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September 12, 2018

Honorable Mayor,

Members of the City Council,

And Citizens of the

City of Spokane Valley, Washington

We are pleased to present the City’s Comprehensive Annual Financial Report for the year ended
December 31, 2017. This transmittal letter provides an overview of the report and financial
condition of the City. It also provides insight into the history of the City and the economic
conditions affecting it. The report is prepared in accordance with the Revised Code of Washington
(RCW) 43.09.230. The City maintains a system of internal controls designed to provide reasonable
assurance that assets are safeguarded against loss or unauthorized use, and that financial records
can be relied upon to produce accurate and fairly represented financial statements in accordance
with generally accepted accounting principles.

Management assumes full responsibility for the completeness and reliability of the information
contained in this report. To the best of our knowledge and belief, the enclosed financial statements
and all supporting schedules are accurate in all material respects and are reported in a manner
designed to present fairly the financial position and results of operations of the City. The concept
of reasonable assurance recognizes that the cost of a control should not exceed the benefits likely
to be derived, and the evaluation of the relative costs and benefits of the control system requires
estimates and judgments by management.

These financial statements have been audited by the Washington State Auditor’s Office. This
independent audit was conducted in accordance with generally accepted auditing standards and
generally accepted government auditing standards to provide an independent assessment of fair
presentation of the City’s financial position. The State Auditor’s Office has issued an unqualified
(“clean) opinion on the City’s financial statements. The State Auditor’s Office also performed
the Federally-mandated “Single Audit” designed to meet the special needs of Federal grantor
agencies. An unqualified opinion was also issued for this audit. The independent auditor’s reports
are located at the front of the financial section of this report.

Management’s Discussion and Analysis (MD&A) immediately follows the State Auditor’s report
and provides a narrative introduction, overview, and analysis to accompany the basic financial
statements. This letter of transmittal is designed to complement the MD&A and should be read in
conjunction with it.



Profile of the Government

The City of Spokane Valley, incorporated on March 31, 2003, is located near the eastern border
of the State of Washington. With an estimated population of 95,810 (WA State Office of Financial
Management, April 2018), Spokane Valley is the 10th largest city in Washington state. The
incorporation of Spokane Valley was the largest in the state and the 2nd largest single
incorporation in U.S. history at the time. The incorporated area of Spokane Valley encompasses
approximately 38.5 square miles of land area, with room for residential, commercial and industrial
expansion. Within the incorporated city limits, there are about 461 miles of roadway. The City is
a general-purpose government and provides public safety, street construction, pavement
preservation, parks and recreation, stormwater, solid waste disposal and general administrative
services.

The City of Spokane Valley is a non-charter code city and operates under a Council-Manager form
of government. It is governed under the optional municipal code of RCW Chapter 35A. Under this
form of government, legislative authority is concentrated in the elected City Council, which hires
a professional administrator to implement its policies.

There are seven positions on the City Council, and all council positions are at-large positions.
Councilmembers are generally elected to four-year terms, with elections held every two years. For
continuity, position terms are staggered by two years so that all positions are not open for election
at the same time. Biennially, at the first meeting of the calendar year, the City Council members
choose a Mayor and a Deputy Mayor. Following is a list showing the Mayor and the six additional
City Councilmembers and their term expiration dates as of December 31, 2017:

Total Time Current

Member Position Employer/Occupation Served Term
Lewis R. Higgins Mayor Retired 490 years 12/31/21
Arne Woodard Deputy Mayor Real Estate Broker 6.74 years  12/31/19
Brandi Peetz Councilmember  Office Manager 0.13years  12/31/19
Ed Pace Councilmember  Pastor 4.00 years  12/31/17
Pam Haley Councilmember  Business Owner 1.51years 12/31/21
Sam Wood Councilmember  Appraiser 2.00 years  12/31/19
Linda Thompson Councilmember  Director 0.13years  12/31/21

The City Council is required to adopt an initial budget for the fiscal year no later than December
31 preceding the beginning of the fiscal year on January 1. The annual budget includes the financial
planning and legal authority to obligate public funds. Additionally, the budget provides significant
policy direction by the City Council to the staff and community. As a result, the City Council, staff
and public are involved in establishing the budget for the City of Spokane Valley.

The executive branch is led by the City Manager. The City Manager is hired by and is responsible
to the City Council. The City Manager is responsible for overall administration of the City, such


http://apps.leg.wa.gov/rcw/default.aspx?Cite=35A

as carrying out City Council policy, administering the affairs of the City and directing, organizing,
establishing, supervising and administering all departments, agencies, and offices of the City.

Local economy

The City is located in eastern Washington, in the central east area of Spokane County (the
“County”), approximately 10 miles east of the City of Spokane (“Spokane”). Due to the City’s
proximity to Spokane, the economy of the City is greatly influenced by Spokane’s economy.
Spokane is the second largest city in the State with an estimated 2018 population of 220,100. The
population of the County is estimated to be 507,950 in 2018. Both Spokane and the County have
experienced steady annual growth in population.

Historically, much of the County’s economy relied heavily on the natural resource-related sectors
of forest products and agriculture. While these industries continue to be important elements of the
area’s economy, the County’s economy has diversified significantly due to the influx and growth
of high technology firms, airlines, and service industries attracted by the region’s high quality
work force.

Spokane serves as the economic hub of the County and as the regional trade center for an area
commonly known as the “Inland Northwest,” consisting of portions of northeastern Washington,
northern Idaho, western Montana and southern British Columbia in Canada. Spokane and its
metropolitan area provide higher education and research opportunities, high quality healthcare
facilities, extensive support services for area residents and businesses and a large downtown retail
and business core.

