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INDEPENDENT AUDITOR'S REPORT ON lNTERNAL CONTROL OVER 
FfNANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED 

ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 
WITH GOVERN!vIENT A UDITING STANDARDS 

Honorable Mayor and Members of the City Counc il 
City of Orem 
Orem, Utah 

We have audited, in accordance with the auditing standards generally accepted in the U nited States of 
America and the standards applicable to financial audits contained in Government Auditing Stcmdard.s 
issued by the Comptro ll er General of the Un ited States, the financial statements of the governmental 
activ ities, the business-type activities, each major fund, and t he aggregate remaining fund information of 
the City of Orem (the City), as or and for the year ended June 30, 2016, and the related notes to the 
financia l statements. which collectively comprise the City's basic financial statements, and have issued 
our report thereon dated Novem ber 30, 20 16. 

In ternal Control Over Financial Reporting 

In planning and performing om audit of the financial statements, we considered the City of Orem' s 
internal control over financial reporting ( internal contro l) to determine the audit procedures that are 
appropriate in the circumstances for the purpose of expressing our o pinions on the financ ial statements, 
but not for the purpose of expressin g an opinion on the effectiveness of the City' s interna l control. 
Accord ingly, we do not express an opinion on the effectiveness of t he City's internal contro l. 

A clejiciency in internal control exists when the design or o peration of a control does not allow 
management or employees. in the normal course of performing tJ1eir assigned functions, to prevent, or 
detect and correct, misstatements on a time ly basis. A material weakness is a defic iency, o r a combination 
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement 
of the entity 's financ ial statements wi II not be prevented, or detected and corrected on a timely basis. A 
significant deficiency is a deficiency, or a combination of deficiencies, in internal control thal is less 
severe that a materia l weak ness, yet important enough to merit attention by those charged with 
governanct:. 

Our consideration of internal control was for the limited purpose described in the fi rst paragraph of this 
section and was not designed to identify al l def'icienc.ies in internal control whjch might be material 
weaknesses or significant deficiencies. Given these limitations, during ou r audit we did not identify any 
deficiencies in internal contro l that we consider to be material weaknesses . However, material weaknesses 
may exist that have not been identified. 

Compliance and Other Matters 

As part. o(' obta ining reasonable assurance about whether the City's financial statements are free of 
material misstatements, we performed tests of its comp liance with certain provisions of laws, regulations, 
contracts, and grant agreements, noncompliance w ith which could have a direct and material effect on the 
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determination of financial statement amounts. l lowever, providing an opinion on compliance with those 
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The 
results of our tests disclosed no instance of noncompliance or other matters that are required to be 
reported under Government Auditing Standard~. 

Purpose of this Report 

The purpose of this report is solely lo describe the scope of our testing of internal control and comp liance 
and the results of that testing, and not to provide an opinion on the effectiveness of the entity's internal 
control or 011 compliance. This report in an integral part of an audit performed in accordance with 
Government Auditing Standards in considering the enti ty's internal control and compliance. Accordingly, 
this communication is not suitable for any other purpose. 

GILBERT & STEWART, CPA PC 
November 30, 2016 
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH 
MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED 

BY T HE UNIFORM GUIDANCE 

Honorable Mayor and Membet·s of the City Counci l 

City of Orem 
Orem, Utah 

Report on Compliance for Each Major Federal Program 

We have audited the City of Orem's (the City) compliance with the types of compliance requirements 
described in the 0MB Compliance Supplement that could have a direct and material effect on each of the 
City ' s major federal programs for the year ended June 30, 2016. The City' s major federal programs are 
Ldentiticd in the summary of auditor' s results section of the accompanying schedule of findings and 
q uestioned costs. 

Management's Responsibility 

Management is responsible for compliance with the federal statutes, regulations and the terms and 
conditions of its federal awards applicable to its federal prograrns. 

