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BIENNIAL BUDGET CALENDAR
FISCAL YEARS 2005 AND 2006

Sequence of events in the budget-setting process for Fiscal Years 2005 and 2006.

September 15 through Prepare Five-Year Financial Projections
December 8, 2003

November 25 through Capital Budget — City Manager review with Deputy/Assistant City Managers,
December 5, 2003 department directors and staff, and Budget and Research.

December 17, 2003 through Operating Budget — City Manager reviews department budget requests with
January 16, 2004 Deputy/Assistant City Managers, and department directors.

January 29, 2004 Begin preparation of the recommended biennial budget document.

February 23, 2004 Submission of the City Manager's Proposed Five-Year Capital Improvement

Program to Mayor and Council and Citizens Bond Project Oversight
Committee Report.

March 15 and 22, 2004 Mayor and Council review and approve five-year capital improvement
program.

April 2, 2004 Complete preparation of the recommended biennial budget document.

April 19, 2004 Submission of the City Manager's Fiscal Years 2005 and 2006 Recommended
Biennial Budget to Mayor and Council.

April 26, 2004 Public Hearing on Fiscal Years 2005 and 2006 Recommended Biennial
Budget.

May 10, 17, and 24, 2004 Mayor and Council study session for the purpose of discussing operating
budget.

June 7, 2004 Mayor and Council wrap-up study session.

June 14, 2004 Mayor and Council study session to continue budget discussion.

June 14, 2004 Fiscal Year 2005 tentative budget adoption.

June 21, 2004 Truth in Taxation Hearing on primary property tax levy for Fiscal Year 2005.

June 21, 2004 Public Hearing on Fiscal Year 2005 tentative budget.

June 21, 2004 Special Mayor and Council meeting for the purpose of final budget adoption.

August 2, 2004 Adoption of Fiscal Year 2005 property tax levies.
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HOW TO USE THIS BUDGET

This document guide outlines the City of Tucson’s
Fiscal Years 2005 and 2006 Adopted Biennial
Budget, which is contained in three volumes. Copies
of the budget are available at all branches of the
Tucson-Pima Public Library, the University of
Arizona Main Library, Pima Community College
libraries, the City Clerk’s Office, and the Department
of Budget and Research. In addition, the budget
may be viewed on the City of Tucson web site at
http://www.cityoftucson.org/budget. The web site
also includes additional information on Outside
Agencies: Outside Agencies Recommended Biennial Budget,
Fiscal Years 2005 & 2006. Information may be
obtained by calling the Department of Budget and
Research at (520) 791-4551 or e-mailing the

department at budget&research@tucsonaz.gov.

Presenting the budget in these volumes allows users
to select the level of information that meets their
needs. Volume I, the Adopted Budget Summary,
provides summary level information. Volume II, the
Adopted Budget Operating Detail, provides detailed
information on staffing and city services. Volume
IIL, the Approved Five-Year Capital Improvement
Program, provides detailed information on capital
projects. Following are descriptions of the contents
in each volume.

Volume I

City Manager’s Message - This section includes
the letter from the city manager transmitting the
biennial budget to the Mayor and Council and
providing an overview of the budget. In the
transmittal letter, the city manager highlights the key
policy issues and programs in the biennial budget.
The overview includes the following:

e Where the Money Goes

Staffing

Where the Money Comes From

Citizen Impacts

State Set Spending Limit

City Strategic Plan - This section summarizes the
strategic plan for the city including focus areas and
the 17 Livable Tucson Goals that emerged from
community discussions.

Legal Authorization - State and local legal
provisions are presented, including the process for
budget adoption and setting the property tax, public

iv

hearings, and a property tax summary. The Mayor
and Council resolution adopting the budget is also
included in this section.

Community Statistical Profile - This section of the
summary provides the reader with demographic
information on Tucson and benchmark information
that compares Tucson to comparable cities in the
region.

Summary Information - Schedules contained in
this section provide summary level information on
the consolidated (operating and capital) city budget.
Expenditure and revenue information, descriptions
of funds, debt service information, staffing histories,
and pay scales are summarized here. This section is
particularly helpful if the reader is interested in an
overview of the city budget.

Capital Budget Summary - This section provides a
summary of the Five-Year Capital Improvement
Program with adjustments approved by Mayor and
Council.

Rio Nuevo - This is a summary of the Rio Nuevo
district budget. Rio Nuevo is not part of the city
budget and is included for information purposes.

Glossary - The glossary defines terms and acronyms
used in the budget.

Index - The index provides an alphabetical listing of
the contents of the budget.

Volume II

The Adopted Budget Operating Detail provides the
detail for department budgets organized by setvice
teams. Each department section includes a mission
statement, an overview of the department,
department highlights, Livable Tucson Goals,
department financial and personnel resources,
funding summaries, a summary of significant
changes that compare the Fiscal Year 2004 Adopted
to the Fiscal Year 2005 Adopted Budget and the
Fiscal Year 2006 Approved Budget. Key measures
of performance are included for the various
programs within each department.



Appendix  A:  Position  Resources by
Classification - Appendix A presents, by
department and division, the position resources for
the Fiscal Year 2005 Adopted Budget and Fiscal
Year 2006 Approved Budget, as well as the Fiscal
Year 2004 Adopted and Estimated budgets, and
Fiscal Year 2003 staffing. This section includes the
detail by position and pay range for authorizations of
both permanent and non-permanent classifications.

Appendix B: Financial Summary - Appendix B
displays, by department and division, each organi-
zation’s financial summary and character of expendi-
tures (personal setvices, setvices, commodities, etc.).
The information reflects the financial resources for
the Fiscal Year 2005 Adopted Budget and Fiscal
Year 2006 Approved Budget, as well as the Fiscal
Year 2004 Adopted and Estimated budgets, and the
Fiscal Year 2003 actual expenditures.

Volume III

The Proposed Five-Year Capital Improvement
Program (CIP) contains the capital budget detail.
This volume has two major sections: Overview and
Department Programs.

Overview - The overview provides a description of
the capital program and its impact on the
community, including:

e Summary Tables

e Summary of Planned Expenditures and Funding

e Department Program Highlights

e Impact on the Operating Budget

e Summary of Unmet Capital Needs

Department Programs - In this section of the
Approved CIP, each department’s capital budget is
presented.  Within each department a program
statement describes the highlights of the capital
program, and the impact of the capital program on
the operating budget are tabulated. There are
project and funding summaries by major program
area. The reader can find the individual project
detail in this section. Each project is described, and
funding sources, project costs, and other project
information (such as start and end dates, ward
locations) are presented.



DISTINGUISHED
BUDGET PRESENTATION
AWARD

GOVERNMENT FINANCE OFFICERS ASSOCIATION
Distin guished
Budget Presentation
Award

PRESENTED TO
City of Tucson

Arizona

Forthe Biennium Beginning

July 1, 2002

President Executive Director

The Government Finance Officers Association of the United States and Canada (GFOA) presented an Award for
Distinguished Budget Presentation to the City of Tucson for its Biennial Budget for the Fiscal Year beginning July
1, 2002 through June 30, 2004.

In order to receive this award, a governmental unit must publish a budget document that meets program criteria as
a policy document, as an operations guide, as a financial plan, and as a communication device.

The award is valid for a period of one year only. We believe our current budget continues to conform to program
requirements, and we are submitting it to GFOA to determine its eligibility for another award.
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SECTIUN A CITY MANAGER'S
MESSAGE




CITY OF
TUCSON

OFFICE OF THE CITY MANAGER

July 1, 2004

Honorable Mayor and Council Members:

On June 21, 2004 the Mayor and Council adopted a Biennial Budget for Fiscal Years 2005 and 2006
that is hopeful, balanced for the next two years, and confronts the most pressing issues in our city. This is a
budget that takes our problems seriously and moves the city forward.

Last year, the city faced one of the most challenging fiscal environments ever when the Mayor and
Council had to solve a $43 million budget deficit. It wasn’t easy. In fact, looking back over the past three
years, the city has been confronted with very difficult budgets each year. Over that period of time, we have
made cuts and efficiency improvements that eliminated 282 jobs and saved $100 million. While we’ve been
making these cuts, Tucson has continued to grow at a rapid pace. Our city added more than 20,000 citizens
over this short time frame, the equivalent of adding a community roughly the size of Prescott Valley or Casa

Grande.

This budget situation is not new to any of us. The city has had budget woes for as long as anyone can
remember. In fact, we’re almost fond of saying that we always have budget problems in Tucson. Council
members have said that city managers sound the budget alarm every year, and in the end the budget is
balanced and everything is fine. It is true that we balance the budget every year. State law requires that we do
so. But everything is far from fine.

The way we have gone about balancing budgets has resulted in a long-term pattern of avoiding the
structural deficit in the city’s budget. A structural deficit is defined as an established imbalance between revenues
or income and expenditures or needs. Simply balancing the budget each year does not resolve the structural
deficit. Instead, it has led to decaying infrastructure and a decline in the quality of city setvices that influence
our quality of life.

Further aggravating our structural deficit is our city’s continued growth. For example, during the
same three-year period that we cut 282 positions, we had to find more than $4 million in General Funds for
104 police officer positions when funding from the Federal COPS Universal Hiring Program grant ended. We
also added 51 positions when new capital projects were completed, including fire stations and recreation
centets.

We can’t continue to meet the needs of our growing community simply by cutting and reallocating
our resources. We have to change our approach.



The Mayor and Council have expressed concerns about fighting crime and the importance of public
safety. You have spoken about potholes and failing roads; of areas under-served by transit; and citizens
without transportation to work or medical services. You have said you want to help neighborhoods with their
mounting problems, including vacant and abandoned buildings and a lack of sidewalks. You want us to
improve code enforcement and staff response to neighborhood issues. You have worried about the condition
of our parks, availability of recreation programs, and the opportunity for our youth and those in need to enjoy
those programs.

The biennial budget you’ve adopted eliminates the projected $26 million General Fund deficit for
Fiscal Year 2005, and also is balanced for Fiscal Year 20006. It adds funding for a series of critical initiatives to
improve the standard of fundamental city services and to concentrate on improving our quality of life. The
budget for Fiscal Year 2005 totals $1.032 billion, an increase of $74.5 million over the Fiscal Year 2004
budget. The General Fund portion of that increase is $33.3 million.

In Fiscal Year 2000, the budget will decrease $113.8 million, to $918.5 million. This decline reflects a
decrease in the capital budget due to the completion of bond and federal-grant projects funded in Fiscal Year
2005.