Spokane County is the largest labor market in Eastern Washington and Northern Idaho. Spokane’s
economy survived “The Great Recession” and emerged more diversified. Steady growth is
forecasted for the future. Spokane’s recovery is being led by five industries — advanced
manufacturing, health services, finance/insurance, transportation/warehousing and education.
Without the advantage of mega employers, these five industries have medium sized employers that
are flexible and efficient in their markets. The health sciences and future medical school
development has been a game changer for Spokane-Spokane Valley MSA. High tech companies
in manufacturing, scientific and technical industries are creating new jobs and expanding the
economic base in 2017/2018. (source: Washington State Employment Security Department
Spokane County Profile)

The City has an extensive retail tax base and is home to several major auto dealerships and the
Spokane Valley Mall, which includes over 700,000 square feet of gross leaseable floor area. There
are more than 9,800 businesses registered to do business in Spokane Valley, with estimated gross
annual retail sales in 2017 of $2.48 billion.

Spokane Valley prides itself on quality neighborhoods and schools, along with strong business and
retail centers. Friendly people, natural surroundings and beautiful weather are part of what make
Spokane Valley a favorite destination for visitors from all over the world. With all four seasons
represented, we have an abundance of recreational activities. There are four distinct ski resorts, 75
lakes within an hour’s drive, and many hiking and biking trails to enjoy.



Our region invests in all stages of education to instill a passion for knowledge that extends beyond
the classroom and into the community. The result is a skilled workforce that is highly engaged,
highly motivated, eager to make a difference and ready to get to work. K-12 schools have been
recognized as leaders in the state and across the nation in K-12 education. Students can prepare
for college and university coursework and earn college credits by taking elective advanced
placement classes. Spokane Valley includes three school districts — East Valley School District,
Central Valley School District, and West Valley School District. Combined they serve over 21,000
students in more than 40 schools. East Valley School District has an 86.0% graduation rate, Central
Valley School District has an extended graduation rate of 87.7%, while West Valley School
District’s graduation rate is at 95.8%, all consistently among the region’s best. Additionally, 48.6%
of East Valley School District students, 53.5% of Central Valley students, and 41.7% of West
Valley Students go on to college. (Source: http://www.k12.wa.us)

The region is home to numerous universities and colleges, both public and private. Notable
institutions include the private universities of Gonzaga and Whitworth. Two public Community
Colleges serve students planning to transfer to a four-year institution and students looking for
workforce training in high demand professions such as nursing, cooking and aviation
maintenance. Eastern Washington University offers programs and student services in Cheney and
at the Spokane campus. Washington State University and the University of Washington offer
programs at their satellite campus in downtown Spokane.

Major initiatives

The City Council established direction for the City when it drafted a vision statement for Spokane
Valley: A community of opportunity where individuals and families can grow and play and
businesses will flourish and prosper.

The vision statement served as a guide for developing the City’s values, which are:

Community Identity and Pride
Spokane Valley promotes an environment that supports the home and family, and job and
education opportunities.

Focus on the Future

Spokane Valley is a visionary city encouraging its citizens and their government to look to the
future beyond the present generation, and to bring such ideas to public discussion, enhancing a
sense of community identity.

Open, Collaborative Government

Spokane Valley values a “user-friendly” government, in which governance practices and general
operations consider how citizens will be served in the most responsive, effective and courteous
manner.


http://www.gonzaga.edu/
http://www.whitworth.edu/cms/
http://www.ccs.spokane.edu/
http://www.ccs.spokane.edu/
http://www.ewu.edu/
http://spokane.wsu.edu/

Long-term planning and Capital Projects

As part of long-range planning and Washington State’s Growth Management Act (GMA), Spokane
Valley developed a Comprehensive Plan. The Comprehensive Plan is the City’s official statement
concerning its vision for future growth and development. The Plan comprises several individual
elements. The City of Spokane Valley amends its Comprehensive Plan on an annual basis as
permitted by State law. In addition to these regular amendments, the GMA requires counties and
cities to periodically conduct a thorough review of their plans and regulations to bring them in line
with any relevant changes in the GMA and to accommodate updated growth targets. Spokane
Valley’s Comprehensive Plan was updated during 2016 and amended during 2017.

To assist the City with long term financial planning, the City has adopted a set of Fiscal Policies
that encompass both financial management and setting financial objectives. The City prides itself
in being an example of how a City can function efficiently and economically while providing key
services to the community.

The financial management policies that the City has adopted are multi-faceted. We will continue
to provide basic levels of service with minimal resources. In order to accomplish this, many
services are contracted. This helps keep personnel and overhead costs down by maintaining
consistent staffing levels with minimal adjustment to respond to the ever changing economy.
Continuing the annual process of creating a six-year business plan allows management and Council
to see how the decisions that are made today affect what is possible in the future. To maintain
flexibility for the future, the City continues with the pay as you go philosophy and minimal debt.
This allows current dollars to be spent on current and future projects, instead of tying up future
dollars with debt payment on current projects. To make the pay as you go philosophy work to its
full extent, current spending is leveraged with grant funding as often as possible. Finally, we use
the extensive annual budget process to prioritize spending to minimize changes and additions to
appropriations during the year.

The financial management policies are in place to help the City meet the financial objectives. We
maintain a General Fund Ending Balance of at least 50% of recurring expenditures. This is roughly
the equivalent of six months of general fund operations and was determined as a result of cash
flow analysis. The City has also established a Service Level Stabilization Fund that can be used to
support City operations in times of economic hardship.

