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BUDGET CALENDAR
FISCAL YEAR 2015

November 13, 2013 Study Session presentation on the preliminary Fiscal Year 2013
year-end results.

February 4, 2014 Study Session to discuss preliminary General Fund revenue and
expenditure estimates for Fiscal Year 2015.

March 4, 2014 Study Session update on Fiscal Year 2015 budget process.

March 18, 2014 Study Session update on Fiscal Year 2015 General Fund budget
process and planning efforts for other funds (ie. HURF,
ParkWise, Self-Insurance, and Environmental Services).

March 25, 2014 Special Study Session to update Mayor and Council on the Fiscal
Year 2015 budget process.

April 8, 2014 Study Session on Tucson Golf Enterprise Fund and discussion of
significant capital improvement projects.

April 23, 2014 Study Session: Submission of the City Manager’s Recommended

Fiscal Year 2015 Budget, including the Five-Year Capital
Improvement Program, and preliminary discussion.

May 6, 2014 Study Session discussion of Recommended Fiscal Year 2015
Budget.

Public hearing on the Recommended Fiscal Year 2015 Budget.

May 20, 2014 Study Session discussion of Recommended Fiscal Year 2015
Budget.

Regular Agenda: Adoption of a Tentative Budget for Fiscal Year
2015.

June 3, 2014 Public hearing on the Fiscal Year 2015 budget as tentatively
adopted.

Special Mayor and Council meeting for the purpose of final
budget adoption.

une 17, 2014 Regular Agenda: Adoption of Fiscal Year 2015 property tax
gu & P property
levies.
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HOW TO USE THIS BUDGET

This document guide outlines the City of Tucson’s Fiscal Year 2015 Recommended Budget. Copies of the
budget are available for viewing at the Joel D. Valdez Main Library, the City Clerk’s Office, and the Office of
Budget and Internal Audit. In addition, the budget may be viewed on the City of Tucson Web site,
http://www.tucsonaz.gov. Information may be obtained by calling the Office of Budget and Internal Audit
at (520) 791-4551 ot e-mailing the office at budget@tucsonaz.gov.

The Recommended Budget is organized as follows.

City Manager’s Message/Budget Overview — This section includes the letter from the City Manager
transmitting the budget to the Mayor and Council and an overview of the budget. In the transmittal letter,
the City Manager highlights the key General Fund budget balancing efforts as well as budgetary impacts.

Policies and Legal Requirements — Financial policies and practices, debt management policy, and State
and local legal provisions are presented, including the process for budget adoption and setting the property
tax, public hearings, and a property tax summary.

Funding Sources — This section of this document offers descriptions of the City’s funds, detailed discussion
on the various revenue sources and includes a historical summary of certain revenues for each fund.

Department Budgets — This section provides an overview of the departments’ budgets. Within each
department are a summary of its services, significant changes, key measures of performance, descriptions of

the department’s operating programs, and the financial and personnel resources that support each program.

Capital Improvement Program — This section provides a summary of the approved Five-Year Capital
Improvement Program.

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, and staffing histories are summarized.

Glossary — The glossary and acronyms/initialisms define terms used in the budget.
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CITY OF
TUCSON

OFFICE OF THE CITY MANAGER

April 23, 2014

Honorable Mayor and Council Members:

This Recommended Budget is a financial plan designed to advance an organizational mission of
providing optimum government services to those who live, work, recreate and do business in our
great city. My goal, and the goal of my staff, is to have a dynamic city organization that provides the
highest quality services to our residents in a cost effective manner.

The strategies used to construct this Recommended Budget were focused on maintaining and
enhancing frontline services that are plainly observable and directly beneficial to the community and
set a foundation for economic prosperity. The other major goal in constructing this Recommended
Budget was to eliminate the structural deficit by avoiding further restructuring of the Certificates of
Participation debt. This Recommended Budget accomplishes this goal.

The Fiscal Year 2015 Recommended Budget was developed with an analysis of financial conditions
of the past, present and future. The framework was established under guiding principles that place
resources in the organization at sustainable levels to assure that the fundamental functions of City
business are adequately delivered. The guiding principles are as follows:

e Maintain or enhance the provision of services, and do so in ways that are observable
and beneficial to the community

e Accept and acknowledge the new normal of staffing and budget allocations

e Reconfigure our workforce so that it provides for enhanced efficiencies within
defined fiscal parameters

e Adequately apply and assign resources to mandated fundamental services

e [Fliminate services, tasks or contracts that are not basic to the City’s mission and can
be provided or sustained elsewhere

e Preserve City assets by providing a preventative maintenance and care program

e Provide for a compensation and benefits plan that is sustainable and builds a quality
workforce that fits within our fiscal capabilities

e Provide for a vision for our future by investing in planning efforts that will invigorate
our City’s economy
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The budget development framework included many processes to evaluate all departmental programs
and potential efficiencies within the General Fund. One of those processes was carried out by the
Priority Driven Budgeting committee. Priority Driven Budgeting is a process for aligning available
and known resources to the priorities of the organization. The goal of this approach is to build a
budget that will allow the City to enhance basic services in ways that are observable to the
community while operating within our fiscal means. The committee employed this approach to
focus on the programs and services that the City provides, rather than on the individual
departments’ budgets. The strategy, in concert with other processes of analysis, was to inform the
development of a budget that will enable us to strengthen maintenance of the assets we manage and
enhance service delivery.

The budget submitted is legally balanced as required and meets the following goals:

e Provides frontline services to the community

e Restructures departments and combines programs
e Eliminates non-priority programs

e Pays the debt obligations

e DPreserves employee compensation

e Provides additional funding for increased maintenance on our City assets to ensure they are
able to perform for their intended purpose

e Ensures that non-recurring revenues are directed to funding non-recurring expenditures

The achievement of this balanced budget requires implementation of many strategies, to include
holding vacancies, eliminating positions, using savings from Fiscal Year 2014, reducing expenditures
and establishing goals to reconfigure our workforce.

A reconfiguration of our workforce is necessary so that it provides for enhanced efficiencies within
defined fiscal parameters. This reconfiguration did result in the loss of filled and vacant positions
within the departments. For Fiscal Year 2015, 78.5 permanent and 73.75 non-permanent positions
are being eliminated. The majority of the positions, (23 permanent and 45 non-permanent), were
eliminated with the change in the management structure for Tucson City Golf. Other positions
have been eliminated as part of consolidations, organizational efficiencies and restructuring of
administrative functions.

The Fiscal Year 2015 Recommended Budget, which is comprised of both operating and capital
components, totals approximately $1.250 billion. Citywide budget activities are funded from
multiple sources that include restricted enterprise funds (Tucson Water, Environmental Services,
Tucson City Golf) and other restricted funds (e.g., public housing, regional transportation authority,
bonds, federal/state funding.) These restricted funds total $775 million or 62% of the citywide
recommended budget; while the General Fund, which totals $475 million, represents only 38% of
the total budget.

General Fund: Approach to Balancing the Budget

The aforementioned Priority Driven Budget committee was comprised of City staff representing a
variety of departments. The committee spent several weeks identifying and distinguishing the
priorities of the many programs administered by the City’s General Fund departments. This
committee reviewed 274 City programs that are supported by the General Fund. The committee did
not review compensation or benefits. The 274 programs were evaluated based upon the program
descriptions that were prepared by each department director. The committee’s mission was to
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review these programs and assess their relative priority, using specific criteria that were uniformly
applied to each. The criteria used did not include prior policy direction from the Mayor and
Council. The committee produced a report based on their assessment and this information helped
in my evaluation of potential budget reductions and funding decisions.

For preliminary General Fund budget estimates, a thorough analysis was conducted to forecast
various projected revenue sources as well as review recent year actual vs. projected expenditures.
Preliminary expenditure projections were determined from personnel and benefit cost increases, as
well as such items as utility cost increases, technology needs, and debt service payment schedules.

Mayor and Council were informed of the preliminary General Fund budget deficit in February 2014.
Immediately following the notification to Mayor and Council, I requested that the Independent
Audit and Performance Commission (IAPC) review the analysis used to forecast the budget
shortfall. The IAPC formed a subcommittee that was presented with the documentation supporting
the calculation of revenues and expenditures included in the forecast. Results of the review found
that the forecasted budget gap was reasonable and was based on available and supportable inputs
and methodology.

During multiple Study Session meetings in February and March, Mayor and Council were provided
with the updated budget estimates, balancing and financial planning efforts, and compensation
information, as well as basic services issues and priorities (e.g., transit, public safety, and parks and
recreation). I have incorporated the Mayor and Council’s direction from these Study Sessions into
the development of this Recommended Budget.

General Fund Resources

The City of Tucson is heavily reliant on local sales tax and state-shared taxes to fund basic City
services. While these revenues are growing moderately, they are not keeping up with the faster-
paced cost growth in personnel benefits, particularly pension costs, and other ongoing needs. The
primary revenue streams, which fund 68% of the Fiscal Year 2015 Recommended General Fund
Budget, are as follows:

e C(ity sales tax — The $186.5 million estimate for Fiscal Year 2014 reflects a decrease of $2.5
million from the adopted Fiscal Year 2014 projection. The cause for lower than projected
revenues can be attributed to the warm winter (less utility usage) and to the decrease of major
construction projects within the city. The estimate of $192.1 million for Fiscal Year 2015 is
almost $5.6 million more than the projected for Fiscal Year 2014, a 3% increase. Fiscal Year
2015 estimated revenues indicate a moderate growth in collections. The estimate does include
projected City sales tax losses due to recent legislative action but does not take into
consideration potential risks from other legislative action including the State of Arizona taking
over the collection of the City’s sales tax.

e State-shared sales tax — The $45.1 million estimate for Fiscal Year 2014 is $2.3 million more than
Fiscal Year 2013 actual collections of $42.8 million, a 5.4% increase. Fiscal Year 2015 projected
revenues of §47.2 reflect an additional $2.1 million, or 4.7%, over the Fiscal Year 2014 estimate.

e State-shared income tax — Income tax revenues are based on State collections for the 2013 tax
year. Fiscal Year 2015 revenues of $63.6 million will be nearly an 8% increase or $4.7 million,
over the Fiscal Year 2014 revised estimate of $58.9 million.
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e State-shared auto lieu tax — Estimated vehicle tax revenues are projected to increase slightly over
the Fiscal Year 2014 revenues estimates, from $20.0 million to $20.7 million in Fiscal Year 2015.

In Fiscal Year 2009, the onset of the Great Recession caused local and state-shared tevenues to
decline to the point that it was necessary to use fund balance reserves at fiscal year-end. Throughout
the following fiscal years, in addition to further reducing expenditures and services, the City has used
one-time revenue sources to balance the budget.