Auditor's Respo11.~ihi/lty 

Our responsibi lity is to express an opin ion on compliance for each of the City' s major federal programs 
based on our audit of the types of compliance requirements referred to above. We conducted our audil of 
comp I iance in accordance with auditing standards generally accepted in the United States of America; the 
standards applicable lo financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States; and the audit requirements of Title 2 U.S. Code of Federul 
Regularions Par/ 200, Uniform Administrative Requirements. Cost Principles. and Audit Requirements/or 
Federal Awards (Uniform Guidance), Those standards and the Un iform Guidance require that we plan and 
perform the audit to obtain reasonable assurance about whether noncompliance with the types of 
compliance requirements referred to above that cou ld have a direct ,md material effect on a major federal 
program occurred. An audit includes examining, on a test basis, evidence about the City ' s compliance 'vvith 
those requirements and perfonning such other procedures as we considered necessary in the circumstances. 

We be lieve that our audit provides a reasonable basis for our opinion on compliance for each major federal 
program. However, our audit does not provide a legal determination of the C ity' s complia11ce. 

Opinion 0 11 Eaclt Maior Federal Program 

In our opinion, the City of Orem complied, in all material respect~, wit h the types of compliance 
requirements referred to above that could have a direct and material effect on each of its major federal 
programs for the year ended .June JO, 2016. 

Report on Internal Control over Compliance 

Management of the City is responsible for establishing and maintaining effective intemal contro l over 
comp I iance vvith the types of comp I iance requirements referred to above. ln planning and performing our 
audit of comp I iance, we considered the City ' s internal control over compliance with the types of 
requirements that could have a direct and material effect o n each major federal program to determine the 
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auditing procedures that are appropriate in the circumstances for the purpose of expressing an opi nion on 
compliance for each major Cederal program and to test and report on internal control over compliance in 
accordance with the U11i form Guidance, but not for the purpose of expressing an opinion on the 
effectiveness of internal control over compl iance. Accordingly, we do not express an opinion on the 
effectiveness of the City·s internal control over compliance. 

A deficiency in internal control over compliance exists when the design or operation of a control over 
compl iance does not allow mru1agement or employees, in the normal course of performing their assigned 
functions, to prevent, or detecr and correct. noncompliance with a type or compliance requirement of a 
federa l program on a timely basis. A material 1Veakness in internal control over compliance is a 
deficiency, or combination of deficiencies, in internal control over comp! iance, such that there is a 
reasonable possibi lity that material noncompliance with a type of compliance requirement of a federal 
program wil l not be prevented, or detected and corrected, on a timely basis. A significant dejiciency in 
internal conrrol over compliance is a deficiency. or a combination or deficiencies, in internal control over 
compliance with a type of compliance requirement of federal program that is less severe than a material 
weakness in internal control over compliance, yet important enough to merit attention by those charged 
with governance. 

Our consideration of internal control over compliance was for the limited purpose described in the first 
paragraph of this section and was not designed to identiCy a ll deficiencies in internal control over 
compliance that might be material weaknesses or significant deficiencies. We did not identify any 
deficiencies in internal contro l over compliance that we consider to be material weaknesses. However, 
material weaknesses may exist that have not been identified. 

The purpose of this report on internal control over compl iance is solely to describe the scope of our testing 
of internal control over compliance and the results of that testing based on the requirements of the Uniform 
Guidance. Accordingly, this repo11 is not suitable for any other purpose. 

Report on Schcclulc of Expenditures of Federal Awards Required by the Uniform Guidance 

We have audited the f111a.ncial statements of the governmental activities, business-type activities, each 
major fund and the aggregate remaining fund information of the City, as of and for the year ended June 30, 
2016, ru1d the related notes to the financial statements, which collectively comprise the City 's basic 
financ ial statements. We issued our rerort thereon dated November 30, 2016, which contained unmodified 
opinions on those fi nancial statements. Our audit was conducted for the purpose of forming opinions on 
the financia l statements that collectively comprise the basic financial statements. The accompanying 
schedule of expenditures of federal awards is presented for purposes of additional analysis as required by 
the Uniform Guidance and is not a required paii of the basic financial statements. Such information is the 
responsibi I ity of management and was derived from and related directly to the underlying accounting and 
other records used to prepare the basic financia l statements. The information has been subjected to the 
auditing procedures applied in the audit of the financial statements and ce11ain 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. In our opinion, the schedu le or expenditures of federa l awru·ds is fai rly stated in all material 
respects in relation to the basic financial statements as a whole . 