Moving Forward: Investing in Community

This budget funds a series of initiatives, to begin July 1, that concentrate on our city’s most pressing
needs as expressed by you and our community.

The budget will allow us to hire 71 police officers and add related staff in Fiscal Year 2005. We will
add another 23 officers in Fiscal Year 2006. This will bring our funded police officer statfing to 1,024, moving
us forward in a five-year plan to bring our department staffing to the median of comparable cities in the
nation. This will cost $7.5 million over two years.

Two new fire stations will be opened — Station 20 at First Avenue and River Road, and Station 21 at
Tanque Verde and Bear Canyon roads — with 35 fire personnel. Another $1 million is included to recruit and
train new firefighters, and $520,000 to improve paramedic and hazardous materials response and to re-
establish more proactive fire safety inspections. In Fiscal Year 20006, a new ladder company with 14
firefighters and a medic company with seven personnel will be added. The Tucson Fire additions will cost
$7.2 million through Fiscal Year 2000.

Highway User Revenue Funds (HURF) are falling short of our growing needs, and we will have
depleted all our HURF reserves by next year. It also has been 20 years since the city had a meaningful street-
repair and resurfacing program. Therefore, this year’s budget provides $20 million in General Funds to begin
repairing city streets. An additional $5 million is included for sidewalks, landscaping, and street lighting. This
$25 million is a one-time investment funded with certificates of participation.

With this funding, we can resurface approximately 200 lane miles of major roadways; one of the
immediate needs in our city. This represents 10 to 15 percent of our major street miles. If we could maintain
this level of funding over the next 10 years we could resurface all major streets in the city. We still need to
find solutions to meet this long-term need and to repair neighborhood streets. I have asked staff to research
and prepare options for future Mayor and Council consideration.

You have also been concerned about the deterioration of our parks and community recreation
facilities by reinvesting in maintenance. This budget adds 36 positions to open and staff new facilities,
including the adaptive recreation center, that are being built with bond funds. Parks and Recreation fee
increases will generate $600,000 in additional revenues this year, but a $400,000 recreation fee scholarship
fund for low-income youth and seniors has been budgeted to ensure every citizen continues to have access to
our programs. We also have changed eligibility guidelines and qualification processes to be very simple and
easy to meet. The Parks and Recreation initiatives total $4.1 million.



We continue to expand our Van Tran service to provide transit assistance to our citizens with special
needs. A total of $2.6 million is budgeted in Fiscal Year 2005, including $1.4 million in federal funds.

Library service improvements totaling approximately $1.3 million recommended for Fiscal Year 2005
were not adopted due to Pima County’s decision not to fully fund the Library system. The city will work with
the county during Fiscal Year 2005 to achieve full funding by Fiscal Year 2006 from the Pima County Library
District tax.

This budget adds staff in Development Services to address two pressing development issues. The
first is to provide greater inspection and monitoring of storm water retention basins. The second is to provide
faster inspection and release of private improvement agreements, which the Southern Arizona Homebuilders
Association and the development community have been requesting from the city. New fees cover these costs.

In Environmental Services, $3.7 million in funding is added to improve groundwater protection
efforts, to add staff due to growth in residential refuse collection service, to improve customer service, and to
cover rising fuel and vehicle maintenance costs. A $600,000 assistance fund has been added for customers
that are unable to pay the new residential refuse fee.

To deal more effectively with abandoned buildings and code enforcement in neighborhoods, an issue
that you raised in this yeat’s Mayor and Council retreats, $500,000 has been included in the budget. This will
provide continued funding for the SABER program.

Funding has been included to support the approved compensation plan and to cover the city’s
portion of the 8.4 percent increase in health care costs and other employee benefit contributions. We were
able to negotiate the lowest increase in our health care program costs in several years.

Fund balances and reserves in the General Fund are alarmingly low having been drawn down in
recent years to help balance the budget. Our undesignated fund balance was $3.5 million at the end of Fiscal
Year 2003. The Mayor and Council’s policy is to move the strategic reserve/undesignated fund balance to 7.5
percent of the General Fund, which still is lower than many other local governments. Presently it is at less
than 1 percent. This budget transfers the designated environmental reserve of approximately $18 million to
the undesignated fund balance as well as $7.3 million from the Qwest settlement. In the second year of this
biennial budget, our undesignated fund balance should reach the 7.5 percent figure. Without making these
changes in our reserves, I believe the city’s current good bond rating will be in jeopardy.

Revenue Diversification for Reinvestment

We can’t close the budget gap and begin reinvesting in our community without first diversifying our
revenue base. Our revenues currently are limited primarily to the city sales tax and State shared revenues, both
of which have been in trouble over the past few years.

Our options are limited. Some improvement in the economy is helping, and our sales tax revenues
are now growing at a rate of 5 percent. State sales and income tax revenues are projected to increase 6.7
percent. Even so, the increase in the city sales tax provides only $8.4 million, and the State sales and income
tax distributions bring in only another $5.9 million. As recommended by the Citizen Finance and Service
Review Committee and acknowledged by Council Members for some time, we must diversify our tax base.
New revenue must be added. We have only a few choices due to our charter and State law.

An increase in the primary property tax rate is adopted for Fiscal Year 2005, but because of a decline
in our secondary rate, the combined rate increase is only 2.8 cents per $100 of assessed valuation per year.
This still keeps the city’s primary property tax rate among the lowest in the state and only about 8.5 percent of
the Pima County primary rate.
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Miscellaneous fee increases in Development Services, City Court, Patks and Recreation, and for fire
safety inspections add about $2.7 million, with the largest increase in Development Services.

The budget also converts funding of Environmental Services from the General Fund to a fee-for-
service enterprise operation. This is the largest existing city service area that we truly can “run like a business.”
We are long overdue in making this change and directly charging all consumers for the true costs of garbage
pick-up and disposal. The adopted budget establishes a fee of $12 per month for residential refuse collection.
With the existing brush-and-bulky fee of $2, this will place the city’s total charge for these services at $14 per
month. This is a very competitive rate in comparison to other cities across the state and the west.

The recommended budget proposed eliminating the double-taxation of city residents for library
services by asking the Pima County Library District to fully fund library services for city residents. Residents
in unincorporated Pima County already enjoy this benefit. This measure would have provided $9.7 million
and freed up General Funds to be used for the many reinvestment initiatives in this budget. Because Pima
County did not support this proposal for Fiscal Year 2005, it was not included in the Fiscal Year 2005
adopted budget. However, the Fiscal Year 2006 budget anticipates full funding from the Pima County Library
District tax. If this does not happen, a significant shortfall in Library funding and the city budget will again
occut.

Conclusion

The adopted budget funds a $55 million increase in city spending for more police officers, firefighters
and paramedics; to begin long-awaited repairs of city streets; to build sidewalks in key parts of the city where
people today can’t walk safely; to better maintain our existing parks; and to support residents in their fight to
beautity, clean up, and improve their neighborhoods. As the elected representatives of the city, you had to
make very difficult decisions in adopting this budget. You’ve made the clear choice to take this city to a
better, cleaner, safer, and more livable community.

Respectfully Submitted,
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BUDGET OVERVIEW

The Tucson City Charter requites that the City Manager submit a recommended budget to the Mayor and Council
on or before the first Monday in May for the following fiscal year. The Mayor and Council review the City
Manager’s recommended budget and are required by the State of Arizona to adopt a balanced budget on or before
the third Monday in August. For Fiscal Years 2005 and 2000, the recommended biennial budget was submitted to
the Mayor and Council on April 19 and adopted on June 21.

Fiscal Year 2005
$1.032 billion

Enterprise

The following overview is focused on the Fiscal Year
2005 Adopted Budget, which totals just over $1 billion.
Approximately 62% of this budget is for enterprise funds
($193 million) and other restricted funds ($444 million)
such as state and federal grants as well as voter approved

General Funds bonds and other financing. The remaining 38%, or $395
Purpose $193 million, is from general purpose funds. The total increase
Funds over Fiscal Year 2004 of $74.5 million includes $33.3
$395 million in general purpose funds. Much of the increase is
Other for a series of initiatives to invest in Tucson and reverse a

Restricted steady decline in the quality of our community resulting

Funds from years of budget reductions. These initiatives and

$444 revenues to pay for them are summarized on the next

page.

The Fiscal Year 2006 budget totals $918.5 million, a
decrease of $113.8 million. This decrease is driven by the completion of capital projects in Fiscal Year 2005
($125.5 million). The operating budget is increasing $11.7 million, which at 1.5%, is less than the increase required
to meet population growth and inflation.

Total Budget ($ millions)
FY 2004 FY 2005 FY 2006

Budget Budget Change Budget Change
General Purpose Funds $361.6 $394.9 $33.3 $409.8 $14.9
Enterprise Funds 182.9 193.3 10.4 192.5 (0.8)
Other Restricted Funds 413.3 4441 30.8 316.2  (127.9)
Total 957.8 1,032.3 74.5 918.5 (113.8)
Operating $696.1 $783.7 87.6 795.4 11.7
Capital 261.7 248.6 (13.1) 123.1  (125.5)
Total 957.8 1,032.3 74.5 9185 (113.8)

Note: Beginning in Fiscal Year 2005, the Environmental Services Department is included in the Enterprise Fund category instead
of General Purpose Funds, however, in this overview, Fiscal Year 2004 has been revised to reflect that move.



