprise, internal
service funds, fiduciary funds, and for nonmajor discretely presented component units. This section also includes schedules which
compare budgeted expenditures to actual results at the legal level of control, which is generally the line item level of the
Appropriations Acts.

Statistical Section
This section provides up to ten years of financial, economic, and demographic information.

Adjustments to Beginning Net Position

As described in Note 2 of the financial statements on page 73, beginning net position was adjusted as noted below. To enhance
comparability, all amounts presented for fiscal year 2016 in this discussion and analysis were revised, to reflect these changes as
if the changes had been made in the prior year.

e $1.94 million increase in governmental activities — required by legislation and board action as described in Note 2 of the
financial statements on page 73.

e $367 thousand decrease in business-type activities — implementation of GASB Statement 68 for the Utah Dairy
Commission.

FINANCIAL ANALYSIS OF THE STATE AS AWHOLE

Net Position

The State’s total net position increased $888.9 million or 3.9 percent in fiscal year 2016. In comparison, net position in the prior
year increased $601.7 million or 2.7 percent. The increase in total net position reflects an economy that continues to improve and
the active management of the State’s resources. The change in net position is comprised of the following:

e Net Investment in Capital Assets — Total invested in capital assets net of related debt increased $692.4 million or
4.7 percent as the State’s investment in highways and buildings exceeded depreciation and the net additional debt that
was incurred to finance capital-related projects.

e Restricted Net Position — Total restricted net position increased $62.1 million or 1.1 percent over the prior year:

Restricted net position of governmental activities decreased $27.6 million or 0.7 percent. The decrease was due to
a $112.1 million or 7.9 percent decrease in the net position of expendable public education as less was set aside for
future appropriations. This decrease was partially offset by the following increases. Net assets restricted for
transportation increased 61.6 million or 44.2 percent due in part to an increase in unspent restricted revenues from
a new 4.9 cent per gallon gas tax and an increase in gallons sold. Nonexpendable public education net assets
increased $22.6 million or 1 percent due to revenues generated from land use and gains on the sale of trust lands in
the permanent Trust Lands Fund.
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Restricted net position of business-type activities increased by $89.7 million or 4.5 percent, primarily due to a $76.6
million increase in the Unemployment Compensation Fund as unemployment compensation revenues exceeded
related claims. Restricted net position within Water Loan Programs also increased $13.1 million due to additional
loan capital provided from federal grants and investment income.

e Unrestricted Net Position — Total unrestricted net position in governmental activities increased $122.7 million or
13.8 percent due to the amount unspent and carried forwarded in capital projects. Unrestricted net position in business-
type activities increased $11.7 million or 1 percent because the State provided additional capital for the Water Loan
Programs from dedicated sales tax revenues, which was offset by small decreases in other business activities.

State of Utah
Net Position as of June 30
(Expressed in Thousands)

Governmental Business-type Total Primary
Activities Activities Government
2016 2015 2016 2015 2016 2015
Current and Other ASSEtS ........ccccvevvereievierieisieinens $ 7,166,486 $ 7,038,832 $ 5571,153 $ 5,950,516 $ 12,737,639 $ 12,989,348
Capital Assets 18,027,135 17,639,960 90,715 91,945 18,117,850 17,731,905
TOtal ASSELS ....vevvevieieeiecieie et $ 25,193,621 $ 24,678,792 $ 5661868 $ 6,042,461 $ 30,855,489 $ 30,721,253
Deferred Outflows of Resources ................. $ 392,288 $ 155542 3% 11979 $ 7927 $ 404,267 $ 163,469
Current and Other Liabilities .........c..cccccvevvevennane. $ 1,041,096 $ 1,002,892 $ 56,342 $ 59,265 $ 1097438 $ 1,062,157
Long-term Liabilities .........ccoveeviiiiinnrcicce 4,092,443 4,188,850 2,321,605 2,811,033 6,414,048 6,999,883
Total Liabilities ......cccoovevevieiieiieiericrcnie $ 5133539 $ 5,191,742 $ 2377947 $ 2,870,298 $ 7511,486 $ 8,062,040
Deferred Inflows of Resources .................... $ 112915 $ 86,967 $ 40,802 $ 30,075 $ 153,717 $ 117,042
Net Position:
Net Investment in Capital ASSEts ..........ccccvueuene. $ 15,478,397 $ 14,789,631 $ 20,384 $ 16,740 $ 15,498,781 $ 14,806,371
Restricted .......ccoevvvievereiciie i 3,849,854 3,877,468 2,065,552 1,975,859 5,915,406 5,853,327
UNFESHrICIEd ..o 1,011,204 888,526 1,169,162 1,157,416 2,180,366 2,045,942
Total Net POSition .......cccoovvvviriiiviriiiiieieias $ 20,339,455 $ 19555625 $ 3,255,098 $ 3,150,015 $ 23,594,553 $ 22,705,640
Percent change in total
Net Position from prior year ..........cccovceeervrrernnnnn 4.0 % 33% 39 %