.9.i/J.Jvtt &- Sf.qm.a,t/ 
GILBERT & STEWART, CPA PC 
November 30, 2016 



City of Ornm 

Supplementary Schedule of Expenditures of Federal Awards 

For Year Ended Jone 30, 2016 
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CITY OF OREM 
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL A WARDS 

FOR THE YEAR ENDED JUNE 30, 2016 

NOTE A- BASIS OF PRESENTATION 

The accompanying schedule of expenditures of federal awards (the schedule) includes the federal grant 
activity of the City of Orem under programs of the federal government for the year ended June 30, 2016. 
The information in this Schedule is presented in accordance with the requirements of Title 2 U.S. Code 
of Federal Regulations (CFR), Uniform Administrative Requirements, Cost Principles, and Audit 
Rec1uirements for Federal Awards (Untform Guidance). Because the Schedule presents only a select.ed 
portion of the operations of the City, it is not intended to and does not present the financial position, 
changes in net assets, or cash flows of the City. 

NOTE B - SIGNIFICANT ACCO UNTING POLICIES 

The accompanying Schedule of Expenditures of Federal Awards is a summary of activities related to the 
City expenditure of Federal awards. The schedule has been prepared on the same basis of accoL1nting as 
the financial statements. Most of the awards are reimbursement based. Therefore, as expendilures of 
Federal funds are made, revenue is recognized. Such expenditures are recognized following the cost 
principles contai ned in Uniform Guidance wherein certain types of expenditures are not allowable or are 
limited as to reimbursement. 

The Ci ty of Orem does not use the 10% de minimis cost rate as allowed under Unifo1m Guidance 

NOTE C - ACCOUNTS RECEIVABLE 

The financial statements include accounts receivable from Federal programs. These receivables are 
recorded according to the same basis of accounting as the fi nancial statements. The receivables reflect 
Federal awards that have been expended by yearend and not yet reimbursed. 

NOTE D - SUBRECIPIENTS 

Of the federal expenditures presented m the Schedule, City of Orem provided federal awards to 
subrecipients as fo llows: 

CFDA# 
14.218 

Program Name 

Community Development Block Grants/Entitlement Grants 

6 

Amount Provided 
to Subrecipients 
$ 93,058 



NOTEE 

The Economic Adjustment Assistance amount reported as expenditures in the Schedule of 
Expenditures of Federal Av.1ards is defined by the Compliance Supplement as follows, and is 
Tequired to be reported in the aforementioned schedule: 

Economic Acljustment Ass istance Re'\Ulving Loan Funds CFDA 11.3 0 7 

as of and for the Fiscal Vear EndedJune 3 0 , 2016 

Balance ofl~evolving, Loan Funds (RLF) ou tstandin~: $ 283,289 

Cash and investment balance in the RLF 

Adminis trative e;-..-pcnses paid (>Ul ofRLF inconx: 

du1ing the Fis cal year 

Unpaid principal or all loans written off during the:: fiscal year 

13,805 

3.800 

fo tal FDA RLF $ 300,894 

Federal share ofRLF 

Federal expenditures ofthc Econumic Adjustment RLF $ 180,536 

The above calculated federal expenditure is not deemed to be a major federal program as the 
amount does not represent actual expenditures of the Revolving Loan Funds by the City. Actual 
Expenditures of the City in relation to the RLF were $3,800 during the year, which were less than 
the major federal program threshold. 

NOTEF 

Community Development Block Grant funds have been used to setup revolving lean funds to 
assist e ligible individuals and businesses. The outstanding loan balances at year end are: 

I ndi vi dual Loans 

Business Loans 
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$ 239,881 
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CITY OF OREM, UTAH 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SUMMA.RY OF AUDITOR'S RESULTS 

I. The auditor's report expresses an unmodified opinion on the basic financia l statements. 

2. No instances or noncompliance material to the basic financial statements, which would be required to 
be reported in accordance with Government Auditing Standards. were disclosed dw·ing the audit. 

3. No significant deficiencies in internal control over the major federal award programs were reported in 
th is schedule. 