Investing in the Community

Significant Initiatives:

To hire 71 police officers and fund
support staff and related costs

To compete for and retain public safety
personnel through compensation
and benefit increases

To open two new fire stations with 35
firefighters and fund increased fire
safety inspections and other fire
support with 5 positions

To resurface 40 miles of city streets

For new sidewalks, landscaping and
street lighting

To open new Patks and Recreation
facilities with 45 positions and
increase maintenance at existing
facilities. Includes $0.4 million to
ensure equitable access to services

To improve Van Tran service

In response to development demands
and to add stormwater retention
basin management and private
improvement agreements programs

To improve groundwater protection,
expand residential refuse services,
and enhance customer setvice -
$0.6 million assistance fund added

To expand neighborhood initiatives to
deal with abandoned buildings and
provide a stronger neighborhood
service focus

To support public services through
technology investments including
continued funding of Business LINC

Total

$Millions
5.1

8.1

2.8

20.0
5.0

4.1

2.6
1.3

4.3

0.5

1.4

$ 55.2

How to Pay for Them:

Primary property tax rate increase -

2.8 cent combined tax rate increase

New or increased fees and fines:
Court fines
Fire safety inspections
Parks and Recreation fees
Development fees
Environmental Services Fee
Certificates of Participation for
resurfacing streets, sidewalks,
landscaping, and street lighting
Lease purchases and other funding

Total

$Millions
3.8

0.4
0.4
0.6
1.3
18.2

25.0
5.5

$ 55.2

A-6




This Budget Overview, which summarizes the adopted biennial budget, is organized into four sections:

Where the Money Goes — Adopted Expenditure Budget and Staffing
Where the Money Comes From — Estimated Revenues Sources
Citizen Impacts

State Set Spending Limit

* & o o

WHERE THE MONEY GOES

The City budget funds a broad range of services. Some departments are self-supporting and are included in the
Enterprise group. As a group, Enterprise departments make up 15% of the city budget. Public Safety, consisting
of Police, Fire, and Judicial departments make up 20%. The four largest departments providing other direct
services to the community (Parks and Recreation, Transportation, Community Services, and Library) use 26% of
the budget. The Capital budget for all departments makes up 24% and other departments including general
support and debt service make up the remaining 15%.

Fiscal Year 2005
Expenditures
D Eir;:z;iziisrelclude $1.032 billion i
e%ﬁvironmental Police buggfilslctszie%"/o
Services 3%, Golf Enterprise 12% Fire (Police, Fire &
1%, and Water 11% 15% 6% Judicial)

Judicial
Library 2%

2%

Community Services
8%

Parks and Recreation

4% Capital

24%
Transportation
12%
Other

General Support
PP 4%

Debt Service
6% 5%




Expenditure Changes

Expenditures ($ millions)

FY 2004 FY 2005 FY 2006
Budget Budget Change Budget Change
Public Safety
Police $118.7 $128.0 $9.3 $135.6 $7.6
Fire 47.9 56.9 9.0 62.1 52
Judicial 19.2 20.2 1.0 21.3 1.1
Public Safety Sub-Total 185.8 205.1 19.3 219.0 13.9
Enterprise Operations
Environmental Services 27.4 32.1 4.7 35.9 3.8
Golf 10.1 10.7 0.6 11.0 0.3
Water 111.3 114.6 3.3 118.6 4.0
Enterprise Sub-Total 148.8 157.4 8.6 165.5 8.1
Other Operating Departments
Transportation 91.4 121.0 29.6 96.0 (25.0)
Community Setvices 66.7 82.1 15.4 78.4 (3.7
Library 19.8 20.4 0.6 23.5 3.1
Parks and Recreation 38.5 444 5.9 46.4 2.0
General Support* 52.2 60.8 8.6 65.0 4.2
Debt Service 52.4 48.2 4.2) 57.4 9.2
Other 40.5 44.3 3.8 44.2 0.1)
Other Operating Sub-Total 361.5 421.2 59.7 410.9 (10.3)
Operating Budget Total 696.1 783.7 87.6 795.4 11.7
Capital Budget 261.7 248.6 (13.1) 123.1  (125.5)
Total $957.8 $1,032.3  $74.5 $918.5 ($113.8)

* Includes City Clerk Elections which decreases or increases $1 to $2 million depending on election year.

Changes by department or department category, from Fiscal Year 2004 to Fiscal Year 2005, are briefly noted
below. Generally, department changes are a combination of new budget initiatives and funding to ensure the
recruitment and retention of employees, including merit-based raises, market-based compensation adjustments
(2.8% for Police and Fire officers and 2% for all other personnel), coverage for health insurance and pension
increases. Many departments were increased through a transfer of budget allocations from the General Services
department with no increase to the overall budget. In addition, $2.9 million was added to the budget in response
to higher fuel prices. Because these and other general operating cost increases impact all departments, they are not
discussed for each individual department in this section. Additional information on department budgets can be
tound in Volume 11, Adopted Biennial Budget Operating Detail, Fiscal Years 2005 and 2006.

Operating Budget Changes

Police. The department's $9.3 million increase is primatily to ensute funding for a police force of 1,001 officers
by the end of Fiscal Year 2005. This includes hiring 71 officers during the fiscal year in addition to 13 support
staff in the areas of evidence, crime lab, and identification. In addition, funding is added to compete for and retain
officers through increases in compensation and benefits. Maintaining recent gains in police technology requires an
investment of $0.7 million. In Fiscal Year 2000, an additional 23 officers will be funded with nine support staff in
a continuing response to growing community demand for public safety at a cost of $2.4 million. Full-year funding
of new positions budgeted in Fiscal Year 2005 adds $1.1 million in Fiscal Year 2006.



Fire. Fire's increase of $9.0 million includes vatious efforts to improve emergency response capabilities. Partial
year funding for two new fire stations adds 35 Fire personnel at a cost of $1.3 million. As with Police, funding is
added to compete for and retain officers through increases in compensation and benefits. In addition, $1 million is
added to recruit and train new firefighters. Funding of $0.5 million has also been included to improve paramedic
and hazardous materials response and to increase fire safety inspections. Certificates of Participation of $1.7
million will be used to replace aging fire appatratus. In Fiscal Year 20006, a new ladder company with 14 personnel
and a medic company with 7 personnel will be funded at $1.2 million, fire safety inspections will continue to
expand with 4 personnel costing $0.3 million, and full year funding of the new fire stations adds $1.7 million.
Other operational costs make up the remainder of the increase from Fiscal Year 2005.

Judicial. This category includes City Court, City Attorney, and Office of the Public Defender. The $1.0 million
increase for this group is in part to support the increase in Police officers. Increased caseloads require additional
staff in all three departments.

Environmental Services. Beginning in Fiscal Year 2005, Environmental Services will become a self-funded
enterprise department. This results in accounting changes such as the transfer of $3.0 million in debt service from
the Debt Service budget. The cost of operating an aging fleet, including higher fuel costs, required the addition of
$1.5 million in the residential program. Expanding residential services and groundwater protection efforts add $1.8
million. Commercial operations require an additional $0.9 million for containers and fleet maintenance. Because of
the delay in starting the residential refuse fee, $1.7 million will be transferred to the general fund to offset the lost
revenue in Fiscal Year 2005 only. The Fiscal Year 2006 increase includes additional debt service for capital
projects and equipment acquisitions.

Golf. The $0.6 million increase to the Golf budget is primarily for personnel costs and transfers from the General
Services Department. The Fiscal Year 2006 increase is also for personnel costs.

Water. The $3.3 million increase to the Water budget includes an increase of $0.9 million for natural gas prices
and $0.5 million for Central Arizona Project water purchases. Testing and reporting mandates require the addition
of $0.4 million. Fiscal Year 20006 increases include additional CAP water purchases and debt service.

Transportation. The department's budget increase of $29.6 million is primarily due to a series of initiatives. The
largest component is the $20 million initiative to resurface streets that are in critically poor condition. An
additional $5 million will be invested in new sidewalks, landscaping, and street lighting throughout the city. Both
of these initiatives will be funded with certificates of participation in Fiscal Year 2005. Van Tran service will
continue to expand at a cost of $2.6 million. Funding for areas such as traffic safety in work zones, stormwater
quality mandates, and residential parking enforcement total $0.8 million. These increases are partially offset by
decreases in federal funds. Fiscal Year 2006 reflects a decrease of $25 million due to the completion of one-time
funding for street-resurfacing, sidewalk, landscaping, and street lighting programs in Fiscal Year 2005.

Community Services. The Community Services budget is primarily driven by federal funding opportunities.
Major increases in Fiscal Year 2005 include $11 million in HOPE VI grants and $4.2 million for Section 8. The
Fiscal Year 2006 decrease of $3.7 million reflects the completion of federally funded projects.

Library. The department's increase of $0.6 is primarily for personnel costs. The Fiscal Year 2006 increase of $3.1
million reflects an effort to increase the level and quality of service through expanded hours, replacing old furniture
and computers, purchasing new books, and opening the Quincie Douglas Library and the Midtown Library and
Learning Center. The Fiscal Year 2006 increase will require full funding of library services from the Pima County
Library District tax.

Parks and Recreation. The department's increase of $5.9 million is primarily due to the initiatives to improve
recreational opportunities to the public. Opening new and expanded facilities will require $1.6 million annually,
while maintaining existing facilities and replacing old equipment and furniture requires $2.1 million. In addition a
$0.4 million fund is included to provide equitable access to Parks and Recreation services. More than $1.1 million
will be added to open new facilities as part of the $2.0 million increase in Fiscal Year 2000.



General Support. This category includes the City Manager's Office, City Clerk, the Office of Equal Opportunity
Programs and Independent Police Review, and support services departments: Budget, Finance, Human Resources,
Information Technology, General Services, and Procurement. The major increase is the addition of $9.7 million in
Certificates of Participation for fleet replacement. Offsetting this increase is $1.3 million in general purpose fund
decreases primarily in the City Clerk’s office where the cost of elections is not required since Fiscal Year 2005 is
not an election year. Fiscal Year 2006 includes funding for an election as well as $1.75 million to upgrade the
financial software required for collecting and reporting city revenues.

Debt Service. The decrease in the Fiscal Year 2005 budget is due to postponed projects funded through the
Highway Expansion and Extension Loan Program and refinancing of outstanding general obligation bonds. Fiscal
Year 20006 increases are based on new bond sales and full year debt service on Fiscal Year 2005 financing.

Other. All remaining departments and offices are included in this category: Mayor and Council, Development
Services, Urban Planning and Design, Neighborhood Resources, Economic Development, Tucson Convention
Center, Zoning Examiner, Tucson-Mexico Trade Office, Intergovernmental Relations, Outside Agencies, and
General Expense. This category's budget increased by $3.8 million. Responding to growth in the community will
require the addition of $1.3 million for Development Services to meet current customer service demand (to be
covered by developer fees) and $0.5 million for neighborhood initiatives. The cost of lost revenue from delaying
the start of the residential refuse fee is charged to General Expense, $1.7 million. Continuing efforts in response
to community growth in Fiscal Year 2000 is offset by a $1.7 million reduction in General Expense as the one time
charge for the residential refuse fee delay will not be required in Fiscal Year 2000.

Capital Budget Changes

The capital program is driven by project schedules, resulting in a net decrease of $13.1 million in Fiscal Year 2005.
Fiscal Years 2005 and 2006 reflect the completion of substantially all voter authorized bond projects as well as
federally funded projects. These decreases are in part offset by increases in other debt financing such as

certificates of participation and non-federal grants. The Fiscal Year 2006 capital program decreases an additional
$125.5 million.