The largest component of the State’s net position, 65.7 percent, reflects investments in capital assets (e.g., land, buildings,
equipment, intangible assets, roads, and other infrastructure) less the outstanding debt issued to finance those assets. These types
of assets are not available for future spending, nor can they be readily liquidated to pay off their related liabilities. Resources
needed to repay capital-related debt must be provided from other sources.

Restricted net position comprises 25.1 percent of total net position and is subject to constitutional, legal, or external constraints
on use. Net position that is restricted by the Constitution of Utah includes individual income and corporate income taxes that can
be used only for public and higher education costs and proceeds from fees, taxes, and other charges related to motor vehicles that
can be used only for transportation expenses.

The remaining balance of unrestricted net position may be used to meet the State’s ongoing obligations, though certain laws and
internally imposed commitments or assignments of resources further limit the purposes for which much of the net position may
be used.

The following schedule and charts summarize the State’s total revenues, expenses, and changes in net position for fiscal
year 2016:

(Table on next page)
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State of Utah
Changes in Net Position
for the Fiscal Year Ended June 30
(Expressed in Thousands)

Total
Governmental Business-type Total Primary Percentage
Activities Activities Government Change
2016 2015 2016 2015 2016 2015 2015 to 2016
Revenues
General Revenues:
TAXES 1ottt $ 6856498 $ 6,614,150 $ 29,841 $ 28384 $ 6,886,339 $ 6,642,534 3.7%
Other General REVENUES ...........cccevvvvvrveveinne. 119,295 130,551 45,318 — 164,613 130,551 26.1 %
Program Revenues:
Charges for Services ..........ooevveceieennns 1,113,067 1,133,690 767,487 766,938 1,880,554 1,900,628 (1.1)%
Operating Grants and Contributions ............. 3,632,735 3,717,276 46,118 89,903 3,678,853 3,807,179 (3.4)%
Capital Grants and Contributions .................. 87,942 114,490 — — 87,942 114,490 (23.2)%
Total REVENUES .....c.cocvvveveiniieeiiieieiees 11,809,537 11,710,157 888,764 885,225 12,698,301 12,595,382 0.8 %
Expenses
General GOVErnMeNt ...........coovvvreerrereererenes 457,564 442,340 — — 457,564 442,340 34 %
Human Services/Juvenile Justice Services ... 765,027 718,731 — — 765,027 718,731 6.4 %
COITECLIONS ....ovvvieieieieieee et 282,538 273,695 — — 282,538 273,695 32%
Public Safety .......cccoeverininiininiirrrrrsae 245,598 231,250 — — 245,598 231,250 6.2 %
COUMS e 142,913 129,951 — — 142,913 129,951 10.0 %
Health and Environmental Quality .. 2,600,928 2,503,794 — — 2,600,928 2,503,794 3.9 %
Higher Education ..........cccccc.... 1,137,364 1,004,382 — — 1,137,364 1,004,382 132 %
Employment and Family Services " 710,018 724,477 — — 710,018 724,477 (2.0)%
Natural Resources ..........ccccoeeee. . 198,190 194,026 — — 198,190 194,026 21 %
Heritage and ArtS ........ccccceevneee. . 27,048 23,207 — — 27,048 23,207 16.6 %
Business, Labor, and Agriculture . . 112,809 100,566 — — 112,809 100,566 122 %
Public EQUCALION ........ccoovvvriiiriirse 3,554,337 3,338,653 — — 3,554,337 3,338,653 6.5 %
Transportation ..........cococverveerrsenirenenniens 825,923 797,392 — — 825,923 797,392 3.6 %
Interest and Charges on Long-term Debt ..... 93,598 98,442 — — 93,598 98,442 (4.9)%
Student Assistance Programs .............c.coeuene — — 154,247 111,437 154,247 111,437 38.4 %
Unemployment Compensation ..................... — — 182,516 177,105 182,516 177,105 31 %
Water Loan Programs ..........cccceeeeenevenennens — — 14,913 18,276 14,913 18,276 (18.4)%