The chart below illustrates the recent history of General Fund financial resources and the use of
one-time funding sources and reserves to pay for expenditures.

General Fund
Financial Resources
2500
474 $468 $473
5459
SHR
§435
5
= #3125
| I
L3450
LY 2000 1Y 2010 1y 2011 Iy 2012 1Y 20135 1Y 2014 'Y 2015
Azl Achal Actual Actual Achual Acloped Recommenided
® Revenues ® Ope-Tune Funding Sources and Use ol Reserves

As illustrated above, current planned expenditures exceed projected revenues; however, in keeping
with the Comprehensive Financial Policies adopted by Mayor and Council in December 2012, $3.6
million of one-time funding sources will be used to cover one-time expenditures in Fiscal Year 2015
and $3.1 million from unrestricted fund balance

As discussed in prior Study Session, the City received a settlement arising out of an asbestos
damages claim in the amount of $7.8 million in Fiscal Year 2014. After payment of legal fees, the
remaining funds of $5.5 million are available to the City. At year end $3.6 million of these funds will
be assigned for the purchase of fire rescue trucks; convention center repairs; additional police and
fire compensation payments for earned leave accrual, due to a large number of retirements within
the two departments; software for the City Attorney’s Office; continuation of the implementation of
the Enterprise Resource Planning (ERP); and funding support for Access Tucson as part of a
transition plan. In Fiscal Year 2014, $1.0 million of the remaining $1.9 million will be set aside for
the liability reserve for Sun Link and the balance will increase the unrestricted fund balance.

In addition to the settlement funds described above, the Mayor and Council recently approved a sale
of City-owned property that will produce proceeds of $1.5 million. The funds from this sale will be
used to purchase service vehicles for several city departments including the Tucson Police
Department.
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The remaining use of fund balance for the Fiscal Year 2015 budget will come from savings by
holding the line in spending during Fiscal Year 2014 in order to keep the General Fund Unassigned
Fund Balance at the Fiscal Year 2013 amount of $12.8 million by the end of Fiscal Year 2015. The
projected use of Unassigned Fund Balance for the FY 2015 Recommended Budget is $3.1 million.

The status of the General Fund Unrestricted Fund Balance is critical to the financial health of the
City, and it has implications for the City’s access to the financial markets and the cost of borrowing
in order to finance needed infrastructure and facilities projects.

There are also certain funds which are subject to constraints that are either externally imposed by
creditors, grantors, contributors, or laws or regulations of other governments; or are imposed by law
through constitutional provisions (i.e. state assessment fee, vehicle impoundment fee, forfeitures). If
the City is unable to spend the restricted funds by fiscal year end, then the remaining unexpended
funds increase the General Fund’s restricted fund balance. A department may program to spend the
restricted funds in the following fiscal year. Approximately $1.3 million previous year restricted
fund balance will mainly be used to purchase police vehicles.

During Fiscal Year 2011, Mayor and Council established a stabilization fund within the Committed
fund balance category with a minimum policy goal of 10% of prior year General Fund revenues and
a goal of 7% for the Unassigned fund balance. At the end of Fiscal Year 2013, the stabilization fund
was at $22.8 million, or 5.2 % of operating revenues. The unassigned fund balance, or residual net
resources, was at $12.8 million or 2.9% of revenues, which is significantly less than the Mayor and
Council’s policy target of 7% minimum.

Total unrestricted fund balance equaled $42.1 million at the end of Fiscal Year 2013. Under the
approved Comprehensive Financial Policies, the City Manager (or designee) may assign resources at
the end of a fiscal year for an intended use. At the end of Fiscal Year 2013 the fund balance
included $1.3 million in assigned funds for the implementation of the Human Resources
Management/Payroll project ($657,000); IBM Licensing project ($478,000); and Mayor and Council
expenditure surplus ($198,000). In upcoming fiscal years, it is critical that we continue to grow our
unrestricted fund balance to ensure a sustainable organization for the future.

General Fund
Fund Balance

54.8
§525 32

Fiscal Year Fiscal Year Fiscal Year Fiscal Year
2010 2011 2012 2013

B Committed M Assigned ® Unassigned
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Basic Services: Budget Impacts

The Fiscal Year 2015 Recommended Budget was built to provide priority services and programs to
the residents of the City of Tucson. The proposed budget aligns our resources to provide a strategic
focus on front line service delivery. It includes consolidations, organizational efficiencies and the
restructuring of administrative functions. Additional funding was allocated to maintain our
investments in assets to ensure that they are able to perform for their intended purpose. It also
addresses programs that are not mandated such as the modification of the Probation Program from
supervised to unsupervised.

Fiscal Year 2015 Budget highlights include:

» Tucson Police — The core setvice of patrol will be maintained at the highest possible level by
the reorganization of administrative positions, assignment of police officers, and the
management of the hiring process. There will be a restructuring of the command staff to occur
after attrition of the current staff to ensure a high level of strategic planning, management, and
oversight. The City has two federal COPS hiring grants providing funding for 75 authorized
commissioned police officers. Beginning in Fiscal Year 2015, the salaries and benefits for 30
police officers will begin transitioning from the federal funding to General Fund as police officer
positions become vacant through attrition. Commissioned staffing continues to hold at 998
personnel. Recruit classes will continue to fill vacancies as they occur and will ensure adequate
staffing levels when 27 commissioned officers retire in Fiscal Year 2015, and 48 retire in Fiscal
Year 2016. New police service vehicles are planned to be purchased using funding from
restricted revenues.

» Tucson Fire — Rescue truck conversions will expand the alternative service delivery program
resulting in an increase in units available on the street and a decrease in response times.
Alternative service delivery assists the department in achieving goals for more efficient call-load
distribution and better aligns service demands with service delivery. Authorized commissioned
staffing remains at 619 personnel. The Fire Department is planning recruitment classes for
April 2015, July 2015 and January 2016 to ensure adequate staffing levels in preparation for 67
commissioned staff retirements in Fiscal Year 2010.

» Parks and Recreation — The core setrvice of providing parks and recreation to the community
will be maintained at the highest possible level by the reorganization of administrative positions.
Restructuring will increase the focus on improving conditions at parks and athletic fields.
KIDCO service levels will be maintained and participation will not be impacted. Eight summer
seasonal pools will be open in addition to the ten year-round pools. Federal Community
Development Block Grant funds will continue to be used for park improvements. Additional
funding was allocated for Park maintenance. Leisure classes will be offered based on
participation. Non-mandated contracts will be reviewed to determine whether they provide a
mutual benefit. The planning and development function in Parks will work in collaboration with
the Office of Integrated Planning.

» Mass Transit System — The final report of the Comprehensive Operational Analysis (COA)
was issued January 2014. The COA reviews the transit services provided by the City and other
services provided within the region and include conclusions and specific recommendations
toward the continual improvement of the transit services. The study recommended changes to
individual routes and segments; service level realighment to meet demands; rerouting; and the
elimination of overlapping or duplicative services. The recommendations have the potential for
annual savings which have been included in this proposed budget. In addition, the management
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of Sun Tran and Sun Van understand the economic concerns facing the City. They are
committed to operating the systems in the most cost-effective manner possible and will continue
to implement cost saving programs, and are researching additional revenue options. My Fiscal
Year 2015 Recommended Budget does not include revenues that would be generated by a fare
increase; instead, the Recommended Budget recognizes that the issue of a fare increase is still
under review by Mayor and Council.

» Sun Link Streetcar — On July 25, 2014, the Sun Link streetcar is scheduled to begin operation.
The construction of the Streetcar route was the City’s highest priority capital project and is
generating significant economic development and infill in the downtown and University areas.
This project is already triggering retail, office and residential growth, and redevelopment
opportunities along its route, which will contribute to improving Tucson’s economy.

» Tucson Convention Center (TCC) — The recommended budget has been developed using the
current operational structure. The City is in the process of evaluating proposals under which the
management of TCC would be performed by a vendor under contract, similar to the Golf
enterprise. If that process results in a successful contract, the budget may be adjusted at a later
date.

Enterprise Funds: Budget Impacts

Environmental Services, Tucson Water, and Tucson City Golf are enterprise funds, and are
structured to be funded by their fees for service; by definition, enterprise funds are intended to be
entirely or predominately self-supporting. This means that their capital and operational needs are to
be managed within the constraints of their revenue streams. In addition, their operations must be
fiscally responsible regarding long-term sustainability. Over the past years, organizational structures
have been adjusted, efficiencies implemented, and action plans reconfigured in all these areas to
account for decreased revenues and increased costs.

» Tucson Water — The Financial Plan for Fiscal Years 2014-2019 was recommended by the
Citizens’ Water Advisory Committee (CWAC) and adopted by Mayor and Council on February
19, 2014. For Fiscal Year 2015, the Plan identified $169.5 million of water sales revenue and
proposes an 8.3% overall increase, which is at the same level that was assumed in the prior year’s
Plan for Fiscal Year 2014 needs. A public hearing is scheduled for June 3, 2014, to be followed
by a Mayor and Council vote to approve new water rates. During the time frame covered by the
Plan, the City will continue to purchase its entire allocation of Colorado River water and ensure
system reliability through targeted infrastructure investment. The Plan reflects a minimum 85 —
95 days of working capital/cash reserves in all years of the Plan. This is consistent with the prior
Adopted Plan and exceeds the current Mayor and Council target reserve level of 10% annual
water sales revenue.

» Environmental Setvices — The operating budget for Environmental Setrvices is being
maintained at the prior year level and includes the elimination of 7 vacant positions. Fiscal Year
2015 will be the department’s second year replacing its collections fleet with clean natural gas
fueled trucks. The department will also rebuild two Caterpillar tractors. Pima County advised
that, effective July 1, 2014, it will discontinue its participation in the joint City-County
Household Hazardous Waste (HHW) Program. Three of the positions eliminated are due to the
change in the HHW Program. Environmental Services has anticipated an award for the 3-year
2014 EPA Brownfields Community-wide Assessment Grant for Hazardous Substances and
Petroleum Products. No residential fee increases are being proposed; the last increases were in
July 2011.
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» Tucson Golf Enterprise Fund — The City of Tucson’s municipal golf program offers the
greatest golfing opportunity for the widest number of citizens and visitors due to its quality
courses and competitive rates. As Mayor and Council and City staff continued to find ways to
extend the value of limited public funds and increase productivity in the current economy, a
comprehensive review of the City’s municipal golf operations concluded with a new approach to
the management of the courses and concessions. The City entered into an agreement with OB
Sportts to provide management of the City’s five municipal golf courses. The agreement aims to
make municipal golf more financially sustainable; protect municipal golf as a key part of
Tucson’s Parks and Recreation system; and to preserve and enhance the economic impact of
golf in Tucson. The budget was built to enhance the golfer experience by improving course
conditions, enhancing customer service, and replacing aged equipment. The revenue focus for
Fiscal Year 2015 will be the improvement of the food and beverage program.

