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GOVERNMENT FINANCE OFFICERS ASSOCIATION
Distinguished
Budget Presentation
Award

PRESENTED TO

City of Tempe

Arizona

Special Performance Measures Recognition

For the Fiscal Year Beginning
July 1, 2007

President

Executive Director

The Government Finance Officers Association of the United States and Canada (GFOA)
presented an Award for Distinguished Budget Presentation to the City of Tempe
for its fiscal year beginning July 1, 2007.

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

The award is valid for a period of one year only. We believe our current budget
continues to conform to program requirements, and we are submitting it to GFOA

to determine its eligibility for another award.
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Mission...

To work with each other and the community to make
Tempe the best place to live, work and play.

We Value...

People

We appreciate the talents of each person and encourage responsible
decision making at the most appropriate level. We recognize the importance
of personal and professional development.

Creativity

We encourage imaginative problem solving, innovation,
resourcefulness and responsible risk taking.

Quality

We provide superior services and are committed to continuous improvement.
We are attentive to the changing needs of the people we serve.

Integrity

We are honest, accountable and trustworthy.

Openness

We are accessible and work as a team by sharing information,
iaeas, resources and responsibility.

Respect

We welcome individual and professional differences and treat
everyone with dignity, courtesy and sensitivity.

Diversity

We promote diversity in the workforce to meet the needs of a diverse
community. We recognize that with diversity comes strength.
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May 31, 2008

To the Honorable Mayor and City Council:

Transmitted herein is the City’s Fiscal Year 2008-09 financial program. The combined operating and
capital budgets included in the financial program total $564 million, which represents a reduction of $3.5
million, or 0.6% from the FY 2007-08 adopted budget. The decrease in the overall budget is attributed to
the sizable reduction in the capital budget. Additional personnel, increasing health insurance costs, public
safety retirement system contribution rates and annual employee step increases are driving the growth in
the operating budget.

The Long-Range Financial Forecast reflected a $12 million deficit in the General Fund for FY 2008-09.
As a result, the Ad Hoc Long-Range Budget and Finance Planning Committee reconvened to address the
immediate and ensuing fiscal years’ estimated deficits. A number of methods were applied to balance
this year’s proposed operating budget, including revenue enhancements, expenditure reductions and a
drawdown of the Rainy Day Reserve.

FINANCIAL PROGRAM SUMMARY

Total Annual Financial Program

Operating Budget $355,286,702 $396,439,483

Capital Improvements $212,706,469 $168,033,325

Total Financial Program $567,993,171 $564,472,808




OPERATING BUDGET

The following table presents a summary breakdown of the operating budget by fund.

Operating Budget Summary

FY 2007-08 FY 2008-09 Percent
Budget Budget Change
General Fund $173,148,855 $186,327,945 7.6%
Transportation 10,297,962 11,119,454 8.0%
Transit 51,893,704 64,370,597 24.0%
Rio Salado 2,078,346 2,467,828 18.7%
Performing Arts 8,598,850 8,965,354 4.3%
CDBG/Section 8 11,016,572 11,026,195 0.1%
Debt Service Fund 17,513,497 23,180,569
Water/Wastewater 63,890,154 71,242,018 11.5%
Solid Waste 14,380,842 15,245,709 6.0%
Golf 2,078,836 2,108,511 1.4%
Cemetery 389,084 385,303 (1.0%)
Total Operating Budget $355,286,702 $396,439,483 11.6%
Capital Improvements 212,706,469 168,033,325 (21.0%)
Total Financial Plan $567,993,171 $564,472,808 (0.6%)

Operating Budget Highlights
Since Personal Services costs comprise 50% of the operating budget, it is not surprising that growth in this category
drives total budget growth.

e Salary Progression (General Fund)
Movement of employees through the established salary ranges ($6.9 million impact to the General Fund)

* Public Safety Retirement
The City’s share of Public Safety Retirement for both the Police and Fire retirement systems increased by 41%
and 34% respectively, ($3.1 million impact to the General Fund)

Other factors contributing to operating budget growth include:

* Midyear Budget Adjustments
Additional Police, Human Resource, Diversity, and Information Technology staffing as part of the Police
Department reorganization ($1.7 million impact to the General Fund) and the addition of a 21 person fire company
to staff Fire Station 7 ($2.1 million impact to the General Fund)

¢ Supplemental Budget Increases
Supplemental increases to the operating budget for expansion of city services primarily in the Police Department,
Community Services, and Community Development ($1.9 million impact to the General Fund)

e Transit Fund
Additional funding for circulator bus routes, fixed route bus service, and light rail operations ($10.8 million impact
to the Transit Fund)

e Water/Wastewater Fund
Funding for increased expenses associated with personnel and other water plant maintenance items ($0.7 million)
and debt service ($5.5 million) 9



CAPITAL BUDGET

The City’s five-year Capital Improvement Program (CIP) covering FY 2008-09 through FY 2012-13 totals $473.4 mil-
lion. The first year of the five-year CIP, which the City incorporates into the annual budget totals $168.0 million for FY
2008-09.

