








Capital Budget Highlights

The Capital Budget for FY 2009-10 largely consists of projects that are ongoing in nature. Due to the impact of the
economy on future revenue sources, the five-year CIP contains very few new projects. Instances of new project
funding occur primarily in programs with a specialized funding source. The following are some highlights of the
Capital Budget:

= New and continued funding for the Transit program ($9.8 million) including federal grants for the upgrade
and expansion of the East Valley Bus Operations facility ($6.5 million)

= Continued funding for Water projects ($31.4 million) including General Obligation bonds for water treatment
upgrades at the Johnny G. Martinez Water Treatment Plant ($12 million), and enhancements to the South
Tempe Water Treatment Plant ($7.3 million)

= Continued funding for Wastewater projects ($13.4 million) including General Obligation bonds for ongoing
modifications to the 91% Avenue Wastewater Treatment Plant ($12.5 million)

= Continued funding for Transportation Improvements ($12 million) including General Obligation bonds for
arterial and residential street surface treatments ($3.7 million)

= Continued funding for Parks and Recreation Improvements ($8.9 million) including General Obligation
bonds for park renovation and restoration ($6.3 million)

= Continued funding for Fire projects ($8.9 million) including General Obligation bonds for a new Support
Services facility ($7.7 million)

= Continued General Obligation bond funding for the Tempe Public Library renovation ($3.5 million)

= New outside revenue funding for the Tempe Town Lake rubber dam replacement ($3 million)

Income/Outgo

The following pie charts represent the City’s income and outgo. Revenues are grouped by major category, while
expenditures 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 sources, representing 31% of the FY 2009-
10 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

Intergovernmental 23%

Local Taxes 35%

User Charges 16%

All Others 11% Bonds 15%

Where the Money Goes by Type of Program

Public Safety 24%

Environmental 27% Transportation 21%

Community Services 12%
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Where the Money Goes by Line Item Category

,,,,,, Supplies/Services 25%

Personal Services 37%

..... Capital Projects 19%

Capital Outlay Equipment 2% .3 “(“‘ .............. Debt Service 19%
Other 4% r-r-—mm-mes

The pie charts show a breakdown of City expenditures and where the money is spent by program. Environmental
and Public Safety represent the greatest areas of program appropriation, accounting for 51% of the total financial
program in 2009-10.

The final chart depicts appropriations by expenditure type. Personal Services (salaries, wages and benefits) and
Supplies/Services represent the largest portions of the total financial program.

FINANCIAL ASSESSMENT

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

Long-Range Financial Capacity Study

To provide a framework for gauging the financial sustainability of resource allocation decisions, five year financial
plans are generated for each of the City’s operating funds on an annual basis. Each forecast is produced from a
baseline perspective that portrays the projected operating margin for each fund assuming current service levels.
Assumptions about future revenue and expenditure growth variables are researched from external and internal
sources and incorporated into the forecast models. The resulting models provide a five-year projection of the
ending balance for each fund, which in conjunction with the relevant fund balance policy, provides a starting point
for operating budget development.

Fund Balances

One measure of a city’s financial strength is the Unreserved General Fund Balance

level of its fund balances. The City’s estimated

unreserved fund balance in the General Fund will Millions ($) Percent
approximate $56 million as of June 30, 2009. The &0 -
increase from 2008 to 2009 is due to the

consolidation of unreserved and reserved funds. 50

This balance represents 34% of FY 2008-09 total

General Fund revenue. Our recommended
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ranges between 20-30% of General Fund revenue.

The City’s Water/Wastewater fund has a fund 30

balance of $44.2 million, while the remaining

Enterprise funds (Golf, Solid Waste, and Cemetery 20

programs) will have a combined fund balance of

approximately $3.7 million as of June 30, 2009. 10

Financial Reserves o

Another indicator of a city’s financial strength is the 2004 20068 2007 2008 2009

level of its financial reserves. The City has

established financial reserves to absorb unforeseen - Fund Balance —@@— Fund Balance Coverage

liabilities. The City currently has self-insurance reserves



totaling $8.8 million to protect the City against potential claims. Included in various funds (Water/Wastewater, Rio
Salado and Transit) of the annual operating budget and financed from current revenues is $1.5 million of
contingency funding for unanticipated emergencies. The General Fund’s contingency appropriation is suspended
due to the downturn in the economy.