Staffing

The number of city employees in the adopted budget for Fiscal Year 2005 totals 5,897.26, an increase of 136.75
tull-time equivalent (FTE) positions from Fiscal Year 2004. The increase in positions is primarily due to the major
initiatives identified on page A-7.

Fiscal Year 2005
City Staffing
5,897.26 FTEs
Other 1)2031;;06
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General Support
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Staffing Changes

City Staffing (full-time equivalents)
FY 2004 FY 2005 FY 2006
Budget Budget Change Budget Change
Public Safety
Police 1,353.50 1,373.50  20.00 *  1,40550  32.00
Fire 572.00 612.00  40.00 637.00  25.00
Judicial 275.80 283.30 7.50 283.30 -
Public Safety Sub-Total 2,201.30 2,268.80  67.50 2,325.80  57.00
Enterprise Departments
Environmental Services 252.00 263.00  11.00 263.00 -
Golf 154.75 154.75 - 154.75 -
Water 589.00 576.00  (13.00) 570.00 (6.00)
Enterprise Sub-Total 995.75 993.75 (2.00) 987.75 (6.00)
Other Operating Departments
Transportation 393.50 398.00 4.50 398.00 -
Community Services 153.00 153.00 - 153.00 -
Library 286.75 282.75 (4.00) 305.25 2250
Parks and Recreation 633.75 669.75  36.00 694.00  24.25
General Support** 787.46 784.96 (2.50) 805.46  20.50
Other 309.00 346.25  37.25 346.25 -
Other Operating Sub-Total 2,563.46 2,63471  71.25 2,701.96  67.25
Total 5,760.51 5,897.26  136.75 6,015.51  118.25
* Seventy-one officers will be hired in Fiscal Year 2005 as the result of increased funding.
** Includes City Clerk Elections which decreases or increases 20.5 FTEs depending on election year.

The changes in positions by department or department category, from Fiscal Year 2004 to Fiscal Year 2005
Adopted Budget, are briefly noted below. For more detail, see the individual department pages in Volume II,
Adopted Biennial Budget Operating Detail, Fiscal Years 2005 and 2006.

Police. The increase in this department for both Fiscal Years 2005 and 2006 is driven by the need to increase the
number of Police officers as well as support staff. In Fiscal Year 2005, five officers will be added to the number of
adopted positions, however, the department will be able to hire 71 officers over the number of officers funded in
Fiscal Year 2004. An additional 23 officers will be added in Fiscal Year 2006. Fifteen support staff will be added in
Fiscal Year 2005 and nine in Fiscal Year 2006.

Fire. During Fiscal Year 2005, two fire stations will be opened and require 35 commissioned fire personnel. In
Fiscal Year 2000, a ladder company will be added with 14 personnel and a medic company with seven positions.
In addition, a technology position will be added in Fiscal Year 2005, and four inspectors will be added in both
Fiscal Years 2005 and 2006.

Judicial. Judicial staffing is increasing in response to the number of cases, driven in part by the increase in Police
officers. Four positions are included in City Court, 2.5 positions in Public Defender, and one position in City
Attorney.

Environmental Services. Expanding residential services will add 8 positions, including customer service staff, and
three positions will be added for environmental work at landfills.



Tucson Water. The maintenance management program will allow for the reduction of 13 staff in Fiscal Year
2005 and an additional 6 in Fiscal Year 2006.

Transportation. In support of the street resurfacing, landscaping, and sidewalk initiatives, and other street
maintenance, 13.5 positions are added in Fiscal Year 2005. This increase is offset by a net reduction of nine
positions due to the transfer of the real estate function to the General Services Department (16 FTEs) and the
addition of seven positions to expand residential parking enforcement. An additional position is included in Fiscal
Year 2006 for Traffic Engineering.

Library. Automated checkout systems will allow for the reduction of 4 positions in Fiscal Year 2005. Increases in
Fiscal Year 2006 are based on full funding of the library system by the Pima County Library District Tax. This will
fund expanded services through increased library hours and related services, 10.5 positions, and opening the new
Quincie Douglas Center Library, 10 positions, and the Midtown Library and Learning Center, 5 positions. A
reduction of 3 positions in Fiscal Year 20006 is anticipated from the continued implementation of the automated
checkout systems.

Parks and Recreation.  Opening new facilities and parks will require an additional 36 positions in Fiscal Year
2005 and 24.25 in Fiscal Year 2006. Fiscal Year 2005 additions include 21 positions for the new Adaptive
Recreation Center, 5 positions for the Udall Center Senior Expansion, 6.5 maintenance workers for new or
expanded facilities, and 3.5 positions for expanded programs. The 24.25 positions added in Fiscal Year 2006 are to
staff and maintain expansions of the El Pueblo Center and the Lincoln Park/William Clements Centet, and for the
new Quincie Douglas Center Pool.

General Support. This category includes the City Managet's Office, City Clerk, the Office of Equal Opportunity
Programs and Independent Police Review and support services departments: Budget, Finance, Human Resources,
Information Technology, General Services, and Procurement. Because Fiscal Year 2005 is not an election year,
20.5 non-permanent election FTEs are not budgeted in City Clerk, however, those same FTEs are added back in
Fiscal Year 2006. Various positions in Finance, Human Resources, and General Services were added, including the
transfer of real estate functions from Transportation.

Other. All remaining departments and offices are included in this category: Mayor and Council, Development
Services, Urban Planning and Design, Neighborhood Resources, Economic Development, Tucson Convention
Center, Zoning Examiner, Tucson-Mexico Trade Office, Intergovernmental Relations, Outside Agencies, General
Expense. In response to customer demands, 20 positions will be added to Development Services, including the
new Private Improvement Agreement and the Stormwater Retention Basin Management programs. Strategic
Initiatives will add 14.5 positions either funded with grants or special revenues. One position will be added in each
of Urban Planning and Design and Neighborhood Resources in support of existing programs.



WHERE THE MONEY COMES FROM

There are three major revenue groups in the city budget: 1) General Purpose Funds, 2) restricted Enterprise Funds,
and 3) Other Restricted Funds. This section of the overview will first discuss General Purpose Fund revenues,

followed by the Restricted Funds, including Enterprise Funds.

General Purpose Fund Revenues

General Purpose Funds include revenues that the Mayor and Council have full discretion to allocate. It is used for
basic city services, such as police and fire protection, mass transit service, and parks and recreational opportunities.
Revenues that can be used for general purposes come either from city-generated revenue or state-shared revenue.
In Fiscal Year 2005, close to half of all general purpose funds will come from the city’s 2% sales tax with an
additional 28% from state-shared revenues such as the state’s 5.6% sales tax and income taxes.
Miscellaneous City Revenues consist of local taxes and fees. The Primary Property Tax only provides 2% of the

general purpose funds budget.

Fiscal Year 2005
General Purpose Fund Revenues
$394.9 million

State-Shared Sales
Tax
11%

State-Shared Other
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25%
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Tax
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The Fiscal Year 2005 budget includes a number of revenue increases

required to pay for the new initiatives to
increase investment in the community. The major changes are summarized in the following table and discussion.

The 25% in




Revenue Changes — General Purpose Funds

General Purpose Fund Revenues ($ millions)

FY 2004 FY 2005 FY 2006
Budget Budget Change Budget Change
State-Shared Revenues:
Income Tax $43.4 $44.9 $1.5 $49.2 $4.3
Sales Tax 38.8 43.2 44 45.3 2.1
Other 23.0 24.0 1.0 25.0 1.0
State-Shared Sub-Total 105.2 112.1 6.9 119.5 7.4
City Revenues:
Sales Tax 168.2 176.6 8.4 185.4 8.8
Primary Property Tax 4.9 8.8 3.9 9.2 0.4
Other 83.3 97.4 14.1 95.7 (1.7
City Sub-Total 256.4 282.8 26.4 290.3 7.5
Total $361.6 $394.9  $33.3 $409.8 $14.9

In general, the projected revenues for both Fiscal Years 2005 and 2006 anticipate continued economic growth.
Revenues proposed to pay for the new investment initiatives were outlined on page A-7. Additional information is
available in Section E, Summary Information, in this volume.

City Revenues City-generated revenues account for 72% of the General Purpose Funds budget. The total of

General Purpose Funds
City Revenues
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$282.8 million for the Fiscal Year 2005 is an increase
of $26.4 million.

The city’s sales tax is highly dependent on the local
economy and is projected to grow 5% in Fiscal Year
2005. The adopted budget includes $176.6 million

from city sales taxes, an increase of $8.4 million.

The adopted budget for Fiscal Year 2005 also includes
an increase in the primary property tax to the
maximum of $8.8 million. This increase will bring in
$3.8 million with an additional $0.1 million due to
higher property values.

The remaining $14.1 million increase is primarily the result of reduced contributions of approximately $16 million
to the Environmental Services funds, increased revenues from other taxes and fees due economic growth, and
increased charges for services. User charges will increase $2.7 million, including $1.3 million for Development
Service programs, $0.4 million for fire safety inspections, $0.4 million from City Court fines, and $0.6 million from
Parks and Recreation fees. The increase in Parks and Recreation fees maintains an approximate 13% coverage for
operations compared to a national average of about 30%. These increases are offset by reductions in carryforward

and other uses of fund balances.




State-Shared Revenues. Annually, the State of Arizona distributes a portion of its revenue receipts to cities and
counties. The state-shared revenues that are used by

General Purpose Funds the city for general purposes are state income tax, state
State-Shared Revenues sales tax, state auto lieu tax, and lottety proceeds. For
Fiscal Year 2005, state-shared revenues are projected

5 45 P at $112.1 million, an increase of $6.9 million.

$ millions

State income tax distributions for Fiscal Year 2005 are
based on collections in 2003, which did not benefit
from a significant recovery, increased approximately
2%. In addition, the distribution formula was adjusted
to 15% from 14.8%, resulting in a $0.6 million
increase. Fiscal Year 2006 income tax distributions are

State Income Tax State Sales Tax State Other

EFY 2004 OFY 2005 BFY 2006

projected to grow $4.3 million.