Restricted Funds: Budget Impacts

The recommended budget also includes other restricted funding besides the enterprise funds’ fees
for service. These are funds that are received from the federal and state governments as well as
certain local sources and are limited in use to specific purposes. Historically, federal grants have
comprised the majority of these funds, and the Regional Transportation Authority funding for
transportation and transit needs comes in a close second.

In some cases, these restricted funds can be used to supplement basic services (e.g., Community
Oriented Policing Services (COPS) Hiring Grant, Community Development Block Grant funds for
park infrastructure improvements and Americans with Disabilities Act needs). However, in most
cases these funds cannot be used to replace the General Fund as the source of funding for
operational costs. Other examples of restricted funds include civic contributions (donations) that
are made to the City by individuals or outside organizations to fund a designated purpose (e.g.,
swimming pool operations, firework displays) and Arizona Supreme Court disbursements that are
designated for specific uses by City Court, such as employee training, court automation, and
collections and improved case processing.

Capital Improvement Program: Community Infrastructure

The proposed Five-Year Capital Improvement Program includes critical projects that will enhance
or replace our community’s core services infrastructure.

Fiscal Year 2015 will be the second year of funding supplied by a $100 million bond program
approved by voters in November 2012 for the major transportation infrastructure project to restore,
repair, and resurface streets inside Tucson City limits. Street resurfacing will continue over the next
four years, with approximately 85% of bond funds being allocated to major streets and 15%
allocated to neighborhood streets. All work will be competitively bid to private sector contractors
with $19.8 million budgeted in Fiscal Year 2015.

Environmental Services is planning for $14.6 million of improvements to the Los Reales landfill.
The improvements are five separate projects: installation of a 5,000 square foot pre-engineered metal
building; the purchase of land located south of Los Reales Road and east of Craycroft road to build
a buffer at the entrance of the landfill; construction of access roads, parking lots, and a drainage
basin; construction and installation of a new wheel wash and facilities for a scale house; hazardous
waste operations and a self-hauler facility.

A-8



Tucson Water is planning a $19.2 million project to upgrade and replace an aging computerized
control system. The project is consistent with the recommendations of the IBM Smarter Cities
Challenge and will include the installation of field instrumentation, controllers, and communications
equipment.

On April 8%, T updated the Mayor and Council on the status of specific major capital improvement
projects and the proposed Fiscal Years 2015-2019 capital improvement program.  The
recommended Fiscal Year 2015 capital budget is funded at $198.8 million, which represents a 12%
reduction from the Fiscal Year 2014 Adopted Budget of $225.9 million. This reduction is primarily
due to the completion of the streetcar construction project.

Coordinated Planning Function

Organizational changes will continue to be made to instill a strong planning function to provide
effective communication to our residents and to our employees, and to meet the vision established
through the voter-approved Plan Tucson. The “new normal” means we must effectively utilize
every tax dollar we receive, given today’s economic environment and the constant demand for more
or improved government services. To achieve this, we will be improving key processes by using
proven methods to maximize the financial resources to deliver services to our constituents.

In November 2013, I formed the Office of Integrated Planning (OIP) to provide cross-department
planning coordination toward the implementation of Plan Tucson. The initial focus is to ensure that
key projects already underway are executed successfully and to evaluate the City's current planning
structures and approaches to determine needed changes.

An important priority for OIP will be to facilitate on-going, systematic methods to ensure
coordinated, cross-departmental review of issues, plans, and projects. OIP will oversee the City's
new Project Management Coordination process, which is aimed at improving the timeliness, quality,
and effectiveness of City projects. This effort has been in a pilot phase for the past few months and
OIP will formalize and enhance the effort in order to increase the visibility of City projects and
ensure the strategic and multi-disciplinary consideration of projects.

OIP will also pursue grant funding opportunities for the City. Specific grants being pursued at this
time include historic preservation funds to analyze the linkages between historic preservation,
livability, and economic development in Tucson, and to develop a City historic preservation plan.

Department Consolidations

During Fiscal Year 2014, the Code Enforcement Inspectors moved from the Housing and
Community Development Department to the Planning and Development Services Department
(PDSD) for increased customer benefits and efficiency. Combining the code enforcement program
with PDSD improves internal communication and professional development.

Beginning in July, the functions of the Office of Equal Opportunity Programs (EEO) and
Independent Police Review will transfer into two departments: the City Manager’s Office and the
Procurement Department. The EEO/Independent Police Review division of the City Managet’s
Office will be responsible for investigating complaints of discrimination and providing citizens with
an external police review process to ensure thorough resolution of citizen complaints of an external
police review process to ensure thorough resolution of citizen complaints of police misconduct.
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The Small Business Enterprise Program and the Disadvantaged Business Program, which performs
certification of participating businesses, establishes participation goals for eligible projects, and
monitors the effectiveness of the program, will be integrated into the Procurement Department.

The Tucson Supplemental Retirement System Office was reassigned to the Finance Department
from the Human Resources Department in January, 2014.

Investment in City Employees

I believe that our employees are both the City’s greatest asset and our most important investment in
providing services to our community. It is imperative to recognize that City employees are
continuing to serve our community well, even with the severe financial challenges we have faced
during recent years. As with cost in other areas, many employee benefit costs have been rising
dramatically and adding stress to our financial resources. We anticipate that we can develop both
short- and long-term plans that will provide additional investment in our employees so that their
efforts and sacrifices can be addressed with fairness and equity.

Pension Systems — The City participates in three pension systems: Public Safety Personnel
Retirement System of the State of Arizona (PSPRS) for police and fire commissioned staff, Tucson
Supplemental Retirement System (TSRS) for civilian (non-public safety) staff, and Elected Officials
Retirement Plan of Arizona. Pension contribution costs have been rising nationwide due to lower
investment returns, retiree payout rates, and the trend toward having more retiree than active
employee participation, all of which in effect have lowered the pension systems’ valuations. Rising
annual system contribution costs are of great nationwide concern due to their significant impact on
governmental budgets. The Mayor and Council have received information on pension issues for
cities across the country in recent months, and have had the opportunity to discuss the current and
future status for the City’s pension systems.

The TSRS Board of Trustees reviewed alternative funding policies seeking to pay off the Plan’s
unfunded liabilities within a 20-year time frame. Further consideration of alternative approaches
prompted the Board to approve a Contribution Rounding Policy that refers to the blended rate
across all tiers for the employer rate, and rounds that rate up by an additional half percentage point
(0.50%). The change in policy has two objectives. First, it stabilizes the contribution rates for
funding purposes in that a change is not required each year for every change in basis point. Second,
it demonstrates a commitment to the Plan by accelerating the rate to pay off the unfunded liabilities.
On April 8, 2014, Mayor and Council adopted the recommendation.

Compensation Program — Mayor and Council approved a $1.00 per hour increase for Emergency
Communication Workers, and this change was implemented on July 1, 2013. A compensation
increase also was awarded to all other probationary and permanent employees effective January 1,
2014. With the exception of the 1% across-the-board increase provided in Fiscal Year 2013, City
employees have not received a labor market pay adjustment since Fiscal Year 2000.

Under the approved Compensation Plan, all civilian permanent employees, and all exempt
commissioned police officers and firefighters (except for the ranks of Police Lieutenant and Fire
Battalion Chief) received a fifty-five cent (§.55) per hour increase. Non-exempt commissioned
police officers and firefighters who were hired before January 1, 2011, received a step increase.
Those hired on or after January 1, 2011, and those at the top of their range received the equivalent
of a fifty-five ($.55) per hour increase based on a 2,080 hour work year. Commissioned public safety
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officers with a rank of Police Lieutenant and Fire Battalion Chief received a percentage increase
equivalent to the next closest non-exempt rank in their departments.

The Fiscal Year 2015 Recommended Budget includes the full year effect of the compensation
increase approved under the Compensation Plan; effective January 1, 2014. No additional
compensation increases are proposed or incorporated within my Recommended Budget.

The Recommended Budget does, however, propose a change to the manner in which the City
calculates overtime pay. Under my proposal, an employee’s use of sick leave and compensatory time
would not be counted as “hours worked” for purposes of computing overtime hours; though
vacation leave use would still be counted as "hours worked." This change, which would be
accomplished through the adoption of an amendment to the Tucson Code, is permissible under
FLSA requirements with respect to the calculation of overtime.

An actuarial claims analysis and negotiations conducted by the benefits consultant, Segal Consulting,
resulted in a proposed 9.2% increase in health benefit premium costs. Through the work of the
Employee Benefits Committee and Human Resources Department staff, the City’s health benefit
plan has been adjusted so that the increase in health benefit premium costs for the City and
employees will be 8% rather than 9.2%. The health benefits HMO plan has been modified to
include a copay increase to visit a specialist from $40 to $45 resulting in cost savings for the City of
$216,000. In order to obtain additional savings, the dental premiums for employees in the PPO plan
will increase from $2.38 to $5 for employee only, from $4.18 to $10 for employee plus 1, and from
$6.15 to $15 for employee plus 2 or more resulting in cost savings for the City of $750,000. All
employees have the option of enrolling in the dental HMO which has zero premium for employee
only, employee plus and employee plus 2 or more.

Opportunities - As 1 submit my Recommended Budget, I recognize the many opportunities that lie
ahead for the City to strengthen its financial position and address long-term concerns and issues.
These opportunities include:

e The City’s renewed focus on economic development, including investment in the streetcar and
in downtown development; and the creation of a strong incentive package which will help to
grow the local economy and improve City revenues over time.

e City owned properties being put forward for development and public—private partnership.
e Continued focus on strategic operational efficiencies.

e Annexation should continue to be a high priority in order to grow the City’s economic base and
increase the amount of revenue available for public investment. Thoughtful annexation makes
sense from an economic and municipal service perspective.

e Many of the City’s major transportation corridors are being improved through Regional
Transportation Authority funding.  These transportation improvements, coupled with
appropriate Plan Tucson policy efforts, should incentivize revitalization of vacant and
underutilized properties along these routes that will contribute additional tax revenue to the City.



Conclusion

I appreciate the efforts of the Mayor and Council and City staff throughout the organization in the
construction of this Recommended Budget. Special thanks are due to the staff of the Budget and
Internal Audit Office for their commitment and long hours dedicated to preparing this budget, as
well as to the professional integrity and leadership demonstrated by Chief Financial Officer Kelly
Gottschalk and Budget Program Director Joyce Garland.

The Mayor and Council have made many tough decisions related to the City budget in recent years,
and these decisions have advanced us toward improving our financial health. As we move forward
we will continue to focus on developing policy to ensure our fiscal solvency while ensuring that the
provision of valued community services are enhanced.