Unrestricted fund balance (the total of the committed, assigned, and unassigned components of
fund balance) in the General Fund at year end was 88% of recurring expenditures. This is above
policy guidelines set by the Council. City policy also indicates that if ending fund balance is in
excess of 50% of recurring expenditures, the City may consider spending down the excess on one
time expenditures, generally capital in nature. Since this policy was adopted in 2013 through 2017,
the City has transferred $16,885,878 to our Capital Reserve Fund for use on various capital
projects, such as the Appleway Trail, new City Hall, and railroad grade separation projects at
Barker and Pines roads.



Beginning in 2012, the City initiated a pavement preservation program that utilized funding from
the General Fund, Real Estate Excise Taxes, and capital project fund reserves. In 2017, our citizens
will again see an aggressive program of repaving our roadways. Some may question paving roads
that “don’t look so bad.” The truth is the best time to repave is before a road deteriorates to the
point that full reconstruction is necessary. Full reconstruction can cost substantially more than
pavement preservation efforts. That is why the City of Spokane Valley has committed critical
financial resources to preservation of our transportation infrastructure.

In addition to the focus on pavement preservation, the City has other major investments in capital
projects in process and planned for the future. In 2014 the City started construction on the
replacement of the deteriorating Sullivan Road West Bridge over the Spokane River. The project
was substantially completed in spring of 2017. With the final grant paperwork having been
finalized in early summer of 2018, the project was completed under the budgeted amount of $15.83
million. The City would like to extend its thanks to the Federal Highway Administration, the
Washington State Freight Mobility Strategic Investment board and the Washington State
Transportation Improvement Board for their partnership in this much needed investment in our
City’s infrastructure.

In 2014 the City agreed to terms for the 2015 purchase of 3.38 acres for the purposes of building
a City Hall. Since incorporation, the City has utilized leased space for its primary functions. The
construction of a City Hall facility in 2016 and 2017 is funded with the existing funds and issuance
of limited tax general obligation bonds. The City issued limited tax general obligation bonds for
this purpose during 2016, and the future annual debt service payments are lower than the City’s
annual lease payments for the previous City Hall space. The new City Hall was opened for business
in September 2017, and is a structure that will serve the citizens of Spokane Valley well for years
to come.

Parks and trails are also getting major investments as the City continues work on the construction
for the Browns Park Master Plan. Browns Park is an 8.2-acre park located at the corner of Pines
Road and 32nd Ave., and currently features eight sand volleyball courts and a basketball court, in
addition to other park features. The updated Parks and Recreation Master Plan recommends
developing Browns Park as a destination sand volleyball complex for our region. To accomplish
this, the park will accommodate an additional nine volleyball courts for 17 total, including a lit
Championship Court. 2017 saw the addition of the park’s splashpad to serve the younger members
of our community. To keep the neighborhood park aspect intact, additional planned improvements
include a slackline course, a basketball court, and seven picnic shelters among other standard
playground and park features. The first phase of construction began in early 2015 with the
construction of seven of the new volleyball courts and the basketball court. In 2016 an additional
Championship Court was completed along with a splashpad in 2017.

With Phase 1 of the new multiuse Appleway Trail having been completed in 2016, the City has
begun work on two additional sections of the trail. While Phase 1 travels along the former
Milwaukee railroad corridor from University Road to Pines Road, 2017’s work extends the trail to
Evergreen. Additionally design of a section between Sullivan Road and Corbin has been in work,
with construction beginning in March of 2018. The missing section between Evergreen and Corbin
is has received Federal Funding. This funding will allow the City to design the final section with

Vi



construction expected to occur in 2020. The multiuse pathway will be bordered with greenspace,
and other features to create a linear park along the length of the trail. All sections of the trail are
funded through a combination of City funds, federal grants, and state grants.

One of the primary safety, traffic congestion, and economic development concerns for the City are
the multiple at-grade railroad crossings. The City’s focused efforts on finding funding for the
Barker Road Grade Separation project as produced extraordinary results. At the end of the fiscal
year the City had been awarded grants totaling over $12.2 million. In March of 2018, the City was
informed it was awarded an additional $9 million. With an estimated total project cost of $19
million, the City is now in position to begin construction on this project in 2020.

With funding secured for the Barker Crossing, the City will continue to search for funding sources
for the Pines Road crossing. The current estimate for this project in about $29 million. There is
currently $2.4 million in local funds secured for the project. With the currently available funds for
the project work on the design is moving forward.
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Office of the Washington State Auditor
Pat McCarthy

INDEPENDENT AUDITOR’S REPORT ON FINANCIAL STATEMENTS

August 29, 2018

Mayor and City Council
City of Spokane Valley
Spokane Valley, Washington

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, each major fund and the aggregate remaining fund information of the City of Spokane
Valley, as of and for the year ended December 31, 2017, and the related notes to the financial statements,
which collectively comprise the City’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 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

Insurance Building, P.O. Box 40021 ¢ Olympia, Washington 98504-0021 « (360) 902-0370 ¢ Pat.McCarthy@sao.wa.gov



error. In making those risk assessments, the auditor considers internal control relevant to the City’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 City’s internal 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.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund
and the aggregate remaining fund information of the City of Spokane Valley, as of December 31, 2017,
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 management’s
discussion and analysis and required supplementary information listed in the table of contents 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.

Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The accompanying information listed as supplementary
information is presented for the purposes of additional analysis and is not a required part of the basic



financial statements. Such information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the financial statements.
This information has been subjected to 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 financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the information is fairly stated, in
all material respects, in relation to the basic financial statements taken as a whole.

Our audit was conducted for the sole purpose of forming opinions on the financial statements that
collectively comprise the City’s basic financial statements as a whole. The Introductory and Statistical
Sections are presented for purposes of additional analysis and is not a required part of the basic financial
statements of the City. Such information has 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 it.

OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING STANDARDS

In accordance with Government Auditing Standards, we will also issue our report dated August 29, 2018,
on our consideration of the City’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. That report will be issued under separate cover in the City’s Single Audit Report. 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 City’s internal control over financial reporting and
compliance.

Sincerely,

Cﬁﬂzﬂ?

Pat McCarthy
State Auditor
Olympia, WA



City of Spokane Valley, Washington
Comprehensive Annual Financial Report - Fiscal Year 2017




City of Spokane Valley, Washington
Comprehensive Annual Financial Report - Fiscal Year 2017

Management's Discussion and Analysis



City of Spokane Valley, Washington
Comprehensive Annual Financial Report - Fiscal Year 2017




CITY OF SPOKANE VALLEY
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the Year Ended December 31, 2017

As management of the City of Spokane Valley, Washington, we offer readers of the City’s financial
statements this narrative overview and analysis of the financial activities of the City for the fiscal year
ended December 31, 2017. All amounts in this discussion and analysis, unless otherwise indicated, are
expressed in thousands of dollars. Also, this discussion contains comparative analysis based on
information from the prior year.

FINANCIAL HIGHLIGHTS
The key financial highlights for 2017 are as follows:

The City of Spokane Valley’s financial position improved. At the end of the current fiscal
year, assets exceeded liabilities by $169,013 thousand (net position). Of this amount, $52,711
thousand represents the primary government’s unrestricted net position, which may be used
and is available to meet the City’s ongoing activities and obligations to the citizens and
creditors.

The City of Spokane Valley’s total net position from Governmental and Business-type
activities increased $13,853 thousand or 8.93% from the prior fiscal year, primarily explained
by revenues continuing to outpace expenditures and the current year’s increase in the City’s
Net Investment in capital assets.

At the close of the current fiscal year, the City of Spokane Valley’s governmental funds
reported combined fund balances of $57,412 thousand, an increase of $862 thousand in
comparison with the prior year. Approximately 68.21% of this amount or $39,336 thousand
(unassigned fund balance) is available for spending at the City’s discretion.

Also, at the end of the current fiscal year, unrestricted fund balance (the total of the committed,
assigned, and unassigned components of fund balance) for the general fund was $39,336
thousand, or approximately 116.36% of the total general fund expenditures, and the net
change in actual fund balance increased by $4,607 thousand during the current fiscal year.

Total Long-term liabilities for Governmental type activities decreased by $1,752 thousand to
$19,150 thousand during the current fiscal year.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of a series of financial statements. These statements are organized so the
reader can understand the City as a financial whole or as an entire operating entity. The statements
also provide a detailed look at specific financial conditions. The following discussion and analysis are
intended to serve as an introduction to the City’s basic financial statements. The City’s basic financial
statements are comprised of three components: 1) the government-wide financial statements, 2) fund
financial statements, and 3) notes to the financial statements. This report also contains other
supplementary information in addition to the basic financial statements themselves.



The following figure summarizes the major features of the financial statements. This overview section

below also describes the structure and contents of each of the statements in more detail.

Gowvernment-wide
Statement

Fund Financial Statements

Gowvernmental

Proprietary

Entire entity
(except fiduciary funds)

The day to day operating
activities of the City

The day to day operating
activities of the City

Scope for basic governmental for business-type
services enterprises

Accounting Accrual accountingand |M odified accrual and Accrual accounting and

basis and economic resources current financial resources economic resources focus

measurement focus measurement focus

focus

Type of asset
and liability
information

All assets and liabilities,
both financial and
capital, short-term and
long-term

Current assets and liabilities
that come due during the
year or soon thereafter; no
capital assets included

All assets and liabilities,
both financial and capital,
short-term and long-term

Type of deferred
inflow and
deferred outflow
information

All revenues and
expenses during year,
regardless of when cash
is received or paid

Revenues when cash is
received during the year or
soon thereafter; expenditures
when goods or services have
been received and the related

All revenues and expenses
during year, regardless of
when cash is received or
paid

liability is due and payable

GOVERNMENT-WIDE FINANCIAL ANALYSIS
The government-wide financial statements are designed to provide readers with a broad overview of
the City of Spokane Valley’s finances, in a manner similar to a private-sector business.

Statement of Net Position and Statement of Activities

The statement of net position presents financial information on all of the City’s assets, liabilities, and
deferred inflows/outflows of resources, with the differences between them reported as total net
position. Over time, increases or decreases in net position may serve as a useful indicator of whether
the financial position of the City is improving or deteriorating. The statement of activities presents
information showing how the City’s net position changed during the current fiscal year. All changes in
net position are reported as soon as the underlying event giving rise to the change occurs, regardless of
the timing of related cash flows. Thus, revenues and expenses are reported for some items that will
only result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused
vacation leave). This statement distinguishes revenue generated by specific functions, from revenue
provided by taxes and other sources not related to a specific function. Revenue generated by specific
functions (charges for services, fines and forfeitures, grants and other contributions) is compared to the
expenses for those functions to demonstrate how much each function either supports itself or relies on
taxes and other general funding sources for support.