State sales taxes on the other hand will be based on Fiscal Year 2005 collections, which the state has projected to
be 11% higher than adopted in Fiscal Year 2004, an increase of $4.4 million. This is a combination of higher
collections in Fiscal Year 2004 than projected in the adopted budget of $1.2 million and an additional $3.2 million
based on 8% economic growth rate. Fiscal Year 2006 distributions are expected to increase 5%. The auto lieu tax
is projected to grow 4% or $1.1 million, with an additional 4% anticipated for Fiscal Year 2006. Distributions
from the State lottery are down slightly.

Restricted Fund Revenues

Restricted fund revenues are fairly evenly divided between (1) grants and shared revenues and contributions from
other state and local governments; (2) self supporting enterprise funds; and (3) city revenues that are collected for a
specific purpose, certificates of participation and other debt financing, and reserves set aside for a particular
requirement.

Fiscal Year 2005
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Highway User Secondary Property
Revenues Tax
10% 3% ical .
Other Grants Capita Plrog/ects Fund
7% %
Debt Financing
Federal Funding 11%
20%
Other
4%

Enterprise Funds
30%




In Fiscal Year 2005, the restricted funds revenues total $637.4 million, a $41.2 million increase over Fiscal Year
2004. Fiscal Year 2006 funding will decrease $128.7 million as programs and projects funded from these restricted
sources are completed. As grants and other funds become available in the future, they will be added to the budget,
however, until those funds are awarded, they are not reflected in the Fiscal Year 2005 or Fiscal Year 2006 budgets.

Revenue Changes — Restricted Funds Budget

Grants and Shared Revenues:
Federal Funding
Highway User Revenues*
Other Grants
Grants and Shared Revenues
Sub-Total
Restricted City Revenues:
Secondary Property Tax
Capital Projects Fund
Debt Financing**
Other
Restricted City Sub-Total
Enterprise Funds
Environmental Services
Golf
Water
Enterprise Funds Sub-Total

Total Restricted

Restricted Fund Revenues ($ millions)

FY 2004 FY 2005 FY 2006
Budget Budget Change Budget Change
$143.5 $1294  ($14.1) $104.5  ($24.9)

58.0 64.7 6.7 61.3 (3.4
44.0 44.3 0.3 50.9 6.6
245.5 238.4 (7.1) 216.7 (21.7)
23.1 21.3 (1.8) 23.1 1.8
101.9 93.0 (8.9) 37.4 (55.0)

23.7 70.2 46.5 19.3 (50.9)
19.1 21.2 2.1 19.7 (1.5)
167.8 205.7 37.9 99.5  (106.2)
38.6 41.9 33 38.7 (3.2)
12.1 14.1 2.0 11.0 (3.1
132.2 137.3 5.1 142.8 5.5
182.9 193.3 10.4 192.5 (0.8)
$596.2 $637.4 $41.2 $508.7 ($128.7)

* Includes interest earnings, carryforward and other Highway User Revenue fund balances.
** Includes certificates of participation and other financing.

Following are brief explanations of the revenue differences between the Fiscal Year 2005 Adopted Budget and the
Fiscal Year 2004 Adopted Budget. For more detail, see Section E.

Grants and Shared Revenues Revenues from grants and shared revenues, which include highway user revenues

Restricted Funds
Grants and Shared Revenues
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Other Grants

and other local contributions such as the Pima
County Library District Tax, total $238.4 million in
Fiscal Year 2005, a decrease of $7.1 million from
Fiscal Year 2004. Federal grants will dectease a total
of $14.1 million as federally funded programs and
projects are completed. This decrease is partially
offset by a $7 million increase in Highway User
Revenues and other state and local grants and
contributions. Local grants include the Pima County
Library District Tax, which if approved would be
increased to fully fund the Library system in Fiscal
Year 2006. Federal and other grants will decrease in
Fiscal Year 2006 as one-time programs and projects
are completed.



City Revenues This group includes the Secondary Property Tax, Capital Projects Fund (Bonds), and other
restricted soutrces such as TEAM, reserves, certificates

Restricted Funds

; of participation, and other debt financing. The

City Revenues secondary property tax is driven by both the sale of

" 102 o3 01 new general obligation bonds, refinancing of existing

g bonds, and interest rates. The $1.8 million decrease in

E 5 a1 23 37 43 39 Fiscal Year 2005 is due to refinancing and transfer of
&

debt service related to environmental bonds to
Environmental Services. The Fiscal Year 2006 increase

Secondary Capitg_l Projects Debt of the same amount is due to the sale of the remaining
Property Tax Fund Financing/Other voter approved bonds. As the voter approved bond
‘IFY 2004 OFY 2005 MEY 2006 ‘ programs are completed, the Capital Projects Fund will

decrease $8.9 million in Fiscal Year 2005 and an

additional $55.6 million in Fiscal Year 2006. The use of certificates of participation and other financing will
increase $46.5 million in Fiscal Year 2005 to fund resurfacing of streets, installation of sidewalks and landscaping,
upgrading the communications infrastructure, and purchase of fire apparatus, vehicles and other equipment. Fiscal
Year 2006 needs decrease $50.9 million as projects and acquisitions are completed. Use of reserves decrease in
both Fiscal Years 2005 and 2006.

Enterprise Revenues This group includes both operating revenues and certificates of participation or other
financing, but excludes bond funds. Funding for the

Restricted Funds three enterprise departments will increase a total of
Enterrpise Revenues $10.4 million in Fiscal Year 2005, with a $0.8 million
200 decline in Fiscal Year 2006.
132 137 143

g 150
= 100 " The Environmental Services fund is included in this
ﬁ 50 39 3 12 14 11 group for the first time in Fiscal Year 2005; however,
0 Fiscal Year 2004 has been revised to reflect the move
Environmental Golf Water from General Purpose Fu.nds. The Fiscal Yeaxi' 2005
Services budget includes a residential environmental service fee

of $12 on top of the existing $2 Tucson Clean Program

EFY 2004 OFY 2005 WFY 2006 . . .
fee. This new revenue will replace approximately $16

million of General Purpose Fund Revenues that
subsidized residential services and long-term landfill costs. The increase over Fiscal Year 2004 is primarily for one-
time projects funded with certificates of participation or other financing. The decrease in Fiscal Year 2006 is due
to the completion of these projects.

Fiscal Year 2005 Golf funding includes one-time contributions of $3 million, which is driving the increase in Fiscal
Year 2005 and subsequent decrease in Fiscal Year 2006.

Water Revenues are projected to grow $4.6 million from operations, with an additional $0.5 million from non-
operating sources. Moderate rate increases are proposed for both Fiscal Years 2005 and 2006 to cover operating
and debt service costs.



CITIZEN IMPACTS

Changes to the City's “Bill for Services”

The cost impact to the typical homeowner from the adopted Fiscal Year 2005 budget will be approximately $12.34
per month.

City “Bill for Services” for the Typical Homeowner!

FY 2004 FY 2005 Increase

City Property Taxes! $115.69 $118.47 $ 2.78
City Sales Tax? 349.80 349.80 -0-
Brush and Bulky Fee 24.00 24.00 -0-
Residential Refuse Fee -0- 144.00 144.00
Tucson Water? 216.84 218.18 1.34
Annual Total $ 706.33 $ 854.45 $ 148.12

Per Month  $ 58.86 $ 71.20 $ 1234

Typical Homeowner Definition: Owner-occupied residence,
within the Tucson Unified School District, with an assessed
value of $100,000.

2Assumes an average income of $36,000 with approximately

53% of net income (after federal and state income taxes)
spent on taxable purchases based on U.S. Department of
Labor Consumer Expenditure Survey.

3The water bill figures assume a single-family residence with 12
Ccf usage per month.

City Property Taxes. The city imposes two taxes on the assessed value of property within the city limits: (1) a
primary property tax for general purposes and (2) a secondary property tax to pay off general obligation bond debt.

City of Tucson Property Tax Comparisons

Actual Estimated
FY 2004 FY 2005 Changes

Rate Changes

Primary $0.2089 $ 0.3531 $0.1442
Secondary 0.9480 0.8316 -0.1164
Total  §1.1569 $1.1847  $0.0278
Tax Bill Changes*

Primary Property Tax $ 20.89 $ 3531 $ 14.42
Secondary Property Tax 94.80 83.16 -11.64
Total $115.69 $ 118.47 $ 278

% Change 2.4%

*Owner-occupied home with an assessed valuation of $100,000.




The total property tax rate for the Fiscal Year 2005 Adopted Budget is $1.1847 per $100 of assessed valuation
or an increase of $0.0278. Although the primary property tax rate is proposed to increase $0.1442, the
secondaty rate will decrease $0.1164. For a house with a $100,000 assessed valuation, the combined tax would
increase $2.78 for the year.

City Sales Tax. The Tucson City Charter authorizes a sales tax on many business transactions within the city.
However, certain transactions, such as food purchased for home consumption, rent collected on residential units,
and advertising, are exempted from the city sales tax. City sales tax collections can be used for any general purpose.
No change to the current city sales tax rate of 2% is adopted in the budget for Fiscal Year 2005.

Charges for Services. There are several charges for services that are increased for Fiscal Year 2005. However, not
all of them directly impact the general public; e.g., court fines and development fee increases. Proposed parks fee
increases impact only citizens who use the Parks and Rectreation Department's programs and setvices.

The charges for service that affect the majority of Tucson residents are briefly discussed below.

Residential Refuse Fee: A $12 per month charge will be assessed against all residential households to recover
the cost to collect and landfill refuse. The new fee will appear on the Tucson Water bill of residential
households. It is projected that this fee will bring in $18.2 million in new revenues for Fiscal Year 2005 (based
on 11 months). A portion of these revenues will be used to build a reserve to be used for future landfill
improvements and closure requited by federal and state regulations.

Water Rates: Tucson Water's Financial Plan for Fiscal Year 2005 includes a moderate rate increase of 1.5%.

STATE SET SPENDING LIMIT

Tucson, like all Arizona cities, is subject to a spending limit imposed by the state constitution. For revenues that
are subject to the limitation, the Mayor and Council’s adopted budget cannot exceed the expenditure limitation
regardless of how much money may be available. Excluded from the limitation are funding sources such as bond
proceeds and related debt service, interest earnings, and federal grants.

Each year the spending limit is set by the state’s

State-Set Expenditure Limit for the City of Tucson Economic Estimates Commission (EEC), which
($ millions) takes into consideration annual population
growth and inflation. Cities are allowed to
FY 2004  EY 2005 override the EEC spending limit only with prior
- approval of the voters. In 1987, the voters of
Budgeted E.xpendltures $958 $1,032 Tucson authorized an override of $46.9 million
Less Exclusions (343) (506) for public safety, recreation, and transportation
Subject to Spending Limit $ 515 526 services. With this override, the city has been

able to stay under the state-set spending limit.