Capital Improvements Program Summary

2008-09 » Total
Funded Additional Needs Five-Year
Program Program 2009-10 2010-11 2011-12 2012-13 Program

Enterprise Program
Water LZYMANI00N $28,344,000 $20,538,400 $17,402,400 $6,365,000 $120,178,800
Wastewater 20,425,000 17,290,950 17,184,250 17,440,000 16,490,000 88,830,200

Golf 50,000 50,000 50,000 50,000 50,000 250,000
Subtotal Enterprise CEHOZH00N 45,684,950 37,772,650 34,892,400 22,905,000 209,259,000
Special Purpose Program

Transit ARG 22,672,688 4,028,200 2,504,343 3,774,000 85,283,737

Rio Salado SHTAPERY 17,184,030 6,870,672 282,080 294,476 30,602,619
Total Special Purpose ClpaeRsrl 39,856,718 10,898,872 2,786,423 4,068,476 115,886,356
General Purpose Program

Storm Drains 250,000 275,000 275,000 300,000 300,000 1,400,000
Police 6,261,249 2,360,800 950,000 950,000 900,000 11,422,049
Fire 5,312,020 8,890,959 7,731,821 500,000 0 22,434,800
Park Improvements 10,138,875 8,744,875 7,412,375 7,876,875 8,172,000 42,345,000

Community Services 5,211,938 4,219,409 532,509 373,467 266,290 10,603,613
Development Services 335,000 115,000 0 0 0 450,000
Information Technology 180,000 348,000 0 0 0 528,000

Community Relations 250,000 250,000 250,000 250,000 250,000 1,250,000
Public Works 1,678,000 882,000 782,000 782,000 782,000 4,906,000
Water Utilities 275,000 275,000 275,000 275,000 275,000 1,375,000
Total General Purpose VAP YN 26,361,043 18,208,705 11,307,342 10,945,290 96,714,462
[Transportation Program
Transportation and R.O.W. 10,236,376 7,087,227 7,748,051 8,463,666 8,864,733 42,400,053
Traffic Signals/Street Lighting 1,625,000 1,753,348 2,286,319 1,575,000 1,921,469 9,161,136
Total Transportation Program 11,861,376 8,840,575 10,034,370 10,038,666 10,786,202 51,561,189
Total General/Transportation CAWEGRIGEN 35,201,618 28,243,075 21,346,008 21,731,492 148,275,651
Subtotal Tax Supported ofofplefetsn 75,058,336 39,141,947 24,132,431 25,799,968 264,162,007

TOTAL PROGRAM CHCEN Rk YN $120,743,286 $76,914,597 $59,024,831 $48,704,968 $473,421,007
As is typical, funding requests exceeded available sources. Funding sources are maximized subject to the con-
straints of the financial policies established by the Council.

Capital Budget Highlights

New and continued funding for the Transit program ($52.3 million) including:

¢ Continued funding for the planning, design and construction of the Central Phoenix and East Valley Light Rail
Transit project ($10.6 million)

e Continued funding for new fixed route and neighborhood circulator City buses ($29.7 million)

* Funding for the construction of the South Tempe Transit Center ($2 million)

3



New and continued funding for Water projects ($47.5 million) including:
e Continued funding for expansion at the Johnny G. Martinez Water Treatment Plant ($30 million)
e Continued funding for City water line replacements and upgrades ($4.4 million)

New and continued funding for Wastewater projects ($20.4 million) including:
e Continued funding for ongoing modifications to the 91 Avenue Wastewater Treatment Plant ($15 million)

New and continued funding for Police projects ($6.3 million) including:

e Continued funding for the Police Radio System Replacement ($3.7 million)

» Funding for new ruggedized laptop computers for Patrol Officers and other field personnel ($1.9 million)
New and continued funding for Transportation Improvements ($10.2 million)

New and continued funding for Park Renovation and Improvements ($10.1 million)

New and continued funding for Fire projects ($5.3 million) including:

e Continued funding for Fire Station 7 ($3.9 million)
e Continued funding for a new Support Services Facility($665,136)

As the graph below depicts, the operating budget represents 70% of the FY 2008-09 total financial program. Depart-
mental budgets make up 76% of the citywide operating budget.