The change in net position is important because it tells the reader whether, for the City as a whole, the
financial position of the City has improved or diminished in capacity. However, in evaluating the
overall position of the City, nonfinancial information such as changes in the City’s tax base and the
condition of the City’s capital assets will also need to be evaluated. These government-wide financial
statements can be found in the Basic section of this annual financial report.

In the statement of net position and the statement of activities, the City of Spokane Valley is divided
into two distinct functions or types of primary government:



# Governmental-type Activities — Most of the City’s programs and services are reported here, including
general government, public safety, physical environment, transportation, economic environment,
community development, and culture & recreation. These services are funded and supported primarily
by taxes and intergovernmental revenues, including federal and state grants, and other shared revenues.

# Business-type Activities — These services are provided on a charge for goods or user fee services basis
to recover all or a significant portion of the cost of services provided; including State Grants. The City’s
Stormwater Utility Management Fund and Aquifer Protection Area Fund activity is reported here.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives, and a fiscal accounting entity with a self-balancing set
of accounts used to account for specific activities. The City, like other state and local governments,
uses fund accounting to ensure and demonstrate compliance with finance-related legal requirements.
All the funds of the City can be divided into two categories: governmental fund types, and proprietary
fund types. Fund financial statements provide detailed information about the City’s major funds.
Based on the restriction of the use of resources and money, the City has established many funds that
account for the multitude of services provided to our residents.

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

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

The City maintains twenty-one individual governmental funds. Information on the City’s four major
governmental funds: General Fund, Street Fund, Street Capital Projects Fund and City Hall
Construction Fund are presented separately in the governmental funds balance sheet and the
governmental funds statement of revenues, expenditures, and changes in fund balances. Data from the
other governmental funds are combined into a single, aggregated presentation. Individual fund data for
each of these nonmajor governmental funds is provided in the form of combining statements elsewhere
in this report. These basic governmental fund financial statements can be found in the Basic section of
this report.

Proprietary Funds — The City of Spokane Valley maintains two different types of proprietary funds.
Enterprise funds are used to report the same functions presented as business-type activities in the
government-wide financial statements. Enterprise funds are used to account for goods and services
provided to the citizens on a user fee basis. The City provides information on its two enterprise funds,
the Stormwater Utility Management Fund and the Aquifer Protection Area Fund, both major funds,
under Proprietary Funds.



The City’s two Internal Service Funds; Equipment Rental and Replacement and Risk Management
accounts for the accumulated and allocated internal costs of fleet vehicles, computer equipment, and
insurance claims. Also, both provide internally for the goods and services among the City’s various
departments and functions. Because both of these services predominantly benefit governmental-type
functions rather than business-type functions in nature, they have been included within governmental-
type activities in the government-wide financial statements.

Notes to the Financial Statements
The notes provide additional information that is essential to a full understanding of the data provided
on the government-wide and fund financial statements. The notes are located immediately following
the basic financial statements.

Other Information

In addition to the basic financial statements and accompanying notes, this report also presents
combining and individual fund statements and schedules for other governmental and internal service
funds. This information can be found in the supplemental section of this report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Statement of net position — As noted earlier, net position over time, may serve as a useful indicator of
the City of Spokane Valley’s financial position. The City’s total assets and deferred outflows exceeded
total liabilities and deferred inflows by $169,013 thousand as of December 31, 2017. The following
table summarizes and compares the City’s net position for 2017 and 2016 (see Table 1, below):

City of Spokane Valley's Net Position (amounts in thousands)

Governmental Business-type
Table 1 Activities Activities Total
2017 2016 2017 2016 2017 2016
Current and other assets $ 69,800 $ 68938 $ 4212 $ 3,285 $ 74,012 $ 72,223
Capital assets (net of depreciation) 115,055 104,822 6,344 6,356 121,399 111,178
Total assets 184,855 173,760 10,556 9,641 195,411 183,401
Total deferred outflows of resources 688 1,023 40 54 728 1,077
Long-term liabilities 19,150 20,902 300 343 19,450 21,245
Otbher liabilities 6,322 7,664 519 277 6,841 7,941
Total liabilities 25,472 28,566 819 620 26,291 29,186
Total deferred inflows of resources 788 125 46 7 834 132
Net position:
Net investment in capital,
assets 101,125 90,361 6,344 6,356 107,469 96,717
Restricted 8,833 13,238 - - 8,833 13,238
Unrestricted 49,325 42,493 3,386 2,712 52,711 45,205
Total net position $ 159,283 $ 146,092 $ 9,730 $ 9,068 $ 169,013 $ 155,160

In this case, as of December 31, 2017, the Primary Government’s assets and deferred outflows
exceeded liabilities and deferred inflows by $159,283 thousand in governmental activities and $9,730
thousand in business type activities. The largest portion of the City’s net position, at 62.33%, is its
investment in capital assets of $107,469 thousand. This represents land and land improvements,
buildings and building improvements, improvements other than buildings, machinery and equipment,
vehicles, and infrastructure, less any related outstanding debt that was used to acquire those assets.
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The City of Spokane Valley uses these capital assets to provide a variety of services to its citizens.
Although the City’s investment in its capital assets is reported net of related debt, it should be noted
that the resources needed to repay this debt must be provided from other sources, since the capital
assets themselves cannot be used to liquidate these liabilities. The majority of these capital assets were
donated by Spokane County at the time of incorporation in 2003. The portion of the City of Spokane
Valley’s net position classified as restricted are resources that are subject to external restrictions on
how they may be used. At $8,833 thousand and 5.23% of total net position this is the smallest share of
the City’s net position. The remaining balance of $52,711 thousand or 31.19% is unrestricted and may
be used to meet the City’s ongoing obligations to citizens and creditors.