EEC Official Limit $ 516 $ 527
For Fiscal Year 2005, the adopted budget will be
E.nd.er/ (Over) Official $ 1 $1 under the state’s official spending limit by $1
imit

million.




FUTURE TRENDS

The city has made a concerted effort in preparing the Fiscal Years 2005 and 2006 Biennial Budget to identify
community trends and opportunities for the future. The City Manager’s letter to the Mayor and Council briefly
discusses some of those trends and related initiatives and funding solutions that begin to address the more critical
needs of the community (pages A-1 to A-4). These initiatives and revenue solutions are highlighted on page A-6.
The City Strategic Plan and the Livable Tucson Goals presented on pages B-1 through B-6 of the budget provided
a basis for developing the initiatives funded in the budget. In addition, the City of Tucson Citizen Finance and
Service Review Committee recommended a number of revenue enhancements, most of which were approved by
the Mayor and Council to fund these initiatives over the next two years. These efforts have placed the city in a
much stronger position to provide base services to the community over the next five years. However, there are
still many needs that are not funded over the long run.

As part of the strategic approach to developing the biennial budget, City staff identified five trends that have
brought Tucson to a crossroads or a choice in the direction the community takes into the future. These were
presented to the Mayor and Council during the process to identify priorities for the budget. The disparity between
the wealthier urban fringe outside the city and an inner city facing high social and economic stresses are a Tale of
Two Cities. Historical growth patterns with low densities and high service costs create a Sidewalk to Nowhere
and deteriorate the natural desert environment. Failure to create opportunities and an attractive quality of life
result in a Low Wage Town. Because the qualities of Tucson have not always been preserved or improved upon
the community is looking at Going, Gone Tucson. Short-term policies and an attitude of isolation are making
Tucson a Desert Island. Many of the issues associated with these trends have a direct impact on the budget.

The city has fallen behind in providing the required infrastructure and services for the community. These
requirements have been identified through the five-year capital improvement program process and the five-year
projection of expenditures and revenues. The following graph and discussion summarizes the most significant
areas.

Future Unfunded Capital and Operating 5-Year Needs
($ millions)

$0 $200 $400 $600 $800  $1,000
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Transportation - The adopted biennial budget funds 10% to 15% of the backlog of resurfacing major city streets,
however, funding has not been secured to sustain this level of effort into the future. This is part of almost $3
billion in total transportation capital improvements required in the future, including $900 million in the next five
years.

Public Safety — The ability to provide Police and Fire protection has not kept up with our growing community.
The biennial budget begins the process of moving these services toward national standards by funding close to 100
police officers over two years and opening two new fire stations. However, an additional $200 million that has not
been funded is needed to continue this process.

Parks and Recreation — An estimated $150 million is needed to improve our system of parks and recreation centers
on top of $4 million in Fiscal Year 2005 and an additional $2 million for Fiscal Year 2006 funded in the biennial
budget.

Public Buildings - Maintenance of public buildings and other facilities have also been deferred over the years and
new facilities have not been built to keep up with demand. Deferred maintenance requirements total $40 million
over five years with capital requirements of $100 million.

Other Infrastructure — Approximately $90 million is needed for emergency communications and other capital
requirements.

The city is looking at options to fund a part of the community needs summarized above. Some capital
requirements may be funded through a future bond authorization currently planned for a Spring of 2005 election.
Due to limitations on property taxes, only $80 million could be funded from General Obligation Bonds for public
safety, parks and recreational facilities, and other infrastructure needs. The City Charter caps the combined
property tax rate at $1.75, which limits the secondary property tax that is used to repay General Obligation Bonds.
The city is looking at options to adjust this limit; however, any changes will require voter approval. Although the
State of Arizona also sets limits on bond financing, it is the property tax cap that creates the more immediate

funding problem.

The limitation on General Obligation bonds has been alleviated somewhat by the Mayor and Council’s approval to
make the Environmental Services Department an enterprise fund. The city was faced with using a large part of the
$80 million bond capacity on environmental issues related to the city’s landfills. Because future landfill
requirements will be funded through Environmental Services fees and revenue bonds, the full $80 million will be
available for the city’s other needs.

Another strategy under review by the Mayor and Council to help pay for improvements associated with future
development are impact fees. Impact fees have many restrictions that make it difficult to quantify the benefit to
the needs discussed above. However, they will certainly provide funding for future growth that is inevitable.

While the city is making progress in identifying the means of funding the city’s growing demand for services, there
is a legal limit established by the State of Arizona Constitution on city expenditures. Because of this State-set
expenditure limitation, even if the city were to successfully raise all the required revenues, it would not be able to
expend those revenues. We have neatly reached that limit in the adopted biennial budget and it can only be raised
by a vote of the people during a general election. The earliest the city could do this is November of 2005 with the
increase to the limit, if approved, effective for the 2007 fiscal year. This limitation is discussed further on page C-1
in this volume.

Finally, it is very apparent that many of the problems the city faces are regional problems and must be addressed
through regional solutions. This budget envisions that the regional library system be fully funded with a regional
tax that is already in place through the Pima County Library District Tax. But this is only a start. Transportation
improvements could be better financed through the recently established regional transportation authority. Other
services provided by the city must be evaluated for regional opportunities. Failure to take a regional approach to
growth in the Tucson Metropolitan Area has led to fragmented government and services, higher taxes, and lost
state revenues. Cooperation, consolidation, annexation, and regional government are key to meeting the needs of
the broader community in the future.
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CITY STRATEGIC PLAN

The City of Tucson continues to move forward in its effort to become a more strategic, results-oriented
organization. The process began in the mid-1990s with the introduction of performance measurement and the
Livable Tucson program, and continues in Fiscal Years 2005 and 2006 with a focus on the City Strategic Plan.

To be more efficient and effective in delivering quality services to residents, the City of Tucson follows a four-
step strategic approach:

* Use Mayor and Council strategic priotities to guide City of Tucson priorities,

* Align the city organization to effectively carry out these priorities,

* Fund programs and projects which further these priorities, and

* Measure the results of our work and use the information to improve services.

Performance Measurement: The Journey Begins

In the mid-1990s, the city began measuring its performance by developing numerous “Recurring Performance
Measures” for each division of the organization. These measures were reported on a quarterly basis and were
included in the annual budget document. In the late 1990s, the city’s performance measurement effort was
refined by distinguishing between outputs and outcomes, and reducing the number of measures by identifying
only the most important, or key, measures of performance.

The Livable Tucson Program

In October 1996, the Mayor and Council adopted the Strategic Approach for Budget Development and
Planning, a process for allocating resources based on community-identified values and priorities. To identify
initial community priorities, the Livable Tucson Vision Program was initiated with public forums conducted
during the spring and summer of 1997. Over 1,200 community members, business people, and city employees
participated.

As a result of the community process, 17 community goals were identified. The goals are presented on the
following pages.

A Results-Oriented Organization: The Ultimate Goal

Performance measurement and the Livable Tucson program were starting points for the City of Tucson in
adopting a more results-oriented, strategic approach to providing services to residents. While the City Strategic
Plan has allowed the city to move forward, additional steps still need to be taken.

To better equip the organization to effectively carry out priorities, departments and offices are aligned into four
service areas:

* Support Services

* Neighborhood Services

* Environment and Development

* Strategic Initiatives

These groupings facilitate departments and offices working in partnership to achieve city priorities. The
alignment also allows the organization to function with a more meaningful performance measurement system,
one that connects across departments, and helps measure results at all levels of the organization — from
divisions down to employees.
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City Strategic Plan (Continued)

In a properly aligned organization, all efforts lead upward towards Mayor and Council priorities and community values
and interests.

Citizen Survey

Livable Tucson provided an initial foundation for community values and interests. However, our community is ever
changing and additional sources of data are needed to ensure that our priorities are reflective of the community. One
source of community data came from a citizen survey the City of Tucson conducted during 2001 in partnership with
the International City/County Management Association (ICMA). In 2004, the city engaged in its second citizen
survey utilizing a similar survey instrument. Gathering feedback from a broad section of Tucson residents on a
routine basis is an important tool to gauge community perceptions of our city. Results from the sutvey are being used
by the city council and the city organization to assess current practices and help set future priorities.

Focus Areas and the Strategic Planning Process

In December 2001, the Mayor and Council adopted six focus areas to guide improvements and development efforts
within the strategic planning process. Focus areas allow government units to concentrate management initiatives,
projects, and strategies, direct training of employees, and use resources effectively. The six focus areas of
Transportation, Downtown, Growth, Neighborhoods, Economic Development, and Good Government and their
relationship to the Livable Tucson Goals are shown in the following table:

CORRESPONDENCE BETWEEN LIVABLE TUCSON GOALS AND FOCUS AREAS

Six Focus Areas ‘

U,
g T oz
ER £,8 8
LIVABLE TUCSON GOALS & 2 g 1.2 & 2
o, g < 2 & = Q
17} c 4 <= e = o
= a Q Z HAa o
1. Better Alternatives to Automobile Transportation X
gaged Co d Respo e Gove e
3. Safe Neighborhoods X X
4 : e €S and O
5. Excellent Public Education X
and Reinve g O ba pra
7. Abundant Urban Green Space and Recreation Areas X X
3 otected al Dese O
9. Better Paying Jobs X
0 ean Air and Q E
11. People-Oriented Neighborhoods X X X
Respected oric and al Resource
13. Quality Job Training X
4. Reduced Poverty and eater Hq of Oppo
15. Strong Local Businesses X X
C c O a al Reso C
17. Successful Downtown X X X X X
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City Strategic Plan (Continued)

The Adopted 2003 Strategic Plan has been an effective tool for the city, documenting council priorities and setting
direction for staff. The City of Tucson’s Strategic Plan designated six long-term areas of focus, set forth strategies to
improve results in each of those areas, and identified projects that are important for making progress towards those
goals. As we look back at the original City Strategic Plan, adopted by the Mayor and Council in the spring of 2002,
significant progress has been achieved. The Year End Review for Fiscal Year 2003 can be found at
http:/ /www.cityoftucson.org/hottopics/csp.html and the Year End Review for Fiscal Year 2004 will be available in
the fall of 2004.