Total Financial Program $564 (in Millions)

“18%
Debt Service

. 76%
Departmental

1%
Contingencies
0%
Operating "~..'. Non-Departmental
Budget 30,
$396 > Federal Grants
70% -

Revenue Considerations
The City will modify revenue as needed in several areas for FY 2008-09.

Utility Rate Reviews

Upon finalizing the FY 2007-08 financial statements, Golf fees will be reviewed to determine if adjustments to the cur-
rent fee structure are required. Council authorized residential rate increases of 5.5% for water and 20.5% for waste-
water services are scheduled for implementation for this upcoming November. Residential solid waste increases of
5% are programmed for November 2008 and then again in November 2009.

Review of Other Fees

In addition to the utility rate reviews, other fees are periodically reviewed. As part of this cycle, fees charged by the
City Court, Development Services, Parks and Recreation, and Community Services Departments will be reviewed for
potential adjustments.



FINANCIAL ASSESSMENT

Tempe has developed and maintained a strong financial position through conservative financial management and
adherence to sound fiscal analysis and policies.

Unreserved General Fund Balances |
One measure of a city’s financial strength is the level of
FU nd Ba|ance its fund balances. The City’s estimated unreserved fund
balance in the General Fund will approximate $45 million
Millions ($) Percent as of June 30, 2008. This balance represents 26% of

A FY 2007-08 total General Fund revenue. Our recom-
mended guideline for General Fund fund balance cover-
50 40 age is a minimum of 25% of General Fund revenue.
The City’s Water/Wastewater fund has a fund balance
a0k of $43.7 million, while the remaining Enterprise funds
30 (Golf, Solid Waste, and Cemetery programs) will have a
combined fund balance of approximately $3.4 million at
30 the end of FY 2007-08.
201 Financial Reserves
Another indicator of a city’s financial strength is the
10k level of its financial reserves. The City has established
financial reserves to absorb unforeseen liabilities. The
B City currently has self-insurance reserves totaling $8.8
0 2004 2005 2006 2007 2008 -0 million to protect the City against potential claims. In-
B oo Balance @— Fund Balance Coverage cluded in various funds (General, Water/Wastewater, Rio
Salado and Transit) of the annual operating budget and
_ financed from current revenues is $2.8 million of contin-
gency funding for unanticipated emergencies. Finally,
the City’s “Rainy Day Reserve” of $8.0 million is available for unexpected emergencies. The Rainy Day Reserve will
be tapped for $2 million this fiscal year to balance the budget.

Bond Ratings
Bond RatlngS The City’s bond ratings are further evidence of its

financial strength. Tempe’s general obligation bonds are

10

Fitch December 2000 currently rated AAA by Fitch and Standard & Poor’s and
Aa1 by Moody’s. Having solid financial policies, prudent
Standard & Poor’s December 2006 AAA financial management practices and strong financial
reserves are principle reasons for these excellent bond
Moody’s April 1997 Aa1 ratings. These high ratings translate directly into lower
interest rates on the City’s debt.
Development Activity

The 2007-2008 fiscal year was marked by the completion of office and industrial development under construction in
the previous fiscal year. Over 0.9 million square feet of office development was delivered to the Tempe market. This
new development facilitated a similar amount of leasing activity and increased the inventory of office space to 13.5
million square feet. The end-of-year office vacancy rate of 11.4% will provide needed space for incoming businesses
and is well below the 16% Valley-wide rate. The delivery of new industrial/flex space was limited. However, leas-
ing activity was strong (1.7 million square feet) and the negative net absorption of 385,833 square feet allowed for a
healthy vacancy rate of 8% (13% Valley-wide) with a total industrial/flex inventory of 36.8 million square feet.

City staff facilitated the location/expansion of 25 businesses. These businesses contributed over $250 million in capi-
tal investment, created over 2,000 jobs and included: biotechnology start-ups, capital equipment manufacturers, large
scale semiconductor facilities and a variety of financial services companies. In addition to major projects, a number
of small-to-medium sized businesses have continued to invest in equipment and tenant improvements.

The retail sector had a dramatic increase in absorption (1.4 million square feet) due to the opening of Tempe Mar-
ketplace. The Emerald Design Center and the pending construction of the Lowe’s project at Baseline and Rural will
provide additional retail opportunities for southern Tempe.



In summary, the delivered industrial, office and retail development contributed greatly to the strength of Tempe’s
economy. The diversity and quality of commercial development scheduled to be delivered next fiscal year will con-
tinue to provide opportunities for new businesses and considerable job growth in the following targeted industries:
financial services/advanced business services, software development, high-tech/next generation electronics, aero-
space, bioscience, corporate/regional headquarters, and advanced materials.