I want to recognize all the efforts that were involved in the construction of this budget, to include
those of the Mayor and Council, City Staff, and most importantly our community members. I am
grateful for their dedication and commentary on this important financial document.

In conclusion, I have constructed a Recommended Budget that I feel accurately reflects the policies
and priorities directed at maintaining frontline service delivery. As the Mayor and Council make
decisions about the Fiscal Year 2015 Recommended Budget, it is important to keep in mind the
progress that has been made in constructing this budget to overcome many of our fiscal challenges.
We have built a budget keeping with our guiding principles by accepting and acknowledging the new
normal of maintaining or enhancing the basic services within our defined fiscal parameters.

I look forward to feedback from you in the coming weeks so that the Fiscal Year 2015 Adopted
Budget is in clear alignment with the needs of the community, and I am committed to working
towards fiscal health in accordance with sound policies and practices. 1 am proud to work in
partnership with you, our employees, and the citizens of Tucson as we continue to keep Tucson a
great community.

Respe y submitted,
au b

Richard Miranda

City Manager



BUDGET OVERVIEW

The Tucson City Charter requires that the City Manager submit a recommended budget for the following fiscal
year on or before the first Monday in May, or on such date in each year as shall be fixed by the Mayor and
Council. 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 Year 2015, the
recommended budget is being submitted to the Mayor and Council on April 23, 2014 with the Mayor and

Council scheduled to tentatively adopt the budget on May 20, 2014.

The Fiscal Year 2015 Recommended Budget totals $1.250 billion. Approximately 62% is from restricted funds
that can only be used for specific purposes: 24% from Enterprise Funds or $305.8 million and 38% from Other
Restricted Funds or $469.3 million. The remaining 38% or $475 million is from the General Fund, which the
Mayor and Council have discretion to program to meet the City's priority needs. The General Fund budget has

increased by $7.1 million, or over 2%, from Fiscal Year 2014.

Fiscal Year 2015
$1,250,179,810

General Fund
38%

Enterprise
Funds
24%
Other
Restricted Capital
Funds 16%

38%

The citywide budget decreased by $21.6 million from the Adopted Fiscal Year 2014 Budget of $1.272 billion.
The capital budget decreased by over $27.1 million, while the operating budget increased by $5.5 million. The
decrease in the capital budget is primarily due to the construction completion of the Modern Streetcar/Sun Link
and several other transportation projects. The increase in the operating budget primarily is attributed to the

increase in personnel and benefit costs. See chart below.

Total Budget ($ millions)

Adopted  Recommended

FY 2014 FY 2015 Percentage
Budget Budget Change  Change
General Fund $ 4679 $ 4750 $ 7.1 2%
Enterprise Funds 278.9 305.9 27.0 10%
Other Restricted Funds 525.0 469.3 (657 (11%)
Total $ 12718 $ 12502 § (21.0)
Operating $ 1,045.9 1,051.4 $ 55  0.53%
Capital 225.9 198.8 (2710 (12%)
Total § 12718 § 12502 § (21.0)
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This Budget Overview is organized into four sections which focus on the changes from the Adopted Fiscal Year
2014 Budget to the Recommended Fiscal Year 2015 Budget:

e Where the Money Comes From — Revenue Sources
e Where the Money Goes — Expenditures and Staffing
e  (Citizen Impacts

e Budget Development Process

For more detailed information on changes, see Funding Sources in Section C and Department Budgets in Section
D.

WHERE THE MONEY COMES FROM

There are three major revenue groups in the city budget: 1) General Fund, 2) Enterprise Funds, which are
restricted, and 3) Other Restricted Funds. This section of the overview will first discuss General Fund revenues,
followed by a discussion of Restricted Funds revenues. See chart below which illustrates the funding sources for
citywide revenues.

Fiscal Year 2015
Citywide Revenues
$1.250 billion

Pension Trust, %%
Intesdepartmental

Charges, 5% J—
Use of Band Proceeds, )
3%

Federal Granrs, 996
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Fines and Forfeinres, 2% 0 205

Licenses and Permits, 2% &8

Business Privilege Tax,
15%

Publie Uility Chazges,
199

Other Local Taxes_ 4%

Other Miscellaneous
Revenves, 2%
State-Shared Taxes, 14%
Other Agencies, 5%
Net Change of Fund

Balanee, 4% Charges for Current
Services, ¥h

General Fund Revenues

Revenue for the Fiscal Year 2015 General Fund recommended budget comes from both city-generated and state-
shared sources. Revenues totaling $475.0 million include: $467.1 million of which is recurring; $7.9 million is
non-recurring. This is $7.1 million more, or 1.5%, than the Fiscal Year 2014 Adopted Budget and $0.4 million
more than the projected Fiscal Year 2014 revenues. Local sales tax revenues of $192.1 million, which comprise
40% of the General Fund revenues, have been estimated at a 3% growth over projected Fiscal Year 2014
collections. The City's primary property tax will provide funding for less than 3% of the General Fund budget.

State-shared taxes (sales, income, and auto lieu) make up 28% of the recommended General Fund revenues.
Increases in state income and sales tax collections will result in Tucson’s share being $7.4 million higher than the



estimated revenues for Fiscal Year 2014. The 27% in Other City Revenues shown in the chart below consists of
other local taxes and fees, fines and forfeitures, charges for city services, and contributions.

Fiscal Year 2015
General Fund Revenues
$475.0 million

Other City
Revenues

$129.9 Non-Recurring

27%, Funding Sources

$7.9

2%

State-Shared

Revenues
$131.5
28%
City Sales Tax
$192.1
40%
Primary Property
Tax
$13.6

3%

Restricted Funds — Revenues

Restricted funds account for 62% of the total Fiscal Year 2015 Budget. These funds are considered restricted
because their use is limited to specific purposes. Restricted fund revenues are generated from the following
federal, state, and local sources:

(1)  grants, shared revenues, and contributions from other state and local governments
(2)  self-supporting enterprise funds (environmental services, golf, and water)

(3)  city revenues that are collected for a specific purpose, such as certificates of participation and other debt
financing, and reserves set aside for a particular requirement

(4)  internal service and fiduciary funds

The largest component of restricted revenue is from the public utility charges for service while federal grants
comprise the second largest component. See the following chart and additional information which is available in
Section C.



Fiscal Year 2015
Restricted Funds — Revenues

$775.2 million
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WHERE THE MONEY GOES

The City budget funds a broad range of services. Environmental Services, Tucson Water, and Tucson City Golf are
predominately self-supporting through their fees for services and are included in the Enterprise group, which makes
up 24% of the Fiscal Year 2015 Recommended Budget. The following two graphs illustrate the specific areas in which
citywide and General Fund expenditures are budgeted. Detailed information on individual department budgets can be
found in Section D.

Fiscal Year 2015
Expenditures
$1.250 billion
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! Tucson Water, 18%, Environmental Services, 5%, and Tucson City Golf, 1%

2 Mayor and Council, City Clerk, City Managet’s Office, City Attorney, City Court, Office of Integrated Planning, Public Defender,
Planning and Development Setvices, and Tucson Convention Center

3 Budget and Internal Audit, Finance, Human Resources, Information Technology, and Procurement



Fiscal Year 2015
General Fund Expenditures
$475.0 million

Mass Transit
$44.0
9%

Police
§148.5

3%

TCC
4.8

1%

Other*
§41.2
D

City Court
$12.0
Non-Departmental 2%
$50.6

11%

$89.7

Support Services®
19%

$48.9
10%%

Parks and Recreation
$35.3

%

! Mayor and Council, City Clerk, City Manager's Office, City Attorney, Integrated Planning, Housing and Community Development,
Public Defender, Planning and Development Services, and Transportation.
2 Budget and Internal Audit, Finance, General Services, Human Resoutces, Information Technology, and Procurement.

Staffing

The number of City employees in the recommended budget for Fiscal Year 2015 totals 4,764.30; a decrease of
153.25 full-time equivalent (FTE) positions from Fiscal Year 2014. An FTE is equal to a 40-hour work week or
2,080 hours per year.

The citywide FTE comparison chart on the following page illustrates how staffing changed since 2000, staffing
peaked in Fiscal Year 2006 at 6,042. The recommended Fiscal Year 2015 staffing of 4,764 is lower than the
City’s authorized staffing level in Fiscal Year 1995, and is 1,256 less than it was as recently as Fiscal Year 2009.
For more detail on authorized position resources, see the individual departments in Section D.

A four-year City staffing comparison chart is included in Section F as well as a breakdown between permanent
and non-permanent positions for Fiscal Year 2015. One potential measure of municipal efficiency, and the value
that residents are getting for their taxes, is the staffing ratio per 1,000 population. A chart is also included in
Section F which illustrates that the number of City employees per 1,000 population has gradually declined in the
past years from a peak of 11.2 in Fiscal Year 2007 to 9.2 in Fiscal Year 2015.



The citywide FTE comparison chart below illustrates how staffing over the past peaked in Fiscal Year 2006 at
6,042.
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CITIZEN IMPACTS

City Property Taxes. The City’s property tax rates will increase in Fiscal Year 2015. The City imposes two taxes
on property within the city limits. The primary property tax, which is applied to the limited value assessed by the
Pima County Assessor, is used for general purposes; and the secondary property tax, which is applied to the full
cash value assessed by the Pima County Assessor, is used to pay off general obligation bond debt.

The Arizona State Constitution limits the amount of ad valorem taxes levied by a city to an amount not to exceed
2% greater than the maximum allowable levy in the preceding year. This levy limitation permits additional taxes
to be levied on new or annexed property which may be taxed at the allowable rate computed for property taxed
in the preceding year. Property annexed by November 1 will be taxable in the following year. The Fiscal Year
2015 revenues reflect the 2% allowable increase.

The combined property tax rate for the Fiscal Year 2015 Recommended Budget is $1.4606 per $100 of assessed
valuation, which is an increase of $0.0302. As allowed by state law, the City will adjust the primary property tax
levy by the actual cost of involuntary torts or claims that were paid in Fiscal Year 2013. The involuntary tort levy
amount 1s $1,374,150, which is a reduction of $1,839,600 from the prior year resulting in a decrease in the
estimated primary tax rate by $0.0416 per $100 of assessed valuation. The involuntary tort revenue will be a
reimbursement to the City’s Self Insurance Fund and will help toward eliminating the deficit in that fund. The
increase to the secondary tax rate is needed to repay the general obligation bond principal and interest
obligations. The $0.0302 increase in the combined rate would mean an increase of $3.02 annually for an owner
of a home with a $100,000 actual valuation.