In February and March of 2004, the Mayor and Council held two retreats to revisit the city’s priorities. At that time
the elected body suggested many new projects and other priorities were identified during the budget discussions.
Using this information, the 2003 Strategic Plan will be revisited and updated to accurately reflect priorities for the
coming years.

Within each focus area, the Mayor and Council will adopt a set of strategies and critical priority projects. Taken
collectively, the focus atea projects set the workplan for the organization. Mayor and Council are expected to adopt
the new strategic plan in the fall of 2004. As done in Fiscal Years 2003 and 2004, city staff will report periodically on
project progress and accomplishments.

The City Strategic Plan directs the city’s limited resources so that they further the Mayor and Council’s policy
directions and have practical results in the short-term, as well as significant, long-term impact on the community. The
City Strategic Plan can be found on the city’s Web (www.cityoftucson.org), in the City Government Section.
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2003 CITY STRATEGIC PLAN FOCUS
AREAS AND STRATEGIES

Transportation

1.

Seck and obtain resources necessary to improve the transportation system.

2. Provide leadership within the region to address transportation system needs.

3. Develop some alternative land use patterns to promote a more effective transportation system.

4.  Deploy Community Character and Design policies in transportation projects.

Downtown

1. Aggressively manage downtown’s redevelopment through partnering efforts with public and private
organizations and individuals active in the downtown.

2. Provide a highly "amenitized" urban center focused on the proposed entertainment expetience area on
Congress Street from Church Street to 4th Avenue, linked with the Tucson Convention Center and its
proposed adjoining Civic Plaza.

3. Leverage private leadership and investment in downtown through targeted public investment.

Growth

Overarching Strategy: Elevate long range comprehensive planning to the highest level priority for the City of

Tucson.

1. Ensure the balanced growth of the community.

2. Build effective relationships with regional partners.

3. Implement the General Plan’s cost of development strategy.

4. Improve service delivery to address the demands of a growing community.

Neighborhoods

1. The Human Environment - Maintain and strengthen human connections within neighborhoods,
encourage inclusive participation, foster safety, strengthen neighborhood leadership, and encourage a
greater sense of community stewardship.

2. 'The Built Environment - Invest public funding and encourage ptivate investment and public/private
partnerships in Tucson’s neighborhoods and enhance their appearance and livability.

3. The Natural Environment - Respect and preserve our natural environment.

Economic Development

Overarching Strategy: Recognize that every public policy decision has an economic component. Investment
in public infrastructure and services, transportation, downtown, neighborhoods, and how we plan for and
manage growth are key components of a healthy economy.

Foster a strong, diversified economy by creating, attracting, and retaining businesses that provide
knowledge-based, high-quality employment opportunities.

Support the development of a prepared and successful workforce.

Improve community infrastructure to support and encourage economic expansion and opportunity in a
global marketplace.

Good Government

Improved Customer Service - Position the city to provide the highest level of customer setrvice to city
residents and the community at large.

Prepared Workforce - Enable and support the development of a prepared and successful employee
workforce that is alighed with organizational priorities.

Fiscal Responsibility - Optimize and streamline organizational processes to ensure quality services and
fiscal responsibility.

Expanded Use of Technology - Capitalize on technology to improve service and increase efficiency,
ensure public and employee safety, exercise appropriate environmental stewardship, and provide greater
information access.

Strengthen Partnerships - Build a strategic network of partnerships that aim at bettering community life,
eliminating redundant services, and stretching the value of the taxpayer’s dollar.
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LIVABLE TUCSON GOALS

Following are the 17 Livable Tucson Goals as identified and prioritized during the Livable Tucson Vision Program.

Better Alternatives to Automobile Transportation

Definition: An improved public transportation system; bicycle- and pedestrian-friendly
streets; improved roadways with landscaping, street lighting, sidewalks, and bus stops; the
promotion of alternatives to automobile transportation.

Engaged Community and Responsive Government
Definition: Involvement by citizens in volunteering and neighborhood participation;
government responsiveness to citizen input; connection between government and the

people.

‘ Safe Neighborhoods
\ Definition: People feel safe in their neighborhoods; positive perceptions about crime-levels
and policing.

Caring, Healthy Families and Youth
Definition: Opportunities, services, and conditions that support families and youth.

Excellent Public Education
Definition: Quality education at all levels; availability of vocational, lifeskills, cultural, and
civic training.

Infill and Reinvestment, Not Urban Sprawl
Definition: Well-planned growth; management of urban sprawl; development in the city’s
core, rather than the periphery.

| Abundant Urban Green Space and Recreation Areas

Definition: Recreation and green space within the city including neighborhood and regional
parks; common space and community gardens; bicycle and pedestrian paths; trees and
urban landscaping.

lll Protected Natural Desert Environment
Definition: Protection of the Sonoran Desert eco-system and protection of washes,

;M hillsides, open space, and wildlife.
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Livable Tucson
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Goals (Continued)

Better Paying Jobs
Definition: More jobs with good wages; job quality and diversity; an improved standard of living.

Clean Air and Quality Water
Definition: Reduced air pollution; provision of clean, potable water.

People-Oriented Neighborhoods
Definition: Design of new neighborhoods and investment in old neighborhoods that promotes a

] mix of commercial and residential uses; neighborhoods with a pedestrian focus, landscaping, and

interaction among residents.

Respected Historic and Cultural Resources
Definition: Preservation and celebration of local landmarks,
archeological treasures, open spaces, cultures, and traditions.

buildings, neighborhoods,

Quality Job Training
Definition: Education, training, and skill development that will lead to high quality, living wage
jobs.

Reduced Poverty and Greater Equality of Opportunity
Definition: The fair distribution of resources, creating opportunities to overcome poverty and
social and economic inequalities.

Strong Local Businesses
Definition: Support for the local economy, particularly small locally owned businesses.

Efficient Use of Natural Resources
Definition: Conservation of natural resources and use of sustainable energy sources.

Successful Downtown
Definition: Promotion and development of the cultural and commercial aspects of the city center.
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LEGAL REQUIREMENTS

The city’s budget is subject to requirements set by the
State of Arizona's Constitution and statutes, and the
Tucson City Charter.

LEGAL REQUIREMENTS IMPOSED BY THE
STATE

State Spending Limitation

Tucson, like all cities in the State of Arizona, is subject
to numerous budgetary and related legal requirements.
Article IX, Section 20(1) of the Arizona Constitution
sets out limits on the city's legal budget capacity. In
general, the Mayor and Council cannot authorize
expenditures of local revenues in excess of the
expenditure limitation determined annually by the
State of Arizona's Economic Estimates Commission
(EEC). This limitation is based on the city's actual
expenditures incurred during Fiscal Year 1980,
adjusted to reflect subsequent inflation and population
growth. Not subject to this limit are items such as
bond proceeds, related debt service, interest earnings,
certain highway user revenue funds, federal funds,
monies received pursuant to intergovernmental
agreements, and state grants which are to be used for
specific purposes. Each year the EEC recalculates
expenditure limitations for population growth and
inflation, using the federal Gross Domestic Product
(GDP) index to account for inflationary increases.

On November 3, 1987, in accordance with state
statutes, the voters of Tucson passed a $46.9 million
increase in the expenditure base used to calculate the
city's expenditure limitation. The effect is a permanent
increase in the city's expenditure limitation, which the
city has used for purposes of improved police,
recreational, water, transportation, and fire protection
services.

Property Tax Levy Limitation

The Arizona Constitution and Arizona Revised
Statutes (ARS) specify a property tax levy limitation
system. This system consists of two levies, a limited
levy known as the primary property tax levy and an
unlimited levy referred to as the secondary property
tax levy. The primary levy may be imposed for all
purposes, while the secondary levy may only be used
to retire the principal and interest or redemption
charges on general obligation bonded indebtedness.

C-1

Primary Property Tax Levy: There is a strict limitation on
how much the city can levy as a primary property tax.
This primary property tax levy is limited to an increase
of 2% over the previous yeat's maximum allowable
primary levy, plus an increased dollar amount due to a
net gain in property not taxed the previous year (ARS
§42-17051). Even if the city does not adopt the
maximum allowable levy from year to year, the 2%
allowable increase will be based on the prior yeat's
"maximum allowable levy.” The "net new property"
factor is included in the calculation to take into
account all new construction and any additional
property added to a community due to annexations.
The 2% increase applies to all taxable property.

Secondary Property Tax Levy: The secondary property tax
allows the city to levy a property tax for the purpose
of retiring the principal and paying interest on general
obligation bonds. This levy is referred to as the
"unlimited" levy because this property tax may be
levied in an amount to make necessary interest
payments on, and for the retirement of, general
obligation bonds issued by the city.

Not only is the dollar amount of the secondary
property tax levy "unlimited," the actual full cash value
of property that is used in determining the tax rate will
be increased by changes in matket value without a cap
(Article IX, Section 18 and 19, Arizona Constitution).
Unlike the primary tax system which uses a controlled
assessment system to determine the tax rate, state laws
allow the city to levy the amount of secondary
property tax necessary to pay off its general obligation
bonds.

Budget Adoption

State law (ARS §42-17101) requires that on or before
the third Monday in July of each fiscal year, the Mayor
and Council must adopt a tentative budget. Once this
tentative budget has been adopted, the expenditures
may not be increased upon final adoption. In effect,
with the adoption of the tentative budget, the council
has set its maximum "limits" for expenditure, but
these limits may be reduced upon final adoption.

Once the tentative budget has been adopted, it must
be published once a week for at least two consecutive
weeks. The tentative budget must be fully itemized in
accordance with forms supplied by the auditor general
and included in the council meeting minutes.



State law (ARS §42-17104, §42-17105) specifies that
seven or more days prior to the date the property tax
levy is adopted, the city or town council must adopt
the final budget for the fiscal year by roll call vote at a
special meeting called for that purpose. State law
requires adoption of the tax levy on or before the third
Monday in August. The adopted budget then becomes
the amount proposed for expenditure in the upcoming
fiscal year and shall not exceed the total amount
proposed for expenditure in the published estimates
(ARS §42-17106). Once adopted, no expenditures
shall be made for a purpose not included in the budget
and no expenditures shall be made in excess of the
amounts specified for each purpose in the budget,
except as provided by law. This restriction applies
whether or not the city has at any time received, or has
on hand, funds or revenue in excess of those required
to meet expenditures incurred under the budget.
Federal and bond funds are not subject to this
requirement.

