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CITY OF  
TUCSON 
FINANCE DEPARTMENT 
ADMINISTRATION 
 
 
December 5, 2008 
 
Honorable Mayor, Council 
and Citizens of the 
City of Tucson, Arizona: 
 
Formal Transmittal 
 
I am pleased to submit the Comprehensive Annual Financial Report (CAFR) for the City of Tucson, 
Arizona (City) for the fiscal year ended June 30, 2008, as required by Chapter XXIX of the City 
Charter.  The CAFR was prepared in accordance with accounting principles generally accepted in 
the United States of America. 
 
City management is responsible for both the accuracy of the data and the completeness and fairness 
of the presentations, including all disclosures.  To provide a reasonable basis for making these 
representations, the City has established a comprehensive internal control framework that is 
designed both to protect the government’s assets from loss, theft, or misuse and to provide 
reasonable rather than absolute assurance that the financial statements will be free of material 
misstatement.  To the best of our knowledge and belief, the enclosed data is accurate in all material 
respects and are reported in a manner designed to present fairly the financial position and results of 
operations of the various funds and component units of the City.  All disclosures necessary to 
enable the reader to gain an understanding of the City's financial activities have been included. 
 
Management’s Discussion and Analysis (MD&A) beginning on page 3 provides a narrative 
introduction, overview, and analysis of the basic financial statements.  This transmittal letter is 
designed to complement the MD&A and should be read in conjunction with it. 
 
Independent Audits 
 
The City Charter requires an annual independent audit.  The City engaged Heinfeld, Meech, and 
Company, P.C. to express an opinion on the financial statements based on their audit.  The goal of 
the independent audit was to provide reasonable assurance that the financial statements are free of 
material misstatement.  The audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements, assessing the accounting principles used and 
significant estimates made by management, and evaluating the overall financial statement 
presentation.  The independent auditor’s report is presented as the first component of the financial 
section of this report. Heinfeld, Meech, and Company, P.C. also audited the City’s federal financial 
assistance program, complying with the provisions of the Single Audit Act and U.S. Office of 
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Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit 
Organizations. 
 
City Profile 
 
Permanent settlements were built in Tucson nearly 2,000 years ago by the people of the Hohokam 
culture.   More than 300 years after Tucson’s founding as a mission site, the City continues to grow 
and celebrate its diverse cultural influences.  It is second largest city in the State of Arizona and 
largest in Southern Arizona.  It is the home of the University of Arizona and Davis-Monthan Air 
Force Base.  The City was incorporated on February 7, 1887, under the provisions of Article 13, 
Sections 1 through 6 of the Constitution of Arizona and Title 9 of the Arizona Revised Statutes.  
The City operates under a Council-Manager form of government.  All funds and entities related to 
the City are controlled by the Mayor and Council and are included in the basic financial statements.  
These funds and entities provide a full range of services including General Government, Police, 
Fire, Environmental Services, Transportation, Parks and Recreation, Golf, and Water. 
 
A component unit is a separate legal entity that is included in the reporting entity due to the 
significance of its financial or operational relationships with the City.  The City has five discretely 
presented component units:  The Rio Nuevo Multipurpose Facilities District, Silverbell Homes 
Limited Partnership, Posadas Sentinel, L.L.L.P., South Park Development Partners, L.L.L.P., and 
Tucson house Apartments, L.L.L.P. All component units are presented separately from the City in 
the basic financial statements.  Additional information concerning the City’s component units is 
provided in the notes to the basic financial statements. 
 
Budget System and Controls 
 
Tucson, like all cities in the State of Arizona, is subject to numerous budget and related legal 
requirements.  Article IX, Section 20(1) of the Arizona Constitution sets 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.  This limitation is based on the City’s actual expenditures incurred during 
1979-80 adjusted to reflect subsequent inflation and population growth.  On November 8, 2005, city 
voters approved an Alternative Expenditure Limitation (Home Rule Option) that is determined by 
the City’s annual balanced budget, which became effective in fiscal year 2007. 
 
Legal control over the budget derives from state statutes that prohibit the City from exceeding the 
budget by purpose.  The City of Tucson defines “purpose” as a series of departments organized into 
the following six program categories: Elected and Official, Neighborhood Services, Environment 
and Development, Strategic Initiatives, Support Services, and Non-departmental.  The Director of 
Finance and the City Manager approves changes within purpose categories and Mayor and Council 
approves changes between purposes. 
 