City of Tucson

Property Tax Comparisons

Actual Recommended
FY 2014 FY 2015 Change
Rate Changes
Primary $ 0.5245 $ 0.4829 $ (0.0410)
Secondary 0.9059 0.9777 0.0718
Total $ 1.4304 $ 1.4606 § 0.0302




Charges for Services. Not all charges for services directly impact the general public; e.g., court fines and
development fee increases. The charges for services that generally affect the majority of Tucson residents are the
refuse collection and disposal service fees and water system cost of service/usage rates. A public hearing is
scheduled for June 34 followed by a Mayor and Council vote to approve new water rates. No increase is
recommended for residential refuse collection and disposal service fees.

Service Levels. The economic recession caused the City to reduce staffing and reduce or eliminate certain
services. Staffing has fallen below the Fiscal Year 1995 level through attrition and the elimination of vacant and
filled positions. However, our primary goal is the maintenance of service delivery to our residents. This will be
accomplished by making internal changes and realignments to make our organization as effective and efficient as
possible. A focus will be staffing front-line customer service and revenue generating functions to ensure that
critical services are delivered.

NEXT STEPS

Mayor and Council Adoption. The next steps in the budgetary process are governed by both state and City
legal requirements which provides an opportunity for citizen comment.

Mayor and Council Review and Adoption: Within the framework of identified community priorities and policy
initiatives, the Mayor and Council review the City Manager’s recommended budget and make adjustments as
directed. Following this review and public hearings to obtain taxpayer comments, the Mayor and Council adopt
the budget and property tax levy.

Public Hearings: Citizens are provided the opportunity to express their opinions and concerns about the budget
and proposed property tax levy to the Mayor and Council at public hearings. The first public hearing is being
held on May 6 following the Mayor and Council’s study session review of the recommended budget. Another
study session will be held on May 20% prior to the tentative adoption of the budget. A second public hearing will
be held on June 3 prior to the adoption of the budget. A truth in taxation public hearing is also scheduled for
June 3t regarding the primary property tax levy.

The budget calendar for Fiscal Year 2015 can be found on page iii.



Section B
Policies and Legal Requirements
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FINANCIAL POLICIES and PRACTICES

The City of Tucson’s goal is to provide the highest quality services to the community in the most cost-
effective manner. The City’s strategy to achieve these results is through goals to improve Tucson in a
coordinated manner and to make fiscally responsible decisions that will ultimately strengthen the city.

The development of the City of Tucson’s budget is designed to reflect the needs and desires of the
community. Throughout the year, the Mayor and Council and staff obtain input from the community through
citizen commissions, neighborhood dialog meetings, and budget townhalls. The city council provides input to
the City Manager for the preparation of the Recommended Budget, which is reviewed with the Mayor and
Council in the spring of each year. The purpose of the Recommended Budget is to enable the community and
the city council to comment on a balanced budget before tentative adoption.

In addition to legal requirements set by State law and the City Charter, the Mayor and Council adopted
Comprehensive Financial Policies in December 2012 as recommended by the Government Finance Officers
Association (GFOA). These policies establish guidelines for the City’s overall fiscal planning and
management. These principles are intended to foster and support the continued financial strength and
stability of the City as reflected in its financial goals. Following these principles will enhance the City’s
financial health as well as its image and credibility with its citizens, the public in general, bond rating agencies
and investors. It will also protect the Council’s policy-making ability by ensuring that important policy
decisions are not controlled by financial problems or emergencies.

The Comprehensive Financial Policies are available in their entirety on the City Finance Department’s website
at http:/ /www.tucsonaz.gov/finance

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 sources should 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
ptior yeats.

Per the adopted Policies, the City of Tucson should always adopt a legally balanced budget and should strive
to adopt a structurally balanced budget while considering the long-term impact on the City’s financial health.
In difficult budget times, the City should strive first to maintain balanced operating budgets and then to
achieve a structurally balanced budget as quickly as possible.

Operating Management Policies

® Department directors are expected to manage their areas with the overall financial health of the City in
mind and to look for effective and efficient ways to deliver quality services to our citizens while
meeting the goals of the city council.

= All personnel requests must be fully justified to show that they will either meet new program purposes
or maintain or enhance service delivery.

" Revenue projections will be based on historical trends by developing base lines for ongoing types of
revenues. Conservative but realistic revenue projections will be prepared to assess the limits of budget
appropriation.

= User fees and charges, which are approved by the city council, will be periodically analyzed and updated
to ensure sufficient cost recovery.

* Development fees will be reviewed each year and adjusted if necessary.
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FINANCIAL POLICIES and PRACTICES

® Hach department will create performance measurements to make sure the goals and objectives of the
department are obtained in an efficient and effective manner.

= Investments of cash funds will be maintained in accordance with the City Charter and State Statutes.

® The City will pursue outstanding collections through revenue collectors and perform audits on
businesses to ensure compliance with the City Tax Code.

Capital Management Policy

The purpose of the Capital Improvement Program (CIP) is to systematically plan, schedule, and finance
capital projects to ensure cost-effectiveness as well as conformance to established policies.

* The City will develop, maintain and revise when necessary a continuing CIP.

® The CIP must include a list of proposed capital improvements with cost estimates, funding sources,
time schedules for each improvement and estimated operating and maintenance costs.

= The CIP will cover a five-year planning hotizon, identifying infrastructure and facility projects along
with the funding sources available for projected expenditures.

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.

General Accounting Policies

® The City complies with Generally Accepted Accounting Principles (GAAP) and Governmental
Accounting Standards Board (GASB) statements in accounting for and presenting financial
information.

® The modified accrual basis of accounting is used for all governmental fund types, while other fund
types including enterprise funds comply with the full accrual basis of accounting,

* An annual audit is performed by an independent public accounting firm. The audit opinion is included
in the city’s Comprehensive Annual Financial Report (CAFR).

® The City’s CAFR will be submitted to the Government Finance Officers Association (GFOA)
Certification of Achievement for Excellence in Financial Reporting Program.

* Financial systems will be maintained to monitor revenues and expenditures.

Budgetary Policies

The basis of budgeting is best described as a modified cash basis, because funds are budgeted in the year
expended. As a result, revenues that may be received in a prior year are budgeted in the year that they will be
expended. A good example is bond funds, which are sold and received in the fiscal year prior to the fiscal year
that they are budgeted and expended.

® The budget will be prepared using the best practices and procedures set out by the GFOA and the
GASB.

® The budget will be prepared in accordance with the policies and priorities of the Mayor and Council,
including the City’s Comprehensive Financial Policies and approved strategic plan.

* The budget will reflect the needs being met, services provided, resources used, and sources of funds.

= Annually, the Mayor and Council is to adopt a balanced budget on or before the third Monday in June
preceding the beginning of the fiscal year, which sets out that yeat’s revenues and appropriations for
each program and item of expenditures.

® The City will adopt a balanced budget without using non-recurring funding sources to defray recurring
expenditures.

B-2



FINANCIAL POLICIES and PRACTICES

= Consistent with the annual budget process, a five-year capital improvement program will be approved.

® The adopted annual budget is the basis for the implementation, control, and management of that yeat’s
programs and use of funds.

® The City’s budget will be submitted to the GFOA Distinguished Budget Presentation Program.

Fund Balance Policy

An important component of good fiscal practice for any organization is to have a policy on the amount of
reserves to be maintained, the purposes for which their use is allowed, and the manner in which reserves are
restored after use. Fund balance is an important indicator of the City’s financial position.

Fund Balance is comprised of Non-spendable, Restricted, Committed, Assigned, or Unassigned components.
This policy refers to unrestricted fund balance which would include the latter three fund balance components:
Committed, Assigned, or Unassigned.

The City of Tucson’s General Fund unrestricted fund balances will be maintained to provide the City with
sufficient working capital and a comfortable margin of safety to address emergencies and unexpected declines
in revenue without borrowing. This is needed to maintain the City’s creditworthiness and to adequately
provide for economic and legislative uncertainties, cash flow needs and contingencies.

Committed Fund Balance

= Mayor and Council action is required to “commit” and “uncommit” funds for a specific purpose.

" The City will maintain a stabilization fund or “rainy day fund” as a committed fund balance in the
General Fund of ten percent (10%) of General Fund revenues. The City is currently not in conformity
with this goal but will strive to achieve it within five years.

® The stabilization fund may only be used if specific action is taken by Mayor and Council after the
unassigned/contingency fund balance is depleted. The stabilization fund will be funded from balances
that have remained unspent in assigned fund balance after one fiscal year.

® In the event the stabilization fund must be used to provide for temporary funding, the City must
restore it to the ten percent level over a period not to exceed five fiscal years following the fiscal year in
which the event occurred. If the depletion of the stabilization fund was a result of an ongoing
economic downturn, the City’s goal is to restore the fund balance within five years of revenue
stabilization.

Assigned Fund Balance

* The Chief Financial Officer/Finance Director will approve any designation to “assigned” fund balance
as deemed appropriate for potential future needs. Typically, the year-end assigned fund balance
represents those fund balance monies budgeted for use in the following fiscal year or for known
expenditures in the future.

= If fund balance is assigned, Mayor and Council will be informed within 180 days after the June 30t
fiscal year-end.

Unassigned Fund Balance
= A target of a minimum of seven percent (7%) of General Fund revenues will be
“unassigned/contingency”, with the intention to provide additional stability to the General Fund

recognizing the cyclical nature of the economy and the volatility of the major revenue sources of the

City.
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* Funds in excess of the seven percent target will be retained in the unassigned General Fund balance,
and may be considered to supplement “pay as you go” capital outlay expenditures, or may be used to
prepay existing City debt.

® These funds may not be used to establish or support costs that are recurring in nature.

Investment Policy

The Tucson City Charter and State Statutes authorize the City to invest in obligations of the U.S.
government, its agencies and instrumentalities, money market funds consisting of the above, repurchase
agreements, bank certificates of deposit, commercial paper rated A-1/P-1, corporate bonds and notes rated
AAA or AA, and the State of Arizona Local Government Investment Pool. Investment maturities shall be
scheduled to enable the City to meet all operating requirements which might be reasonably anticipated.
Surplus and idle money related to the day-to-day operation of the City may be invested in authorized
investments with a final maturity not exceeding five years from the date of investment.

Comparison to the Basis of Accounting for the Comprehensive Annual Financial Report (CAFR)

® The structure of City funds is generally the same in the budget and the CAFR. However, because the
CAFR uses either a modified accrual or full accrual basis of accounting, there are differences in how
revenues and expenses are treated in specific areas.

" Where the General Fund contributes to a special revenue fund, those special revenue funds do not
carry an unreserved fund balance because only the amount of General Fund required to cover
expenses and obligations are transferred. This treatment is essentially the same in both the budget and
the CAFR.