MAJOR POLICY CONSIDERATIONS

Appropriation choices were made within the context of the City’'s Comprehensive Financial Plan, (Debt Management
Plan and Long-Range Financial Capacity Study), Council Budget Policies, and Strategic Issues Work Plan.

Debt Management Plan

The favorable bond ratings are due not only to having solid fund balances and reserves, but also result from adher-
ence to the Debt Management Plan which links our future debt capacity to population, tax base growth, and current
level of general operating revenue. The Capital Improvement Plan lives within the Debt Management Plan’s design
of limiting the issuance of General Governmental tax supported debt, currently averaging $26.4 million per year over
the five year CIP.

Long-Range Financial Capacity Study

The long-range financial plans and forecasts are updated annually in preparation for developing suggested budget
policies for City Council consideration. The long-range forecast projected a deficit in FY 2008-09, largely attributed
to the combination of reduced sales tax revenue collections and increasing personal services (salaries and benefits)
costs.

This long-range forecast does not incorporate the impact to the City’s finances of funding Other Post Employment
Benefits (OPEB), which for Tempe is our retiree health care program. The issue is currently being examined by
an ad hoc committee comprised of management, union representatives and City staff. A resolution of this issue is
expected to be achieved during the year.

A “Comprehensive Financial Plan” Section is included which describes revenues and expenditures, issues, trends,
and resource choices for all funds.

Council Budget Policy Direction
The following budget policy direction is incorporated within the assumptions of the Comprehensive Financial Plan.

e Successful efforts to manage the budget have been directed at reducing expenditures and/or increasing
revenues.

¢ Maintain the City’s strong financial reserve and fund balance program.

¢ Evaluate the revenue structure on a regular basis to ensure that fees are adjusted on a timely basis to reflect
City costs.

* Provide periodic budget reviews to the City Council.

Strategic Issues

The City Council updates its strategic issues, goals and objectives on an annual basis to provide more long-range
focus to resource allocation choices. The strategic issues, goals and objectives are aligned to current Council com-
mittees as follows:

e Social Services and Culture

e Transportation, Housing, and Environment

¢ Finance, Economy, and Veterans’ Affairs

¢ Tourism and Recreation

e Public Safety and Neighborhood Quality of Life

e Education, Technology, and Economic Development
¢ Central City Development Committee of the Whole

The goal of each committee is to delineate long-range goals, formulate a cohesive strategy for each of the defined ar-
eas, and develop action plans to advance the city toward those strategic goals. Where relevant, departmental goals
and objectives are linked to the City Council’s Strategic Issues.



Income/Outgo
The following pie charts portray the City’s income and outgo. Revenues are grouped by major category, while expen-

ditures are shown by program area and by type of expenditure (such as personal services). Local taxes (e.g., city
sales tax and property tax) continue to be the largest City revenue source, representing 29% of the FY 2008-09 total
revenue budget. Other major revenue sources include bond proceeds, user charges (such as water service and solid

waste fees) and intergovernmental revenue.

Where the Money Comes From by Source of Funds

Bonds 17% ---eeeeeouiil
Local Taxes 29%

User Charges 15% .

Intergovernmental 21%

CIP/Other Funding 7% ...

All Other 1%

Where the Money Goes by Type of Program

Development Services 5%

Transportation25% . 4. N @& General Services 11%

.. Community Services 11%

Envi tal 27%
nvironmenta .\ - Public Safety 21%



Where the Money Goes by Line Iltem Category

Personal Services 33% .....4.. B Capital Projects 30%

..... Capital Outlay Equipment 1%

------------ Other 6%
..................... Debt Service 13%

Supplies/Services 17% ..........S

The pie charts show a breakdown of City expenditures and where the money is spent by program. Transportation
and Environmental Health represent the greatest areas of program appropriation, accounting for 52% of the total
financial program in 2008-09.

The final chart portrays budget appropriations by expenditure type. Capital Projects and Personal Services (salaries,
wages and benefits) represent the largest portions of the total financial program.

Conclusion

Though the economy is currently experiencing a slow-down, we expect conditions to improve over the long-term.
Through sound management of current resources and a continued focus on long-range financial planning the city will
adapt to the current situation and be on a strong foundation for the future.

The following proposed budget is committed to Council’s policy of preserving Tempe’s quality of life and solid finan-
cial position by maintaining strong fund balances and reserves, achieving a balanced budget, and making decisions
within the context of our long-range financial capacity study and debt management plan.

With final budget adoption, | want to thank the Mayor and City Council, residents of Tempe and City staff for their time
and effort throughout this budget process.

Respectfully submitted,

74

Charles W. Meyer, City Manager
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