At the end of the current fiscal year, the City is able to report positive balances in all categories of net
position, both for the government as a whole, as well as for its separate governmental and business-
type activities. The same situation held true for the prior fiscal year.

City of Spokane Valley's Net Position
December 31, 2017 and 2016
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The City of Spokane Valley’s total net position has increased by $13,853 thousand or 8.93% from the
prior year. This is primarily explained by revenues outpacing expenditures. More discussion will
follow for the overall increase in net position in the sections for governmental-type and business-type
activities.

Governmental-type Activities — During the current fiscal year total net position for governmental
activities increased by $13,191 thousand from the prior year for an ending balance of $159,283
thousand. The increase in the overall net position of governmental activities is the result of
management taking various steps (e.g., increasing rates for certain revenue sources like charges for
services, delaying certain nonrecurring expenses, and reducing expenses related to non-essential
ongoing programs in the utilities & physical environment and community development functions) to
achieve such positive effects on the governmental activities ending net position. The City’s capital
grants and operating grants and contribution revenues from Federal and State sources made up the
fourth largest sources of revenue combined, $7,521 thousand or 12.45% of total governmental
activities revenues.
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The major recipients of intergovernmental program revenues were, Transportation, Utilities and
Physical Environment, and General Government functions of the primary government. Property tax
general revenues in the governmental funds account for $11,602 thousand of the $60,397 thousand
total revenues (less transfers) for governmental-type activities, or 19.21% of total revenues, and the
property tax general revenues increased by $172 thousand. Sales Tax general revenue accounted for
approximately $23,941 thousand or 39.64% of total revenues in year 2017, the largest single source of
revenue for the City of Spokane Valley. Excise and other taxes received were Real Estate Excise
Taxes of $3,064 thousand, Liquor Board Excise Tax of $459 thousand, Telephone Utility Tax of
$1,982 thousand, Marijuana Excise Taxes of $41 thousand, Leasehold Excise Taxes of $20 thousand,
and Gambling Taxes of $368 thousand, Hotel/Motel Taxes of $1,019 thousand and Motor Fuel Excise
Taxes of $2,052 thousand.

The Transportation function accounted for $9,330 thousand of the $47,219 thousand in total expenses
for governmental activities, or 19.76% of the total in expenses. The largest function was Public Safety,
accounting for $21,583 thousand and representing 45.71% of total governmental expenses and a
decrease of 6.86% in contracted Law Enforcement services compared to the prior year (see table 2,
below).

City of Spokane Valley's Changes in Net Position

Table 2 as of December 31,2017 and 2016 (amounts in thousands)
Governmental Business-type %
Activities Activities Total Change

Revenues 2017 2016 2017 2016 2017 2016 2017-2016
Program revenues

Charges for services $ 7813 $ 8192 $ 18% $ 1898 $ 9708 $ 10,090 -3.8%

Operating grants & contributions 702 1,254 784 450 1,486 1,704 -12.8%

Capital grants & contributions 6,819 6,895 97 - 6,916 6,895 0.3%
General revenues

Taxes 44,548 42,237 - - 44,548 42,237 5.5%

Interest & investment earnings 515 248 31 10 546 258 111.6%

Total revenues 60,397 58,826 2,807 2,358 63,204 61,184 3.3%
Expenses
General government 5,155 6,129 - - 5,155 6,129 -15.9%
Public safety 21,583 23,173 - - 21,583 23,173 -6.86%
Utilities & physical environment 4,500 3,368 - - 4,500 3,368 33.6%
Transportation 9,330 8,740 - - 9,330 8,740 6.8%
Economic environment 1,095 1,122 - - 1,095 1,122 -2.4%
Community development 1,355 2,039 - - 1,355 2,039 -33.5%
Culture and recreation 3,692 3,841 - - 3,692 3,841 -3.9%
Interest on long term debt 509 317 - - 509 317 60.6%
Aaquifer protection area - - 171 154 171 154 11.0%
Stormwater management - - 1,960 1,960 1,960 1,960 0.0%

Total expenses 47,219 48,729 2,131 2,114 49,350 50,843 -2.9%
Increase (decrease) in net
position before transfers 13,178 10,097 676 244 13,854 10,341 34.0%
Transfers In (out) 13 13 (13) (13) - - 0.0%
Increase (decrease) in net position 13,191 10,110 663 231 13,854 10,341 34.0%
Net position - beginning 146,092 135,982 9,068 8,837 155,160 144,819
Change in Accounting Principle - - - - - -
Net position - ending $ 159,283 $ 146,092 $ 9,731 $ 9,068 $ 169,014 $ 155,160

12



Program Revenues and Expenses - Governmental

Activities
25,000,000
20,000,000
15,000,000
10,000,000
5,000,000 } |
. 1T
e 6&6‘\‘ S & SN 5 N a.a'i\oﬁ
3 R O ot <O 7\O )3
= \S) SN o K\ e e
« A o QW \ e < <& " ot e""“{\b
\ A\ \Y
66(\ Q\(\\\S @(,0(\0 « ((\\}{\ O 0\\.\}
) w
T
o
H Program revenues i Expenses

Transportation activity capital grants decrease in the current year by ($1,423) thousand primarily due
to the Sullivan Bridge construction project grants, which were a major portion of activity in the prior
year, being consumed. This resulted in a higher percentage of City funds being used for the large
project as we moved nearer to completion. These contributions are used to fund the on-going general
government capital outlays of $16,972 thousand, or 29.43% of the total for governmental funds
expenditure activity (see the preceding graph).