4. The auditor's report on compliance for the major federal award program for the City of Orem 
expressed an unmodified opinion on the major federal program. 

5. There are no audit findings that are required to be repo11ed in accordance with 2CFR Section 
200.516(a). 

6. The fol lowing program was tested as a major program: Community Development Block Grant, 
CFDA# 14.218. 

7. The threshold for distinguishing Types A and B programs was $750,000. 

8. The City or Orem qualified as a low-risk auditce. 

FINDINGS-MAJOR FEDERAL AWARD PROGRAMS AUDIT 

None 

FINDINGS-FINANCIAL STATEMENT AUDIT 

None 

FINDINGS-PRIOR YEAR AUDIT 

None 
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INDPENDENT AUDITORS' REPORT AS REQUIRED BY THE STATE 
COl'vfPLIANCEAUDJT GUJDE ON COMPLIANCE WTTH GENERAL STATE COMPLIANCE 

REQUIREMENTS AND INTERNAL CONTROL OVER COMPLIANCE 

Honorable Mayor and Members of the City Council 
Orem City, Utah 

Report On Compliance with Genem/ State Compliance 
Requiteme11ts 

We have audited 01'em City1s ("the City") corn pl iancc with the appl icable general state comp I iance requirements 
described in the State Compliance Audit Guide, issued by the Office of the Utah State Auditor, that could have a 
direct and material effect on the City for the year ended June 30, 2016 , 

General state compliance requirements were tested for the year ended Jw1e 30. 2016 in the fol lowing areas: 

Budgetary Compliance 
rund Balance 
Utah Retirement Systems 
Justice Court 
Restricted Taxes and Related Revenues 
Open and PL1blic Meetings Act 
Treasurer's Bond 
Impact Fees 

1ltfa11ageme11l 's Responsihilit.y 

Management is responsible for cornplia_nce with the general state req uirements referred to above. 

Autlitor 1s Respo11sibility 

Our responsibility is to express an opinion on the C ity's compliance based on our audit of the compliance 
requirements refetTed to above. We conducted our audit of compliance in accordance with auditing standards 
general ly accepted in the United States of America; the standards applicable to financial audits contained in 
Gowm11nen/ Audi1ing Standards issued by the Comptrol ler General of the United States: and the State 
Compliance Audit Guide. T hose standards and the State Compliance Audit Guide require that we plan and 
perform the audit to obtain reasonab le assurance about whether noncompliance with the compl iance requirements 
reforred to above that could have a d irect and material effect on the City occurred. An audit includes examining, 
on a test bas is, evidence about the City's compl iance with those requi rements and performing such other 
procedures as we considered necessary in U1e c ircumstances. 

We believe that our audit provides a reasonable basis for our opm1on on compliance with general state 
compliance requirements. However. our aud it does not prov ide a lega l determinat ion of the City's compliance. 

Opinion 0 11 General State Compliance Requirements 

In our opinion, Orem City, complied . in a ll materia l respects, with the general compliance requirements identified 
above for the year ended June 30, 2016. 
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Other Mc,tters 

The results of our auditing procedures disclosed instances of noncompliance, which are required to be reported in 
accordance with the State Audit Guide and which are described in the accompanying Schedule of State 
Compliance Findings and Recommendations as items 2016-1 and 2016-2. Our opinion on compliance was not 
modified with respect to these matters. 

The City 's response to tJ1e noncompliance findings identified in our audit is described in the accompanying 
Schedule of State Compl iance Findings and Recommendations. The City ' s response was not subjected to the 
auditing procedures applied in the audit of comp I iance and, accordingly, we express no opinion on the response. 

Reporl Oil Tnlenwl Control over Financial Reporting 

MaJTagement of the City is responsible for establishing and maintaining effective internal control over compliance 
with the compliance requirements referred to above. In plann ing and performing our audit of compliance, we 
considered the City' s internal control over compliance with the compliance requirements that could have a direct 
and malerial effect on the City to detennine the auditing procedures that are appropriate in the circumstances for 
the purpose of expressing an opinion on compliance with general state compliance requirements and to test and 
report on internal control over compliance in accordance with the Stale Compliance Audit Guide, but not for the 
purpose of expressing an opinion on the effectiveness of internal control over comp I iance. Accordingly, we do not 
express an opinion on the effectiveness of the City's internal control over compliance. 