Community and Economic Loan Programs . — — 5,253 2,967 5,253 2,967 77.0 %
Liquor Retail Sales .......ccccovvvvereriiininiiiiiiens — — 260,755 242,933 260,755 242,933 73 %
Other Business-type Activities ............coo.... — — 37,849 36,720 37,849 36,720 31%
Total EXPENSES .....covovvreririeirerieesisisieias 11,153,855 10,580,906 655,533 589,438 11,809,388 11,170,344 57 %
Excess (deficit) Before Transfers ...................... 655,682 1,129,251 233,231 295,787 888,913 1,425,038
TrANSTrS oo 128,148 109,028 (128,148) (109,028) — —
Special Item:
Comprehensive Health Ins. Pool Transfer .... — 16,288 — — — 16,288
Change in Net Position ..........c.cccccoeuvunne. 783,830 1,254,567 105,083 186,759 888,913 1,441,326
Net Position — Beginning .........ccccocoveererirvreenee 19,555,625 19,122,048 3,150,015 2,980,333 22,705,640 22,102,381
Adjustment to Beginning Net position .......... — (820,990) — (17,077) — (838,067)
Net Position — Beginning as Adjusted .............. 19,555,625 18,301,058 3,150,015 2,963,256 22,705,640 21,264,314
Net Position — ENding ........ccccoeeeeicvciriienne. $ 20,339,455 $ 19,555,625 $ 3,255,098 $ 3,150,015 $ 23,594,553 $ 22,705,640 3.9 %

(Charts on next page.)
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State of Utah Total Revenues | FY 2016 State of Utah Total Expenses | FY 2016
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S i 0
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Changes in Net Position

This year the State received 54.2 percent of its revenues from state taxes and 29.7 percent of its revenues from grants and
contributions, primarily from federal sources. In the prior year, state taxes accounted for 52.7 percent and grants and contributions
were 31.1 percent of total revenues. Charges for goods and services such as licenses, permits, liquor sales, park fees, and court
fees, combined with other miscellaneous collections, comprised 16.1 percent of total revenues in fiscal year 2016, and the same
percentage in fiscal year 2015.

Governmental Activities

The State’s total governmental revenues from all sources increased $99.4 million or 0.9 percent. Tax revenues increased $242.3
million or 3.7 percent due to continued improvement in the economy. These increases are similar to the increase at the fund level.
However, due to differences in measurement focus and timing of collections, the increase at the government-wide level should
not be used to predict future increases at the fund statement or budget level. With the exception of Higher Education and
Transportation, as discussed below, other significant changes in governmental activities’ revenues and expenses mirror the
changes in the governmental funds. For further discussion, see the section entitled “Financial Analysis of the State’s
Governmental Funds” on page 23.

» Higher Education — Expenses increased $133 million, as compared to the prior year, due to an increase in the amount
spent by the primary government for building projects completed and transferred to colleges and universities. When
these buildings are completed, ownership is transferred to the colleges and universities and reported as expenses on the
government-wide statements. However, there is no impact on the governmental fund statements.

e Transportation — Expenses increased $28.5 million, as compared to the prior year, due to a decrease in the amount spent
for capital outlay (i.e. land, state roads, and bridges). In the prior year, expenses were lower because the amount expended
for capital outlay was higher. The amount expended for capital outlay is not reported as expenses but as an asset on the
government-wide statements.