Business-type Activities — For the City of Spokane Valley’s business-type activities, the results for
the current fiscal year were positive in that the overall net position increased to reach an ending
balance of $9,730 thousand. The increase in net position for business-type activities (stormwater and
aquifer protection funds) was $662 thousand from the prior fiscal year. This is an increase in net
position of 7.3% from the prior fiscal year. The increase in fund balance is indicative of revenues
continuing to exceed expenditures. Overall, revenues for the business type activities were up compared
to the previous year. In 2017 there were $97 thousand capital grants or contributions compared to zero
in 2016. Additionally, operating grants and contributions increased by an additional $334 thousand.
Charges for services remained fairly stable with a modest decrease of ($3) thousand from 2016.
Expenditures did show increase of $17 thousand for 2017 total. In both business-type funds, the major
program revenue sources were charges for services of $1,895 thousand and intergovernmental
revenues of $784 thousand. The primary source of revenues is a Stormwater Management Fee
imposed upon real property and the Aquifer Area Protection Fee mandated by the voting public.
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FINANCIAL ANALYSIS OF THE CITY OF SPOKANE VALLEY’S FUNDS
As noted earlier, the City of Spokane Valley uses fund accounting to ensure and demonstrate
compliance with finance related requirements.

Governmental Funds - The focus of the City’s governmental funds is to provide information on near-
term inflows, outflows, and balances of spendable resources. Such information is useful in assessing
the City’s financing requirements. In particular, unassigned fund balance may serve as a useful
measure of the City’s net resources available for spending at the end of the year and represent the
portion of fund balance which has not been limited to use for a particular purpose by either an external
party, the City of Spokane Valley itself, or from a group or individual that has delegated authority to
assign these resources to be used for particular purposes by the City of Spokane Valley’s Council.

As of December 31, 2017, the City’s total governmental funds reported a combined ending fund
balance of $57,412 thousand, a net increase of $862 thousand in comparison with the prior year.
Approximately 68.52% of this amount or $39,336 thousand is composed of unassigned fund balance,
which is available for spending at the City’s discretion. The City’s remainder or residual fund balance
is either nonspendable, restricted, committed, or assigned to indicate that it is 1) not spendable in form
($101 thousand), 2) restricted for particular purposes ($8,387 thousand), 3) committed for particular
purposes ($5 thousand) assigned for particular purposes ($9,583 thousand) See table 4, below.

The General Fund is the primary operating governmental fund of the City of Spokane Valley where
most receipts and payments of ordinary city operations are processed. See table 3, below.

General Fund Components of Fund Balance
December 31,2017 & 2016 (amounts in thousands)

Table 3 Fiscal Year
2017 2016
Unassigned $ 39336 $ 34,695
Assigned - -
Restricted 38 80
Nonspendable 90 82
Total fund balances $ 39464 $ 34,857

At the end of 2017, unassigned fund balance was $39,336 thousand, while total fund balance increased
to $39,464 thousand. As a measure of the General Fund’s liquidity, it may be useful to compare both
unassigned fund balance and total fund balance to total governmental funds expenditures. Unassigned
fund balance in the general fund represents approximately 68.21% of the total governmental funds
expenditures, while total general fund balance of $39,464 thousand represents approximately 68.43%
of that same amount in total governmental funds expenditures See table 3, above.

All Remaining Governmental Funds Components of Fund

Balance
December 31,2017 & 2016 (amounts in thousands)
Table 4 Fiscal Year
2017 2016
Unassigned $ - $ -
Assigned 9,584 8,381
Committed 5 237
Restricted 8,348 13,070
Nonspendable 11 5
Total fund balances $ 17,948 3 21,693
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Major Governmental Funds

The General Fund — The fund balance of the City of Spokane Valley’s general fund increased by
$4,607 thousand, compared to last year, for the fiscal year ending December 31, 2017. In the Budget
to Actual Schedule, revenues trended higher than expected in the 2017 budget by $2,556 thousand,
while the total expenditures were $5,876 thousand (including transfers in/out) less than the amended
budget. Ultimately, the General Fund in the Governmental funds statement reports an increase in
excess of revenues over expenditures, positive variance with final budget over of $8,451 thousand
compared to the last fiscal year of 2016 of $5,793 thousand.

The Street Fund — had an ending actual fund balance of $1,067 thousand, a net change in fund
balance of ($251) thousand compared to the prior year. The primary source of revenues for the Street
fund is the Telephone Utility taxes of $1,982 thousand and the Motor Vehicle Gas tax of $2,052
thousand in Intergovernmental revenues collected. The change from the prior year was a decrease of
(4.2%) for Telephone Utility taxes and an increase of 1.31% for Motor Vehicle Gas tax. Expenditures
(including transfers out) outpaced revenues, which contributed to the slight decrease in ending fund
balance compared to last year.

Street Capital Projects Fund — had an ending fund balance of $67 thousand. Actual expenditures were
$3,182 thousand less than the final budgeted projections. Overall, the net change in fund balance was
less than the final budgeted projections for 2017.

City Hall Construction Fund — had an ending fund balance of $101 thousand. Actual expenditures
were $34 thousand less than final budget projections. The net change in fund balance was $26
thousand more than budgeted for 2017.

Proprietary Funds - The City’s enterprise funds, Stormwater Management and Aquifer Protection
Area provide the same type of information found in the government-wide financial statements, and are
also major proprietary funds. Unrestricted net position of the Stormwater Management Fund at
December 31, 2017, was $1,973 thousand and for the Aquifer Area Protection fund was $1,413
thousand.