Assessing Economic Condition 
 
The economic slow down that began in 2007 for Arizona continued into 2008.  Declines in the 
housing market and consumer spending, job losses, and accelerating inflation deeply affected both 
the State and the Tucson Metropolitan area.  Figures 1 through 4 provide Tucson and State of 
Arizona comparisons of population growth, unemployment, retail sales, and personnel income. 
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AGGREGATE RETAIL SALES
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The decline in the economy had a direct impact on the sales tax collections for the City and the 
City’s portion of State shared taxes.  These revenue sources comprise over 70% of the General Fund 
revenues and were significantly below adopted Fiscal Year 2008 budget levels by a combined $19.7 
million.  Management measures such as holding non-public safety positions vacant, implementing 
purchasing controls, and restricting travel, training and maintenance activities provided savings of 
over $6 million.  These measures, along with using $12.5 million of unreserved fund balance 
allowed the City to end Fiscal Year 2008 in sound financial condition. The City’s 
unreserved/undesignated fund balance accomplished its intended purpose by providing protection 
during the economic downturn, ending the fiscal year at 7% of general fund expenditures.  
 
Long-Term Planning 
 
The City, along with the nation, is in unprecedented economic times.  The City, however, has been 
fortunate compared to many of its peers.  To date, the City has been able to avoid drastic reductions 
in public safety and wide scale layoffs given the basic stability of the local economy anchored by 
Davis Monthan AFB, the University of Arizona, and other typically less recession vulnerable 



 viii

institutions coupled with the foresight of the Mayor and Council through its embracing of the 
financial sustainability plan, which requires growth in revenues to pay for growth in services.   
 
The City has slowly been able to control costs and employ one time, non-recurring fiscal practices 
to assist with covering deficits for fiscal years 2009 and 2010.  For example, the End of Service 
program has provided an avenue for the City to strategically cut and redeploy our human capital.  
Other measures include oversight of department expenditures, program eliminations or major 
reductions, debt restructuring and use of our unreserved/undesignated General Fund Balance.  All of 
the above measures have not been enough to keep expenditures below the escalating fall in our local 
and State shared sales tax revenues. 
 
Fiscal Year 2009 will be the second year in a row that the City has collected less sales tax revenue 
than the previous year.  The Fiscal Year 2009 projected deficit is $50.3 million with an 
unreserved/undesignated General Fund balance projected to be at least if not more than 5% of 
estimated expenditures.  Budget management measures are in process of being implemented to 
address this deficit.  Fiscal Year 2010 projections are equally challenging.  While some of the 
reductions now and in the future will impact service delivery to our citizens, every effort will be 
made to minimize this impact.  Revenues will continue to be monitored monthly and strategies 
implemented to cover any future deficits. 
 
As an indication of the City’s long term financial stability, a Standard & Poor’s Ratings Direct 
Summary, Tucson, Arizona; Appropriations; General Obligation states: “The City of Tucson’s 
management practices are considered to be ‘strong’ under Standard & Poor’s Financial 
Management Assessment (FMA).  A FMA of ‘strong’ indicates practices are strong, well 
embedded, and likely sustainable.  An FMA measures city management’s policies and procedures 
used as it oversees day-to-day operations.  The city does have some comprehensive debt policies 
beyond the state limits, including types of debt to be issued and maturity.  Other management 
policies are strong, including an annually updated five-year capital improvement plan with 
identified funding.  There are also five-year financial projections that incorporate information from 
outside sources including the University of Arizona.  The budget and the city’s investments are 
reviewed at least quarterly.  Lastly, the recent adoption of a 10-year Financial Sustainability Plan 
combines many of the planning tools into one document to address major needs of the city, thereby 
providing additional tools to manage operations.” 
 
Major Initiatives 
 
Even with no service increases or employee raises, the City maintained its Financial Sustainability 
Plan initiatives to support City priorities, particularly public safety.  Public safety has been allocated 
a larger percentage of General Purpose Funds each year and now represents about 50% of the 
budget.  Technology innovations such as online auctions, e-Tickets, and Voice over Internet 
Protocol are saving money and improving revenues.   
 
City Policies 
 
Unreserved/Undesignated Reserve: The Mayor and Council’s policy is to maintain an 
unreserved/undesignated fund balance at 10% of General Fund expenditures.   
 
Financial Sustainability Plan: The Mayor and Council approved long-term financial sustainability 
plan provides a strategic framework and clear benchmarks for addressing future service needs.  The 
plan incorporates the City’s strategic priorities, as well as input from citizens and other planning 
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