® The budget matches revenues to expenditures in the year expensed for funds other than the General
Fund. This may result in differences with the CAFR where a revenue may be received prior to the start
of the fiscal year, such as is the case with bond funds and other financing, while the CAFR would
report the proceeds in the year received.

® The budget does not record expenditures such as depreciation that are accrued under Generally
Accepted Accounting Principles.
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DEBT MANAGEMENT POLICY

This policy is a component of the adopted Comprehensive Financial Policies. It has been developed to
provide guidelines for the issuance of bonds and other forms of indebtedness to finance necessary land
acquisitions, capital construction, equipment, and other items for the City and post-closing follow-up with
respect to such financings.

The debt policy is to be used in conjunction with the Adopted Budget, the Capital Improvement Program
(CIP) and other financial policies as directed by Mayor and Council. It will assist the City in determining
appropriate uses of debt financing, establish debt management goals, provide guidelines that will result in the
lowest cost of borrowing for each transaction and assist the City in maintaining its current credit ratings,
while assuming a prudent level of financial risk and preserving the City’s flexibility to finance future capital
programs and requirements.

The City of Tucson uses a variety of financing mechanisms to meet the long-term capital needs of the
community. In determining an appropriate indebtedness program for the City, consideration is given to the
following:

= Operating and maintenance costs associated with the Capital Improvement Program
= Federal and state laws and regulations, Tucson City Charter, and the Tucson Code

= Current outstanding debt requirements

= Source of debt repayment consistent with the capital project being financed

= Life of the capital project is equal to or greater than the term of the financing

= Proposed debt will not cause extraordinary tax or fee increases

= Proposed debt will not result in limiting the City’s ability for future indebtedness

In all cases, the City aggressively manages the debt program, with the assistance of a financial advisor and
bond counsel. Restructuring, refinancing, and advance bond refunding are used to limit the City’s debt service
costs and to provide maximum future borrowing flexibility. The City’s debt program includes the following
financing mechanisms.

General Obligation Bonds

Bond proceeds are used to finance capital projects for police, fire, parks and recreation, drainage, and other
purposes. State law limits the amount of general obligation bonds that may be outstanding to 20% of assessed
valuation for utility, open space, public safety, and transportation purposes and 6% of assessed valuation for
all other purposes.

General obligation (GO) bonds are backed by the full-faith and credit of the City and are secured by
secondary property tax. The Tucson City Charter currently sets an upper primary and secondaty property tax
limit of $1.75 per $100 of assessed valuation as a condition upon the City’s continuing ability to impose and
collect transaction privilege taxes. Therefore, state laws notwithstanding, the City will not levy a combined
primary and secondary property tax that exceeds $1.75. The City generally issues general obligation bonds
with 20 - 30 year maturities.

Street and Highway Revenue Bonds

Bond proceeds are used to finance street improvement projects as defined by state law. State law limits the
amount of bonds that can be sold. Prior fiscal year highway user revenue receipts, which are used to pay the
bonds, must be equal to at least twice the highest annual debt service requirements for senior lien bonds and
at least one and one-half times for junior lien bonds. Street and highway revenue bonds generally have a 20
year maturity.
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Water Revenue Bonds and Obligations

Bond proceeds are used to finance capital improvements to the water system. By bond covenant, the City is
limited to issuing bonds only if net revenues after operations are equal to at least 120% of the maximum
future annual debt service requirement. To maintain a high credit rating and thus decrease borrowing costs,
the City maintains 150% - 200% debt service coverage. Water revenue bonds and obligations are generally
issued with 20 - 30 year maturities.

Special Assessment Bonds

Bond proceeds are used to finance improvement district projects. These bonds are payable by tax
assessments against the benefiting property owners over a ten-year period.

Water Infrastructure Finance Authority (WIFA) Loans

In 1997, Arizona State Legislation increased the powers of the Wastewater Management Authority created in
1989 and permitted additional types of borrowers to access funds through the establishment of the WIFA. A
part of this legislation provides WIFA the power to issue bonds to provide low interest rate loans to local
governments related to the Clean Water Act. WIFA’s funding source includes both Federal and State sources.
In order to participate in the WIFA loan program, local governments must have existing bond authorization
equal to the loan amount.

Clean Renewable Energy Bonds (CREBs)

In July, 2005, Congtress passed the Energy Tax Incentives Act of 2005 (the “Act”). Among a number of other
tax incentives, the Act permits state and local governments, cooperative electric companies, clean renewable
energy bond lenders and Indian tribal governments to issue CREBs to finance certain renewable energy and
clean coal facilities.

CREBs are a new form of tax credit bond in which interest on the bonds is paid in the form of federal tax
credits by the United States government in lieu of interest paid by the issuer. CREBs, therefore, provide
qualified issuers/qualified borrowers with the ability to borrow at a 0% interest rate. The federal tax benefit to
the holder of a CREB is greater than the benefit derived from tax-exempt municipal bonds in that the tax
credit derived from a CREB can be used to offset on a dollar-for-dollar basis.

The City began issuing CREBs in Fiscal Year 2009 and will continue to use this financing mechanism to fund
the purchase and installation of solar panels for use on city buildings. The bond principal is being repaid from
the electricity savings and rebates from Tucson Electric Power.

Non-Bond Debt: Lease Purchases, Certificates of Participation, and Installment Contract Debt

These financing mechanisms are used when the projects involved are unsuitable for traditional bonding or a
determination is made that alternative financing has advantages over bonding. The debt requirements for
these financing mechanisms are payable from the City’s recurring revenues and are subject to annual
appropriation by the Mayor and Council. To minimize borrowing costs, the City generally purchases
financing insurance and pledges collateral towards the debt repayment. Maturities for these debts range from
1 - 20 years, depending upon the nature of the project being financed.
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SUMMARY OF OUTSTANDING INDEBTEDNESS
As of July 1, 2013

Issue Type Principal Outstanding % of Total

Governmental Activities:

General Obligation Bonds $ 213,450,000 19.38%
Highway Revenue Bonds 108,710,000 9.87%
Certificates of Participation 231,006,000 20.97%
Special Assessment Debt 2,006,000 0.18%
Clean Renewable Energy Bonds 15,178,700 1.38%
Capital Leases 2,340,221 0.21%

572,690,921 51.99%

Business-type Activities:

Water System Revenue Bonds 518,105,181 47.04%
Certificates of Participation 10,714,000 0.97%

528,819,181 48.01%
Total Indebtedness $ 1,101,510,102 100.00%

Bond Sales Forecast

Water System Revenue Obligation Bonds. In Fiscal Year 2014, the Tucson Water Ultility will issue water
system revenue obligation bonds in the amount of $38,000,000 for the acquisition and construction of water
system improvements that are included in the Fiscal Year 2015 capital improvement plan. The repayment of
the principal and interest debt service will come from revenues generated by the water utility rather than from
secondaty property taxes.

2013 Bond Authorization Sales. In November, 2012, the voters approved $100,000,000 of General
Obligation bonds for a five-year program to improve the condition of City streets. The bond funds will be
used to restore, repair, and resurface streets inside Tucson City limits. Each spring $20,000,000 will be issued
for construction the following fiscal year until 2018.

Repayment Impact of Bond Sales

General Obligation Bond Debt Service. General obligation bond debt is paid off from the secondary
property tax rate, which is determined each year by the levy required to meet the annual debt service divided
by the City’s projected secondary assessed valuation. For Fiscal Year 2015, the required levy to cover
outstanding bonds is estimated at $30,622,420, an increase of $2,077,128 from the levy for Fiscal Year 2014.
The Fiscal Year 2015 secondary property rate is estimated at $0.9777 per $100 of assessed valuation, an
increase of $0.0718 from the Fiscal Year 2014 actual rate of $§0.9059. The actual rate for Fiscal Year 2015 may
be higher or lower depending on the final secondary assessed valuation set by Pima County later this summer.

Street and Highway Revenue Bond Debt Service. Street and highway revenue bonds are repaid from
state-shared Highway User Revenue Fund receipts. Repayment from this source in Fiscal Year 2015 will be
$17,509,900.

Enterprise Funds Debt Service. Enterprise Fund revenue bonds and other long-term obligations are
payable solely from fees, charges for services, or rents paid by users of the service provided.
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DEBT SERVICE BY SOURCE OF FUNDS
PRINCIPAL AND INTEREST

FY 2014 FY 2015
General Government Funds'
General Fund $ 24,360,720 26,743,650
ParkWise Fund 1,392,650 1,248,040
General Obligation Bond Debt Fund 28,272,500 29,825,210
Street and Highway Revenue Bond Debt Fund 17,588,650 17,509,900
Special Assessments Fund 521,610 509,320
Total General Government Funds 72,136,130 75,836,120
Internal Service Funds’
Facilities Management Internal Service Fund -0- 655,950
General Service Fund 1,860,700 1,822,500
Total Internal Service Funds 1,860,700 2,478,450
Enterprise Funds’
Environmental Services Fund 617,410 614,430
Tucson Water Utllity Fund 46,985,640 50,806,000
Total Enterprise Funds 47,603,050 51,420,430
Grand Total $ 121,599,880 129,735,000

'General Government Funds debt service payments are budgeted in Non-Departmental, exaept

for ParkWise where its debt service payments are budgeted within its respective department.

* Internal Service and Enterprise Funds debt service payments are budgeted in their respective

departments.
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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

Tucson, like all cities in the State of Arizona, is subject to numerous budgetary and related legal requitements.
Article IX, Section 20(1) of the Atizona 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.

The City’s limitation amount for Fiscal Year 2015 includes three voter-approved increases to the expenditure
base. In November 1981, the voters passed an $800,000 increase and in November 1987, the voters approved
a $40.9 million permanent increase to the base limitation. In the November, 2013 election, the voters
approved an additional $50.0 million permanent increase to the base limitation.

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
secondaty levy may be used only to retire the principal and interest or redemption charges on general
obligation bonded indebtedness.

Primary Property Tax Leyy: There is a strict limitation on how much the City can levy as a primary property tax.
The primary property tax levy is limited to an increase of 2% over the previous year'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 year'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.

The Arizona State law allows cities and towns to include tort claim reimbursements in the primary tax levy.
The property tax revenue represents a reimbursement to the City’s Self-Insurance Fund for the actual cost of
liability claim judgments paid during the prior fiscal year. The City of Tucson includes this reimbursement in
its primary property tax levy.

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 can be adjusted by changes in market value without a cap
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(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 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. 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
ot 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 February
10, 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 are 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 or 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
annual Budget Adoption Resolution defines “purpose” as a series of departments and offices organized into
the following seven program categories:

1. Elected and Officials

2. Public Safety and Justice Services

3. Community Enrichment and Development
4. Public Utilities

5. Support Services

6. Non-Departmental

7. Fiduciary Funds
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The departments within a given program category are held accountable for their budget. Each department and
the Office of Budget and Internal Audit continuously monitor expenditures. Expenditures will be controlled by
an annual budget at the purpose level. The City Council shall establish appropriations through the budget
process. The Council or City Manager may transfer these appropriations as necessary through the budget
amendment process. 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.