The following table shows to what extent program revenues (charges for services and grants) covered program expenses. For
fiscal year 2016, program revenues covered $4.834 billion, or 43.3 percent of $11.154 billion total program expenses. For the
remaining $6.320 billion or 56.7 percent of program expenses, the State relied on state taxes and other general revenues.

(Table on next page)
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State of Utah
Net Cost of Governmental Activities

(Expressed in Thousands)

Less Net Program Revenues

Program Program Program as a Percentage of

Expenses Revenues (Expenses) / Revenues Program Expenses

2016 2016 2016 2015 2016 2015
General Government ..........ccccceevevvevveeesesnenn. $ 457,564 $ 276,688 $  (180,876) $ (76,510) 60.5 % 82.7 %
Human Services/Juvenile Justice Services ..... 765,027 330,160 (434,867) (409,939) 43.2 % 43.0 %
COITECHIONS vt 282,538 4,168 (278,370) (268,251) 15% 2.0 %
Public Safety ..o 245,598 145,951 (99,647) (62,020) 59.4 % 732 %
COUMS ettt 142,913 54,486 (88,427) (72,061) 38.1 % 445 %
Health and Environmental Quality ................. 2,600,928 2,125,447 (475,481) (480,286) 81.7 % 80.8 %
Higher EAuCation ..........cccovevveivveinncsennnnn 1,137,364 1,163 (1,136,201) (1,002,717) 0.1% 0.2 %
Employment and Family Services .................. 710,018 586,703 (123,315) (150,139) 82.6 % 79.3 %
Natural RESOUICES .......ccovveviiiecriiirieee e 198,190 131,815 (66,375) (62,742) 66.5 % 67.7 %
Heritage and ArtS .......ccoovevreinennenseies 27,048 10,830 (16,218) (13,629) 40.0 % 41.3 %
Business, Labor, and Agriculture .. 112,809 108,947 (3,862) 1,965 96.6 % 102.0 %
Public Education .........c.cccccvvviveiiiiieeceiine 3,554,337 536,483 (3,017,854) (2,684,824) 15.1 % 19.6 %
Transportation ........ccoceceevvereeereeienenseeseeees 825,923 520,903 (305,020) (235,855) 63.1 % 70.4 %
Interest and Charges on Long-term Debt ....... 93,598 — (93,598) (98,442) 0.0% 0.0%
Total Governmental Activities .................. $ 11,153,855 $ 4,833,744 $ (6,320,111) $ (5,615,450) 433 % 46.9 %

Business-type Activities

Changes in the State’s business-type activities mirror the changes noted in the State’s proprietary funds, except that the State’s
proprietary funds provide detail summarized by program or fund, while the business-type activity is presented overall. The
changes in the State’s proprietary funds are detailed in the section entitled “Financial Analysis of the State’s Proprietary Funds”
on page 27. Overall, revenues from the State’s business-type activities increased $3.5 million or 0.4 percent from the prior year.
Other general revenues increased $45.3 million due to a reclassification of investment income to other general revenues from
operating grants and contributions. This change was made to comply with applicable accounting standards. Charges for services
increased slightly by $546 thousand. These increases were offset by a $43.8 million decrease in operating grants and contributions
mainly due to the reclassification of investment income, as described above. Total expenses for the State’s business-type activities
increased $66.1 million or 11.2 percent. This increase was primarily due to a $42.8 million increase in expenses in the Student
Assistance Programs related to an increase in interest expense as a result of a significant increase in student loans receivable in
the prior year and corresponding increase in student loan revenue bonds and notes payable. Expenses related to liquor retail sales
also increased $17.8 million.

All of the State’s business-type activities operate primarily from program revenues, except for the Water Loan Programs and the
Agriculture Loan Fund that by law receive dedicated sales tax revenues and the Community Impact Loan Fund that receives
federal mineral lease revenues transferred from the General Fund to provide additional capital for loans. Accounting standards
require unemployment taxes that are collected from employers and deposited in the Unemployment Compensation Fund to be
reported as charges for services rather than taxes. Therefore, taxes in the business-type activities are comprised entirely of sales
tax revenues in the water and agriculture loan programs.