GENERAL FUND BUDGETARY HIGHLIGHTS

Original budget compared to final budget: By State law, Title 35A of the Revised Code of
Washington (RCW) requires all cities to prepare and adopt a balanced budget prior to the beginning of
the City’s fiscal year; the annual operating budget for the City is effective the first day of January. The
City Council amended the original budget revenue and expenditures twice during 2017 due to updates
in budget estimates and timing differences in expenditures during the fiscal year.

Final budget compared to actual results: The most significant differences between final estimated
revenues and actual revenues were as follows:

2017 Budget to Actual Comparison
(amounts in thousands)

Rewvenue Final Estimated Actual
Source Rewvenues Rewvenues Difference
Taxes $ 34,396 $ 35,838 $ 1,442
Licenses and permits 2,236 2,972 736
Intergovernmental revenues 2,274 2,556 283
Charges for services 1,315 1,298 aa7)
Fines & forfeitures 528 428 (100)
Investment Interest 73 326 253
M iscellaneous 707 666 (41)
$ 41,528 $ 44,085 $ 2,556
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In the General Fund, the variance between actual expenditures and the final amended budget was a
savings in expenditures of $5,876 thousand giving the City a positive variance in excess of revenues
over expenditures of $8,432 thousand for 2017. Actual negative revenue variances in charges for
services of $17 thousand, fines and forfeitures of $100 thousand, and miscellaneous of $41 thousand
coupled with revenue increases in tax revenue of $1,442 thousand, licenses and permits of $736
thousand, intergovernmental revenues of $283 thousand, and investment interest of $253 thousand
paired with a positive variance in revenues over expenditures contributed overall to an increase in fund
balance of $4,607 thousand for the fiscal year of 2017.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets: The City of Spokane Valley’s investment in capital assets for its governmental and
business type activities as of December 31, 2017, amounts to $121,399 thousand (net of depreciation).
This investment in capital assets includes land, buildings, improvements, infrastructure, machinery
and equipment, and construction in progress. The total increase in the city’s investments in capital
assets for the current fiscal year was $10,221 thousand or 9.2% (see table 5, following).

City of Spokane Valley's Capital Assets
(net of depreciation, amounts in thousands)

Governmental Business-type Total %
Table 5: Activities Activities Total Change
2017 2016 2017 2016 2017 2016 2017-2017
Land $ 9220 $ 8323 % - 8 - $ 9220 $ 8323 10.8%
Buildings & leasehold improvments 21,483 8,777 297 310 21,780 9,087 139.7%
Improvements other than Buildings 5,987 6,814 - 5,987 6,814 -12.1%
Infrastructure 72,708 65,834 5,934 5,936 78,642 71,770 9.6%
M achinery and Equipment 2,212 911 22 27 2,234 938  138.2%
Construction in Progress 3,445 14,163 91 83 3,536 14,246 -75.2%
Total $ 115055 $ 104,822 % 6344 $ 635 $ 121,399 $ 111,178 9.2%

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

« A 10.8% increase in land totaling $897 thousand is the result of purchases to facilitate current or
planned improvements to the City’s road network.

« Construction in Progress decreased by (75.2%) or $10,710 thousand due to the completion of
construction on the New City Hall building.

« There was a total of increase of 138.2% or $1,296 thousand in Machinery and Equipment for fiscal
year 2017 due to the purchase of various pieces of equipment.

« Infrastructure increased 9.6% or $6,872 thousand for 2017 due mostly to the completion of several
street construction and street preservation projects.

« Improvements other than buildings decreased by (12.1%) or $827 thousand as a result of a few
Park projects planned for improvement during the fiscal year.

o There was a total increase of 139.7% or $12,693 thousand in Buildings and leasehold
improvements due to the completion of the New City Hall.

« Overall change in capital assets for 2017 increased by 9.2% compared to the prior year of 2016.

Additional information on the City’s capital assets can be found in Note 5 (Capital Assets) to the financial
statements.
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Long-Term Liabilities — At December 31, 2017, the City had total Limited Tax General Obligation
debt outstanding of $12,790 thousand. This amount is backed by the full faith and credit of the City of
Spokane Valley with debt service funded by general government revenues and contributions from the
Public Facilities District. The City’s general obligation bonds decreased by $470 thousand or 3.5%

during fiscal year 2017. (See table 6, below).
City of Spokane Valley's Outstanding Debt

Table 6 (amounts in thousands)
Governmental Business-type Total Percentage
Activities Activities Total Change
2017 2016 2017 2016 2017 2016 2017-2016

General obligation bonds $ 12790 $ 13260 $ -3 - $ 12790 $ 13260 -3.5%
Bond premium 1,140 1,201 - - 1,140 1,201 -5.1%
Compensated absences 505 492 25 27 530 519 2.1%
Net pension plan liabilities (GASB 68) 4,715 5,949 275 316 4,990 6,265 -20.4%
Total $19,150 $20,902 $ 300 $ 343 $19450 $21245 -8.4%

In addition to the general obligation bonded debt and premium, the City’s long-term liabilities also
include compensated absences (vacation accruals) and net pension liabilities. Additional information
on the City’s long-term debt can be found in Note 9 (Long-Term Obligations and Leases) in the notes
to the financial statements.

Under Washington State statutes, general obligation indebtedness for general purposes is pursuant to a
vote of the electorate and is limited to 2.5% of actual value