Department directors are required to control expenditures to prevent exceeding their departmental
expenditure budget. If budget changes are needed within a department budget, city departments prepare
budget change requests that identify the areas to be increased and decreased. The Budget Office approves
these budget change requests; under special citcumstances 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 approptiation is entered
into the City’s financial management system.

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 1)

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 next fiscal year. This estimate, which is 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)

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 requited 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 XIII,
Section 4)
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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 XIII,
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 X111, 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 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 XIII, Section 6, and Ordinance Number 1142, effective 6-23-48)

City Ordinance Setting the Property 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 XII1, Section 7, and Ordinance Number 1142, effective 6-23-48)
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STATEMENT REQUIRED BY ARIZONA REVISED STATUTES §42-17102

RELATIVE TO PROPERTY TAXATION

PRIMARY AND SECONDARY TAX LEVIES
FISCAL YEARS 2014 AND 2015

FY 2015 FY 2015 FY 2015 Amount of  Percentage
Adopted Actual Maximum Involuntary Tort Total Levy Levy
Propetty FY 2014 FY 2014 Levy Levy Levy Increase/ Increase/
Tax Levy Levy Amount Amount Amount (Decrease) (Decrease)

Primary  $ 16333360 § 16,333,360 $ 13,599,560 ' § 1,374,150 > § 14,973,710
1y

Secondary 28,547,940 28,545,292 30,622,420 0- 30,622,420

$ (1,359,650)  (8.3%)
2,077,128 7.3%

Total $ 44,881,300 § 44,878,652 § 44221980 $ 1,374,150  $ 45,596,130

$ 717,478 1.6%

Amount Percentage
Actual Estimated Rate Rate
Property FY 2014 FY 2015 Increase/ Increase/
Tax Rate Rate’ (Decrease) (Decrease)
Primary $ 0.5245 $ 0.4829 § (0.04106) (4.0%)
Secondary 0.9059 0.9777 0.0718 8%
Total § 14304 § 1.4606  $ 0.0302 2.1%

The primary property tax levy is limited to an increase of two percent over the previous yeat's maximum allowable primary levy

plus an increased dollar amount due to a net gain in property not taxed in the previous year, such as new construction and annexed

property. The primary property tax levy is shown at the estimated maximum amount. The actual maximum amount may be less.

? Increase to the levy rate as reimbursement for Fiscal Year 2013 tort claim payments.

Both rates may differ depending on the final actual assessed valuation for the respective purposes.
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GENERAL FUND

The General Fund is the chief operating fund of a state or local government. All of a government’s activities are
reported in the General Fund unless there is a compelling reason to report an activity in another fund. Compelling
reasons include certain Generally Accepted Accounting Principles requirements, specific legal requirements, or
requirements for financial administration.

The City of Tucson’s recommended General Fund revenues for Fiscal Year 2015 are $475.0 million, an increase of
$7.1 million or 1.5% from the Fiscal Year 2014 adopted budget of $467.9 million.

Use of Money and
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<1% Tax, §192.1,40%
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Revenues, 52./,1% «1%

Primary Property
Tax, 513.6, 3%

CITY BUSINESS PRIVILEGE (SALES) TAX

The Business Privilege Tax is a major source of revenue to the City and accounts for approximately 40.5% of the
anticipated General Fund revenue. The Tucson City Charter authorizes a 2% tax on taxable business activity
transacted within the city limits. The charter exempts food purchased for home consumption, but allows the
taxation of food consumed in restaurants or carried out. The charter further provides that as long as the city sales
tax is imposed, no ad valorem tax shall be imposed on real or personal property within the city in excess of $1.75
per $100 of assessed valuation.

Changes in the availability of this resource greatly impact the ability of the City to provide general government
services. Since Fiscal Year 2010, the City has seen a gradual increase to local sales tax revenue. However, in each
of the last two years, new State laws have been passed that limit what may be taxed in local jurisdictions. Those
limits include disallowing commercial lease sales tax on lease arrangements between businesses that are owned by
at least 80% of the same owners, and changing collection of contracting sales tax to be determined by where
materials are sold rather than where they will be used. Those limits have been estimated to reduce revenues by
$3.6 million per year, but the actual impact is still to be seen.

Additionally, the State of Arizona Legislator passed HB 2111 in 2013 which will shift the collection of Business
Privilege Tax from the City to the State. The effective date of this change is January 1, 2015. The impact of the
change is unknown and has not been included in the proposed revenues for Fiscal Year 2015.
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The following graph illustrates the increase in business privilege tax since Fiscal Year 2011.
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PRIMARY PROPERTY TAX
The City imposes a primary property tax on real and personal property located within the city limits. Revenues
from the primary property tax can be used to pay any expense legally chargeable to the General Fund.

The Arizona State Constitution limits the amount of ad valorem taxes levied by a city to an amount not to exceed
2% greater than the maximum allowable levy in the preceding year. This levy limitation permits additional taxes to
be levied on new or annexed property which may be taxed at the allowable rate computed for property taxed in the
preceding year. Property annexed by November 1 will be taxable in the following year. The Fiscal Year 2015
revenues reflect the 2% allowable increase.

The city also applies a state law that allows an increase to the primary property tax levy by the amount of
involuntary torts or claims that were paid in Fiscal Year 2013. The involuntary tort levy amount is $1,374,150,
which increases the estimated primary tax rate by $0.0443 per $100 of assessed valuation. The additional revenue
from the primary property tax increase will be recognized in the Self-Insurance Internal Service Fund.

The estimated primary property tax, including the amount for the tort levy, for Fiscal Year 2015 is $14,973,710 or
$1.4 million less than the actual levy of $16,333,360 for Fiscal Year 2014. The tax rate for Fiscal Year 2015 will
decrease to $0.4829 per $100 of assessed valuation from $0.5245 for Fiscal Year 2014. In Fiscal Year 2014, the
tort levy amount was $3.2 million, contributing to that yeat’s higher total levy.

Primary Tax Rate and Levy

Net Taxable Value

$ 3,667,565,654

$ 3,422,592,245

$ 3,313,878,996

FY 2011 FY 2012 FY 2013 FY 2014 FY 2015

Actual Actual Actual Actual Recommended
Primary Tax Rate $ 0.3289 $ 0.4297 $ 0.4125 $ 0.5245 $ 0.4829
Primary Tax Levy $ 12,063,167 $ 14,707,820 $ 13,670,900 $ 16,333,360 $ 14,973,710

$ 3,114,079,421

$ 3,100,649,600




GENERAL FUND

PUBLIC UTILITY TAX

The Tucson City Charter authorizes a tax on the gross sales by public utilities and telecommunication providers
that operate without a franchise to consumers within the city limits. The tax is paid monthly on gross income with
a provision allowing credit against the public utility tax for any franchise fees paid to the City. The public utility
tax is in addition to the 2% city sales tax.

Under the terms of voter-approved franchises granted to Tucson Electric Power and Southwest Gas for use of
public rights-of-way, the City collects 2.25% on gross sales of electricity and 3.0% on natural gas consumed within
the city (one-third of Southwest Gas’s payment is set aside for utility relocation reimbursements). Franchise fee
payments received from Tucson Electric Power and Southwest Gas reduces the public utility tax due from them.

Monies received from public utility taxes and utility franchise fees may be used to pay any expense legally
chargeable to the General Fund.

Estimated revenues from public utility taxes for Fiscal Year 2015 total $26.4 million. The forecast assumes an
8.1% increase from Fiscal Year 2014 estimated revenues of $24.4 million. The amount for Fiscal Year 2013
includes a one-time payment of $2.1 million due to findings from a tax audit. Fiscal Year’s 2014 and 2015 include
the impact of eliminating a separate telecommunications license fee from Charges for Services, and collecting the
same amount under Public Utility Tax.

Public Utility Tax
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OTHER LOCAL TAXES

Other local taxes that the City imposes include use, transient occupancy, room, occupational, liquor and excise.
The use tax applies when goods are purchased from a retailer who does not collect sales tax. The Tucson City
Code authorizes a 6% transient occupancy tax on rooms rented for 30 days or less. In addition to the transient
occupancy tax, there is a daily hotel/motel surtax of $2.00 per rented room.

Estimated revenues from other local taxes not including public utility tax for Fiscal Year 2015 total $17.3 million.
The forecast assumes a 5.8% growth from Fiscal Year 2014 estimated revenues of $16.3 million.
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GENERAL FUND

STATE SHARED REVENUES

Cities and towns in Arizona receive a portion of revenues collected by the State of Arizona. The allocations for
these revenues are primarily based on U.S. Census population figures. The three state-shared revenues represent
27.7% of the General Fund budget. Revenues from these sources may be used for any general government activity.

For Fiscal Year 2015, the projected state-shated revenues are $131.5 million, representing a 6.0% increase from the
$124.1 million estimate for Fiscal Year 2014.

State Shared Revenues

(millions)
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LICENSES and PERMITS

Licenses and Permits revenues include revenue from franchise fees, licenses for various business activities, and
permits for signs, alarms and trash hauling. For Fiscal Year 2015, the projected licenses and permits revenues are
$20.5 million, representing a slight increase from the $19.7 million estimate for Fiscal Year 2014. A slight increase is
anticipated from franchise fees and cable-TV license fees.

Licenses and Permits
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GENERAL FUND

FINES and FORFEITURES

This revenue is detived from fines for violations of state statutes and the Tucson City Code, and from forfeitures
collected by the Tucson Police Department and the City Attorney. Fines include driving under the influence and
other criminal misdemeanors, civil traffic violations, and parking violations.

Fines and penalty revenues are accounted for in both the General Fund and the Special Revenue Funds.
Forfeitures, which are accounted for in the General Fund, are restricted for specific law enforcement expenses.

The proposed Fiscal Year 2015 revenues of $14.6 million are projected to decrease $0.1 million from Fiscal Year
2014 estimated revenues of $14.7.

Fines and Forfeitures
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CHARGES for SERVICES

City departments may charge fees for a certain level of cost recovery. The Planning and Development Services
Department charges fees for permits and inspections, project planning and review, and zoning. The Fire
Department charges fees for services provided for emergency medical transport and fire inspections. The Parks
and Recreation Department has fees for admission to the zoo, recreational programs and classes. Included in the
Charges for Services is an administrative charge to the Enterprise Funds and the ParkWise Fund. This charge
covers the cost of General Fund support services provided to the business-type activities of the City.