A deficiency in internal control over compliance exists when the design or operation of a control over compliance 
does not al low management or emp loyees, in the normal course of performing their assigned functions, to 
prevent, or detect and correct, noncompliance with a general state compliance requirement on a time ly basis. A 
material weakness in internal control over compliance is a deficiency, or combination of deficiencies, in internal 
control over compliance, such that tJ1ere is a reasonab le possibility that materia l noncompliance with a general 
state compliance requirement will not be prevented, or detected and corrected, on a timely basis. A significcmr 
dejiciency ;n infernal cu11trol over compliance is a deficiency, or a combination of deficiencies. in internal control 
over compliance with a general state comp I iance requirement that is less severe than a material weakness 111 

internal control over compliance, yet important enough to merit attention by those charged with governance. 

Our consideration of internal control over compliance was for the limited purpose described in the first paragraph 
of this section and was not designed to identify all deficiencies in internal control over comp I iance that might be 
material weakness-es or significant deficiencies. We did not identify any deficiencies in internal control over 
compliance that we consider to be material weaknesses. However, material weaknesses may exist that have not 
been ide11tified. 

We noted matters involving internal control over compliance which we are submitt ing fo1· your consideration. 
These matters are described in the accompanying Schedule of State Compliance Findings and Recommendations 
as items 2016-1 and 2016-2. 

The purpose of this repo,1 on internal control over compliance is sole ly to describe the scope of our testing of 
internal control and compliance and the resu lts of tlrnt testing based on the requi rements of the State Compliance 
Audit Guide. Accordingly, this report is not suitable for any other purpose . 

.9.i!Jlli.l & St«t,.att 
November 30, 2016 
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CITY OF OREM, UTAH 
SCHEDULE OF STATE COMPLlANCE FIND1NGS AND RECOMENDATIONS 

JUNE30, 2016 

STATE COMPLIANCE FINDING - CURRENT YEAR 

2016-1. FUND BALANCE REQUIREMENTS 
Finding: 
Utah State Code Section I 0-6- 116 (2) states that the committed, assigned and unassigned fund balance of 
the general fund not exceed 25% of Lhe tota l revenue of the general fund for the fiscal year under audit. 
During our testing we noted that the City' s committed, assigned and unassigned fund balance in the 
general fund exceeded the 25% limit. 

Recommendation: 
We recommend that the City review the fund balances and cunent year revenues, and make necessary 
budget adjustments to be in compliance with the State compliance requirement. 

Cit_v·s Response: 
The City is aware of exceeding the 25% limit and has plans to appropriate the necessary amount of fund 
balance through a budget amendment which is to take place in Februaty 2017. 

2016-2. TREASURER'S BOND 
Finding: 
Utah Administrative Code R628-4-4 states that the Treasurer should be properly bonded. The basis used 
is all budgeted revenue for the previous year. During our testing we noted that lhe Treasurer was not 
bonded for the correct amount. 

Recommendation: 
We recommend that annually the City review the total budgeted revenue fo r the previous year and 
determine if the Treasurer is bonded for the correct amount. 

City's Response: 
The City is aware that the Treasurer is not bonded for the correct amount and will take the necessary steps 
lo ensure that the City is in comp! iance. 

STATE COMPLIANCE FINDING- PRIOR YEAR 

2015- 1. FUND BALANCE REQUIREMENTS 
Finding: 
Utah State Code Section 10-6-116 (2) states that the committed, assigned and unassigned fund balance of 
rhe general fund not exceed 25% orthe total revenue of the general fund for the fiscal year under audit. 
During our testing we noted that the City's committed, assigned and unassigned fund ba lance in the 
general fund exceeded the 25% limit.. 

Re corn mendation: 
We recommend that the City review the fund balances and current year revenues, and make necessary 
budget adjustments to be in compliance with the State compliance requirement. 

Auditor's Response: 
See current year finding 2016-1. 

l l 
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