FINANCIAL ANALYSIS OF THE STATE’S GOVERNMENTAL FUNDS

Adjustments to Beginning Fund Balances

As described in Note 2 of the financial statements on page 73, beginning fund balances of governmental funds were adjusted as
noted below. To enhance comparability, all amounts presented for fiscal year 2015 in this discussion and analysis were restated
to reflect these changes, as if the changes had been made in the prior year.

$3.472 million increase in General Fund — required by legislation and board action.

$506 thousand increase in Education Fund (major special revenue fund) — required by legislation and board action.
$2.952 million decrease in Transportation Fund (major special revenue fund) — required by legislation and board action.
$914 thousand increase in Miscellaneous Special Revenue (nonmajor special revenue fund) — reclassification of the
Water Commissioner Fund from a fiduciary fund to a nonmajor special revenue fund, as required by legislation.
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Fund Balances

At June 30, 2016, the State’s governmental funds reported combined ending fund balances of $5.421 billion. Of this amount,
$2.415 billion or 44.6 percent is nonspendable, either due to its form or legal constraints, and $1.214 billion or 22.4 percent
is restricted for specific programs by external constraints, constitutional provisions, or contractual obligations. Unspent bond
proceeds, revenue restricted for public education, revenue that derives from the operation of motor vehicles on public
highways, and mineral lease revenues are included in restricted fund balance. An additional $1.305 billion or 24.1 percent of
total fund balance has been committed to specific purposes. Committed amounts cannot be used for any other purpose unless
approved by the Legislature. An additional $479 million or 8.8 percent of total fund balance has been assigned to specific
purposes, as expressed by legislative intent. The remaining $7.2 million or 0.1 percent of fund balance is unassigned and
available for future appropriations.

State of Utah
Governmental Fund Balances as of June 30, 2016
(Expressed in Thousands)

Transpor-  Transportation Trust
General Education tation Investment Lands Nonmajor

Fund Fund Fund Fund Fund Funds Total
Nonspendable ...........ccooieeiinne $ 133,926 $ — $ 13,990 $ — $ 2267538 $ — $ 2415454
Restricted .......cccoovveeeeiniiiiins 38,124 848,157 206,811 2,393 — 118,080 1,213,565
Committed 546,782 — 51,959 480,070 — 226,501 1,305,312
Assigned .......... 132,126 — — — — 347,321 479,447
Unassigned 7,196 — — — — — 7,196
Total ..o $ 858,154 $ 848,157 $ 272,760 $ 482,463 $ 2,267,538 $ 691,902 $ 5,420,974

Percent change from prior year .... (5.8)% (15.4)% 30.8 % (15.3)% 1.0 % 61.6 % 1.0 %

General Fund

The General Fund’s total fund balance decreased by $53.3 million or 5.8 percent in fiscal year 2016. The General Fund ended
the year with a $7.2 million surplus, or unassigned fund balance due to the lapsing of unspent budgeted dollars. In the prior year,
the General Fund ended the year with a zero dollar surplus, or unassigned fund balance.

Specific changes in the General Fund balance included the following:

¢ Nonspendable fund balance increased by $9.3 million or 7.5 percent. Prepaid items increased $9.8 million due to
increases in payments for accountable care organization (ACO), substance abuse, mental health, Children’s Health
Insurance Plan (CHIP), and dental programs — all within the Medicaid program that require payments in advance. This
increase was offset by slight decreases in the long-term portion of loans receivable and inventory.

e Restricted fund balance increased by $3.8 million or 11.2 percent due to increases in revenues set aside for specific
purposes due to constraints that are imposed externally or by law.

e  Committed fund balance increased by $50 million or 10.1 percent due in part to a $23.3 million increase in agency carry-
forward monies. Monies set aside for specific purposes increased $15.5 million. The remaining increase was due to
yearend statutory transfers to the Medicaid Budget Stabilization Account ($8.8 million) and the General Fund Budget
Reserve Account ($2.4 million). The General Fund Budget Reserve Account ended the year with a balance of $143.6
million.

e Assigned fund balance decreased by $123.7 million or 48.4 percent. The decrease was primarily due to a $116.5 million
decrease in the amount set aside for next year’s budget, in addition to small decreases in various assigned sources.