Adoption Of Tax Levy

State law (ARS §42-17107) governing truth in taxation
notice and hearing requires that on or before July 1st,
the county assessor shall transmit to the city an
estimate of the total net assessed valuation of the city,
including an estimate of new property that has been
added to the tax roll since the previous levy of
property taxes in the city. If the proposed primary
property tax levy, excluding amounts that ate
attributable to new construction, is greater than the
amount levied by the city in the preceding year, the
governing body shall publish a notice of tax increase.
The truth in taxation hearing must be held prior to the
adoption of the property tax levy.

The tax levy for the city must be adopted on ot before
the third Monday in August (ARS §42-17151). The tax
levy must be specified in an ordinance adopted by the
Mayor and Council. The levy is for both the primary
and secondary tax.

Budget Revisions

ARS §42-17106 requires that no expenditures be made
for a purpose not included in the adopted budget in
any fiscal year in excess of the amount specified for
each purpose in the budget. The City of Tucson in its
Budget Adoption  Resolution  defines
“purpose” as a series of departments and offices
organized into the following six program categories:

annual
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1) Elected and Official

2) Neighborhood Services

3) Environment and Development
4) Strategic Initiatives

5) Support Services

6) Non-Departmental

The departments within a given program category are
held accountable for their budget. Each department
and the Budget and Research Department continuously
monitor expenditures. If budget changes are needed,
city departments prepate budget change requests that
identify the areas to be incteased and decreased. The
Director of Budget and Research approves these
budget change requests; under special circumstances
the City Manager or his designee also approves the
change requests. If there are major policy or program
implications associated with a change, the City
Manager may submit it to the Mayor and Council for
approval. Once approved, the revised appropriation is
entered into the city’s financial management system.

ARS §42-17106 permits the Mayor and Council, on
the affirmation of a majority of the members at a duly
noticed public meeting, to authorize the transfer of
funds between program categories if the funds are
available so long as the transfer does not violate the
state set spending limitations.

LEGAL REQUIREMENTS IMPOSED BY THE
CITY CHARTER

Legal requirements of the Tucson City Charter related
to limiting property taxes and scheduling of budget
adoption—are more restrictive than state law.

Property Tax Levy Limitation

Chapter IV, Section 2 of the Tucson Charter sets an
upper property tax limit of $1.75 per $100 assessed
value. Therefore, state laws notwithstanding, the city
cannot levy a combined primary and secondary
property tax that exceeds $1.75.

Fiscal Year

The fiscal year of the city begins the first day of July of
each year. (Tucson City Charter, Chapter XIII, Section
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Submission of the Recommended Budget

The City Charter requires that the City Manager
prepare a written estimate of the funds required to
conduct the business and affairs of the city for the
fiscal year. This estimate, which 1is the
recommended budget, is due on or before the first
Monday in May of each year, or on such date in each
year as shall be fixed by the Mayor and Council
(Tucson City Charter, Chapter XIII, Section 3)

next

Budget Approval

On or before the first Monday in June of each year, or
on such date in each year as shall be fixed by the
Mayor and Council, the City Manager is required to
submit to the Mayor and Council an estimate of the
probable expenditures for the coming fiscal year,
stating the amount in detail required to meet all
expenditures necessaty for city purposes, including
interest and sinking funds, and outstanding
indebtedness. Also required is an estimate of the
amount of income expected from all sources and the
probable amount required to be raised by taxation to
cover expenditures, interest, and sinking funds.
(Tucson City Charter, Chapter XVIII, Section 4)

Budget Publication and Hearings

The budget has to be prepared in detail sufficient to
show the aggregate sum and the specific items allowed
for each and every purpose. The budget and a notice
that the Mayor and Council will meet for the purpose
of making tax levies must be published in the official
newspaper of the city once a week for at least two
consecutive weeks following the tentative adoption of
such budget. (Tucson City Charter, Chapter XVIII,
Section 5)

Adoption of the Budget and Tax Levy

Under Chapter XIII, Section 13 of the City Charter,
any unexpended funds held at the conclusion of the
fiscal year, other than funds needed to pay bond
indebtedness, are no longer available for expenditure
and must be credited against amounts to be raised by
taxation in the succeeding fiscal year. If a budget is
adopted after the beginning of the fiscal year, Chapter
XIII, Section 13 may bar the expenditure of any
money until a budget is in place. The implications of
Chapter XIII, Section 13 are two fold. First, any non-
bond related expenditure authority terminates on June
30. Second, since the clear implication of this section
is that an adopted budget is necessary to provide
expenditure authority, if a budget is not in place on
July 1 the city cannot expend funds. To avoid any
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possible implications of not having a budget in place
before the beginning of the fiscal year, it is advised
that the Mayor and Council adopt a final budget on or
before June 30.

The Mayor and Council are required to hold a public
hearing at least one week prior to the day on which tax
levies are made, so that taxpayers may be heard in
favor of or against any proposed tax levy.

After the hearing has been concluded, the Mayor and
Council adopt the budget as finally determined upon.
All taxes are to be levied or voted upon in specific
sums and cannot exceed the sum specified in the
published estimate. (Tucson City Charter, Chapter
XVIII, Section 6, and Otdinance Number 1142,
effective 6-23-48)

City Ordinance Setting the Tax Rate

On the day set for making tax levies, and not later
than the third Monday in August, the Mayor and
Council must meet and adopt an ordinance that levies
upon assessed valuation of property within the city a
rate of taxation sufficient to raise the amounts
estimated to be required in the annual budget. (Tucson
City Charter, Chapter XVIII, Section 7, and
Ordinance Number 1142, effective 6-23-48)

THE CITY’S BUDGET PROCESS

While state and city legal requirements dictate certain
facets of the budget process, the budget evolves
though a number of steps: (1)identification of
priorities, (2) a five-year forecast of revenues and
expenditures, (3) department requests and the city
manager’s recommendation, and (4) Mayor and
Council adoption.

Step 1: Identification of Priorities

To identify the community’s values and priorities,
public forums were conducted during the spring and
summer of 1997 as part of the Livable Tucson Vision
Program. Over 1,200 community members, business
people, and city employees participated. Seventeen
goals for strengthening the community emerged from
these forums. A follow-up citizen survey in 2001
helped to confirm and define the priorities of the
community.  In addition, the Mayor and council
members individually held townhalls throughout the
year on budget issues and priorities. These priorities
are used by departments and city management to
assess programs and projects during the preparation of

the budget.



The city’s strategic plan was developed to further
guide resources towards priority areas and to focus
attention on the results to be achieved. In December
2001, the Mayor and Council adopted six focus areas:
Transportation, Downtown, Growth, Neighborhoods,
Economic Development, and Good Government.
Within each focus area, a set of strategies and priority
projects were approved. Taken collectively, these
projects set the workplan for the city.

Step 2: Five-Year Forecast of Revenues and
Expenditures

Each summer a five-year financial forecast—the
proforma—is prepared for all sources of funds. This
financial forecast takes into consideration economic
factors and strategic plans implemented by the city. All
departments  participate by  projecting  their
expenditures, which ate reviewed and modified by the
Budget and Research Department. The Finance
Department projects revenues. The expenditure and
revenue forecasts ate collated by the Budget and
Research Department and presented to the city
manager. The proforma then serves as a baseline from
which to develop a balanced budget for the coming
yeat.

Step 3: Department Requests and the City
Manager’s Recommendation

In the fall, department directors are asked to submit
budget requests. Following a review by the Budget
and Research Department, each department’s
requested budget is reviewed by the City Manager.
The city manager, acting upon citywide priorities, will
revise department requested budgets and prepate a
balanced budget for Mayor and Council consideration.

Step 4: Mayor and Council Adoption

As noted eatlier, this step in the process is governed
by both state and city legal requirements and provides
for citizen comment.

Public Hearings: Citizens are provided three public
hearings to express to the Mayor and Council their
opinions and concerns about the recommended
budget and property tax levy. The first public hearing
is held prior to the Mayor and Council’s study session
reviews of the recommended budget. The second
public hearing is held subsequent to those reviews and
the Mayor and Council’s tentative adoption of the
budget. The third public hearing is a truth in taxation
hearing regarding the primary property tax levy.

C4

Citizens Advisory Committee: The Mayor and Council
have also established a Bond Project Oversight
Committee (BPOC). The BPOC tracks the city’s use
of bond funds through regular committee meetings
and attendance at project management reviews.

Mayor and Council Review and Adoption: Within the
framework of the identified community priorities and
the policy initiatives, the Mayor and Council review
the city manager’s recommended budget during
several study sessions. Department directors are
available to respond to questions. Following these
reviews and public hearings to obtain taxpayer
comments, the Mayor and Council adopt the budget
and property tax levy.



FINANCIAL POLICIES AND PRACTICES

In addition to legal requirements set by state law and
the City Charter, the budget is developed and adopted
under the guidelines of a series of policies and
practices. Some policies have been adopted by the
Mayor and Council, while others are administrative in
nature. These financial policies will be recommended
to the Mayor and Council for adoption in October of
this fiscal year.

Balanced Budget
The city shall adopt a balanced budget so that

expenditures approved for city purposes will not
exceed the estimate of income expected from all
sources, including available balances from prior years.
This policy applies to expenditures and revenues
within each fund such that each fund is individually
balanced. Furthermore, one-time funding soutces will
only be used for one-time expenditures to avoid a
future imbalance that would be caused by funding
recurring expenditures with one-time revenues or
balances from prior years.

Fund Balance

In September of 2000, the Mayor and Council adopted
a policy that the General Fund unteserved fund
balance, previously referred to as the strategic reserve,
be increased to 7.5% of expenditures by Fiscal Year
2006.

Revenue Diversification

The city cannot meet the growing demand for services
without diversifying its revenue base. Although the
state places certain restrictions on raising revenues,
restrictions due to the City Charter can be lifted if
approved by the voters. The city must continue in its
efforts to expand revenues such as fees for services,
and to remove limitations set by the City Charter
where feasible.

Fees for Service Pricing Policy

In 1995 the city developed a pricing policy decision
tree to categorize services that should be fully tax
supported on one extreme to fully fee supported on
the other. If a service benefits a large segment of the
community and is considered a public service, then it
should be funded with general tax dollars. If the
service benefits individuals and is more of a private
service, a market-based fee is appropriate. Services
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that fall in between may be funded by a combination
of taxes and fees.

Cost of Development

State legislation requires cities to include a cost of
development element in the city’s General Plan.