In Fiscal Year 2015, charges for services are projected to increase approximately $0.2 million from estimated Fiscal
Year 2014. The primary changes in Fiscal Year 2015 are slight increases for vehicle impound fees, reimbursements
for police special duty assighments, a new administrative charge to ParkWise, decreases for permit/inspection fees,
and recreation fee classes.
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The following graph illustrates the City of Tucson Charges for Services over five years.

Charges for Services
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USE of MONEY and PROPERTY

Revenues in this category include payments from the leasing of City property and interest earnings. The Finance
Department invests funds that are available but not needed for immediate disbursement. Fiscal Year 2014 interest
earnings are anticipated to decrease slightly and rental revenues are projected to decline due to leases not being
renewed.

OTHER AGENCIES

Revenues in this category come from Intergovernmental Agreements with other jurisdictions, e.g., Pima County
for animal services fees collected on behalf of the City, contract for fire services with the University of Arizona,
law enforcement training, and dispatch.

NON-GRANT CONTRIBUTIONS

Revenues in this category are from miscellaneous contributions. The major source of revenue in this category is
from a federal subsidy to investors equal to 35% of the interest payable by the issuer of Qualified Energy
Conservation Bonds (QECBs) and Build America Bonds (BABs). The City projects to receive $1.1 million from
the subsidy to offset the debt service interest payments.

MISCELLANEOUS REVENUES

Revenues in this category include the sale of property, recovered expenditures and other miscellaneous funds. The
revenues are projected to increase from Fiscal Year 2014 estimate of $2.2 million to $2.7 million due to the
intention of the City to sell land parcels.
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OTHER FUNDING SOURCES

Other Funding Sources is the category in which current financial resources are reported separately from standard
operating revenues to avoid distorting revenue trends. For Fiscal Year 2015, the other financial resources are in
lieu of taxes and use of fund balance.

Municipal-owned utilities are exempt from property taxes. In order to compensate the City for the lost property
tax revenues, the City imposed a payment in lieu of tax (PILOT) on the Tucson Water Utility Fund which will
bring $1.6 million into the General Fund for Fiscal Year 2015. The Tucson Water Utility did not include the
PILOT within their financial plan. The expense is included in the Water Utility’s proposed budget.

The City receives certain funds which are subject to constraints that are either externally imposed by creditors,
grantors, contributors, or laws or regulations of other governments; or are imposed by law through constitutional
provisions (i.e. state assessment fee, vehicle impoundment fee, special duty). If the City is unable to spend the
restricted funds by fiscal year end, then the remaining funds increase the General Fund’s restricted fund balance.
A department may program to spend the restricted funds in the following fiscal year. The $1.3 million previous
year restricted fund balance will mainly be used to purchase police vehicles.

In Fiscal Year 2014, the City received a settlement arising out of an asbestos damages claim in the amount of $7.8
million. After payment of legal fees, the remaining funds of $5.5 million are available to the City. In keeping with
the City’s Financial Policies of using non-recurring funding sources or one-time monies for one-time expenditures,
$3.5 million will be assigned at the end of Fiscal Year 2014 for the purchase of fire rescue trucks; convention
center repairs; additional police and fire compensation payments for earned leave accrual due to a large number of
retirements within the two departments; software for the City Attorney; continuation of the implementation of the
Enterprise Resource Planning (ERP); and funding support for Access Tucson toward a transition plan.

The Fiscal Year 2015 use of fund balance of $3.1 million will come from savings by holding the line in spending

during Fiscal Year 2014 in order to keep the General Fund Unassigned Fund Balance at the Fiscal Year 2013
amount of $12.8 million by the end of Fiscal Year 2015.
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FINANCIAL RESOURCES
Business Privilege Tax
Primary Property Tax

Other Local Taxes
Public Utility Tax
Use Tax
Transient Occupancy Tax
Room Tax
Liquor Taxes
Pawn Broker Second Hand Dealer
Occupational Taxes
Governmental Property Lease
Excise Tax
Subtotal

State Shared Taxes
State Income Tax
State Sales Tax
Auto Lieu Tax

Subtotal

Licenses and Permits
Utility Franchise Fees
Cable Television Licenses
License Application Fees
Alarm Permit Fee
Telecommunications Licenses and
Franchise Fees
Sign Regulation
Litter Assessment Fees
Miscellaneous Licenses and Permits
Subtotal

ACTUAL ADOPTED  ESTIMATED RECOMMENDED
FY 2013 FY 2014 FY 2014 FY 2015
$ 182,861,378 § 188988400 $ 186,518,610 § 192,114,160
$ 12467667 $ 13,119,610 $ 13,119,610 $ 13,599,560
$ 26,717,576 $ 25013700 § 24419710 $ 26,350,000
4,332,206 4,387,800 2,800,000 3,500,000
9,018,728 9,522,000 9,018,730 9,199,100
3,198,681 3,706,500 3,100,000 3,150,000
749,028 800,000 736,200 750,920
224502 271,400 559,370 559,370
102,558 85,000 98,000 98,390
5,528 5,200 5,200 10,000
$ 44348807 § 43,791,600 $ 40,737210 $ 43,617,780
$ 53945081 $ 57,800,600 $ 58,908,030 $ 63,620,670
42,757,073 44,563,600 45,108,710 47,151,760
19,090,499 19,693,400 20,045,020 20,719,540
$ 115,792,653 $ 122,057,600 $ 124,061,760 $§ 131,491,970
$ 13,663,659 $ 13955000 $ 13,797450 $ 14,073,400
3,430,234 3,470,670 3,434,430 3,503,110
1,996,364 1,750,000 1,730,780 2,215,390
127,766 100,000 125,000 125,000
941,033 1,059,400 20,000 0-
190,002 372,300 350,000 375,000
219,750 200,000 200,000 200,000
48,500 29,780 47,110 39,620
$ 20617308 § 20,937,150 $ 19,704,770 $ 20,531,520
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ACTUAL ADOPTED ESTIMATED RECOMMENDED
FINANCIAL RESOURCES FY 2013 FY 2014 FY 2014 FY 2015
Fines and Forfeitures
City Attorney $ 319,182 § 304,000 $ 539,000 $ 568,000
City Court 10,352,849 10,734,100 11,947,500 11,472,920
Finance 3,780 6,500 4,280 5,500
General Government 54,253 3,000 23,940 20,000
Planning and Development Setrvices 6,057 1,000 5,050 10,000
Tucson Fire 1,324 7,180 1,460 2,500
Tucson Police 1,442,376 2,171,500 2,154,580 2,478,500
Subtotal $ 12,179,821 $ 13,227280 $§ 14,675,810 § 14,557,420
Charges for Services
Administrative Charges to Enterprise $ 10,123,390 $ 11,123390 $ 11,123390 §$ 11,223,390
Funds
City Attorney 11,688 8,000 11,000 11,000
General Government 216,395 159,900 313,230 409,900
Housing and Community Development 139,093 183,000 83,660 23,000
Information Technology 272,165 97,600 154,000 96,000
Parks and Recreation 5,631,206 5,793,390 5,526,390 5,414,820
Planning and Development Services 8,922,243 7,900,700 7,718,200 7,755,000
Public Defender 105,920 100,660 111,720 111,720
Tucson Fire 12,243,072 11,535,320 11,054,600 11,124,600
Tucson Police 4,950,942 4,979,000 5,359,770 5,550,000
Subtotal $ 42,616,114 $§ 41,880,960 $§  41,455960 $ 41,719,430
Use of Money and Property
Rentals and Leases $ 584,584  § 426,640  $ 432,720  $ 268,920
Interest Earnings 230,630 267,810 267,810 256,350
Subtotal $ 815214  § 694,450  $ 700,530  $ 525,270
Other Agencies
Dispatch Services $ 978,523  $ 969,540  $ 992,490  $ 999,300
Pima Animal Care Fees 1,125,878 1,050,000 1,050,000 1,050,000
University of Arizona Fire Service 134,421 134,420 134,420 134,420
Law Enforcement Training 269,505 244,000 242,700 240,000
State Telecommunications 911 Excise Tax 48,540 40,000 48,500 40,000
Subtotal $ 2,556,867  $ 2437960  $ 2468110  $ 2,463,720
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FINANCIAL RESOURCES

Non-Grant Contributions
General Government
Housing and Community Development
Parks and Rectreation
Tucson Police

Subtotal

Miscellaneous Revenues
Sale of Property
Miscellaneous Revenues
Rebates Purchasing Card
Recovered Expenditures

Subtotal

Other Funding Sources
In Lieu of Taxes
Refunding Proceeds
Proceeds from Law Suit
Use of Restricted Fund Balance
Use of Assigned Fund Balance
Use of Fund Balance
Subtotal

Total General Fund

ACTUAL ADOPTED  ESTIMATED RECOMMENDED
FY 2013 FY 2014 FY 2014 FY 2015

$ 1,103,476 $ 1,084,860 $ 1,001,800 $ 1,059,380
27,326 69,300 0- 1,000
234,276 359,160 359,450 359,160
584,477 0- 0- 750,000
$ 1949555 $ 1513320 $ 1361250 § 2,169,540
$ 277271 $ 2263000 $§ 1025950 § 1,728,500
433,513 500,500 297,170 479,500
467,942 400,000 566,550 500,000
401,825 312,140 283,770 32,140
$ 1,580,551 $ 3475640 $ 2,173,440 $ 2,740,140
$ 1,600,000 $ 1,600,000 $ 1,600,000 $ 1,600,000
0- 13,206,000 13,206,000 0-
0- 0- 7,750,000 0-
919,743 946,320 5,123,490 1,282,540
16,375,375 -0- 0- 3,580,000
0- -0- 0- 3,062,950
$ 18895118 $ 15752320 $ 27,679,490 $ 9,525,490
$ 456,681,053 $ 467,876,290 $ 474,656,550 $ 475,056,000




SPECIAL REVENUE FUNDS

Special Revenue Funds are used to account for the proceeds of several revenue sources that are restricted to
expenditures for specified purposes. Included in this category are the Mass Transit Fund, Tucson Convention
Center (TCC) Fund, Highway Revenue User Fund (HURF), ParkWise Fund, Civic Contribution Fund and Federal
and State Grant Funds.

MASS TRANSIT FUND

The Mass Transit Fund records the revenues generated and expenditures made in order to run the public
transportation system for the City. Revenues include passenger revenues; operating assistance from the Regional
Transportation Authority (RTA), Pima County and other local jurisdictions; and other miscellaneous revenues.
The Fiscal Year 2015 passenger revenues of $13.9 million are projected to increase $0.2 million from the Fiscal
Year 2014 estimated of $13.7 million due to an increase in ridership.

Fiscal Year 2015 federal grant revenue of $26.1 million is increasing $7.3 million from the Fiscal Year 2014
estimated of $18.8 million due to reimbursement for the purchase of repla