Total tax collections in the General Fund increased $30 million or 1.4 percent. Sales and use tax increased $59 million, or
3.4 percent. Other taxes decreased $29 million or 8.1 percent primarily due to a $40.6 million decrease in severance tax as a result
of lower energy prices and a decline in production. This decrease was offset by a $13.1 million increase in insurance premium
tax. Overall, sales tax revenue in all governmental funds increased $98.5 million or 4.5 percent due to moderate growth in the
Utah economy.

Total General Fund non-tax revenues increased $32.6 million or 0.9 percent, explained as follows: Federal contracts and grants
increased $97.2 million or 3.7 percent primarily due to a $90.5 million increase in federal funding for the CHIP and Medicaid
Programs and a $6.2 million increase in federal funds provided for family health and preparedness. Additional details regarding
the change in federal contracts and grants are provided below in terms of the corresponding changes in expenditures. Charges for
services increased $16.7 million, or 3.7 percent driven by demand for government services. These increases were offset by the
decreases in other non-tax revenue as follows. Federal mineral lease revenue decreased $69.4 million or 50.1 percent due to lower
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energy prices and a decline in production. Miscellaneous and other revenue decreased $13.1 million or 5.1 percent primarily due
to $15.1 million in one-time health insurance rebates received in the prior year, offset by small increases in various other
miscellaneous revenues.

Overall, total General Fund expenditures increased by $249 million or 4 percent as the State responded to an improving economy
and an increase in the public’s demand for some government services. Significant changes in expenditures occurred in the
following areas:

e Health and Environmental Quality — Total expenditures increased $105 million or 4.2 percent due to growth in both
Medicaid and CHIP programs. These increases were primarily due to: 1) caseload growth; 2) authorized rate increases,
including managed health care; and 3) the costs of federal programs, including Disproportionate Share Hospitals
(hospitals that serve a low-income and uninsured patients) and Medicare Parts B and D.

e Higher Education — Total expenditures increased $53.9 million or 5.9 percent due to an increase in state appropriations.
Funding was provided for higher education employee compensation and benefit increases. Major new state-funded
system-wide initiatives included: 1) $9 million for performance-based funding; 2) $4.5 million for the Engineering
Initiative; 3) $4 million for Research and Graduate programs; and 4) $3 million for the Board of Regents’ Scholarship.
Other initiatives included: 1) $4.9 million for operations and maintenance of new state-funded buildings; 2) $3 million
for UCAT campus equity funding; and 3) $1.9 million for the Math Competency Initiative. The Utah Education and
Telehealth Network was provided an additional $9.8 million. The balance of the increase resulted from smaller increases
at the institution level.

e Human Services and Juvenile Justice Services — Total expenditures increased $41.8 million or 5.8 percent due in part to
a $27.1 million increase in services for people with disabilities, as additional funding was provided for an increase in
salaries for direct care service workers. Expenditures also increased $5.7 million for substance abuse and mental health
treatment programs, which included $4.5 million for the Justice Reinvestment Initiative. This initiative holds offenders
accountable while securing our communities in a way that takes into account individual risks and treatment needs. The
balance of the increase was due to additional funding provided for services and cost items across all programs.

e General Government — Total expenditures increased $30.4 million or 8.7 percent primarily due to a $21.5 million
increase to provide funding for the Hill Air Force Base Falcon Hill Software building (a non-state project). An additional
$2 million was spent to increase payments to local jails housing state offenders. Attorney General expenditures increased
$5 million, including $2 million to expand staff and provide salary equity adjustments, $1.1 million for a new
information technology case management system, and $1 million for litigation related to the protection of the sage
grouse. The balance of the increase in general government expenditures resulted from smaller increases in various other
programs.

In addition to the significant changes in expenditures described above, the increase in overall expenditures is also due to a $25.4
million increase as a result of a 2.25 percent salary increase for most state employees, a 0.75 percent market comparability
adjustment, and increases in health insurance costs.

Budgetary Highlights — General Fund

The Legislature adopted the initial fiscal year 2016 budget during the 2015 General Session (January to March 2015). The original
consensus revenue estimates in the General Fund budget at t