Debt Management Plan

In addition to the management of existing debt and associated reserves, the City also forecasts future debt within a
framework of policy priorities and financial capacity. Current and anticipated capital improvement objectives,
available operating revenue, tax base fluctuations, and reserve levels are all evaluated on an ongoing basis to
estimate the extent to which the City may issue additional tax supported debt. This active debt management aids in
the development of a sustainable debt portfolio and is a key financial practice contributing to the maintenance of the
City’s favorable bond ratings.

Bond Ratings

The City’s bond ratings are further evidence of its financial Bond Ratings
strength. Tempe’s general obligation bonds are currently

rated AAA by Fitch and Standard & Poor’s and Aal by

Moody’s. Having solid financial policies, prudent financial Standard & Poor’s AAA
management practices and strong financial reserves are
principle reasons for these excellent bond ratings. These Moodys Aal

high ratings translate directly into lower interest rates on the _
City’s debt.

Development Activity

The city of Tempe is near the center of the Phoenix-Mesa metropolitan area. As such, the city shares boundaries
with four other cities, which limits geographical expansion. As a 'land-locked’ city, Tempe’s development profile is
different from its neighbors. Higher density and in-fill development/redevelopment is predominant. As a result,
Tempe didn’t experience as large an increase in single family housing valuations during the recent housing boom as
did some parts of the metropolitan area.

Conversely, Tempe has not experienced as drastic a valuation decline in the ensuing regional housing market
crash. Since the peak in the second quarter of 2006, median existing home prices have declined by 47% in
Maricopa County, while the decrease in Tempe was 34% during the same period, according to data from the
Arizona State University Realty Studies.

Tempe also compares favorably with neighboring cities in terms of overall economic development. The industrial/
flex property vacancy rate in Tempe for the prior fiscal year was 11%, compared to a valley-wide rate of 14%.
Similarly, office vacancies for Tempe were 17%, compared to 20% for the valley. Finally retail vacancies were 9%
and 11% for Tempe and the valley, respectively.

Significant new private construction projects that were completed in the past fiscal year include:

= Aloft hotel next to Tempe Town Lake, with 100 new hotel rooms

= Lakes Towne Center in central Tempe, with over 200,000 square feet of new retail space including a
Lowe’s home improvement store

= The Enclave on Priest, with 112,000 square feet of new office space

= CVS pharmacy in the downtown area

City staff facilitated the retention/expansion of over 10 businesses which employ over 500 people and are a vital
part to the local economy. In addition, staff facilitated the addition of 15 new businesses, including health care
providers, engineering firms, telecommunication providers, and business services firms. These new business
helped add over 1,000 new jobs and $20 million in capital investment to the local economy.

MAJOR POLICY CONSIDERATIONS

Appropriation choices were made within the context of the City’s Strategic Issues, Council Budget Policy Direction
and long-range financial plans.



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 and
community committees as follows:

Community Sustainability

Education Partnerships

Housing

Mill and Lake District

Neighborhood Parks Rehabilitation and Maintenance
Quality of Life

Sports, Recreation, Arts and Cultural Development
Technology, Economic and Community Development
Transportation

The goal of each committee is to delineate long-range goals, formulate a cohesive strategy for each of the defined
areas, 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.

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

Avoid layoffs

Maintain existing service levels to the extent possible
Manage financial reserves at sustainable levels
Maximize organizational efficiencies

Adjust fees to recover City costs

CONCLUSION

Though the economy is currently experiencing financial challenges, we expect conditions to improve over the long-
term. Through sound management of current resources and 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
financial position by maintaining sufficient 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,

7%

Charles W. Meyer
City Manager



TEMPE COMMUNITY PROFILE

Where is Tempe, Arizona?

Date of Incorporation - November 26, 1894
Date Charter Adopted - October 19, 1964
Form of Government - Council - Manager

A Brief History of Tempe

Following the establishment of Fort McDowell on the
eastern edge of central Arizona’s Salt River Valley in
1865, enterprising farmers moved into the area. They
dug out the irrigation canals left by the prehistoric
Hohokam people and built new ones to carry Salt River
water to their fields. Valley farms soon supplied food to
Arizona’s military posts and mining towns.

The first settlers to move to the Tempe area, south of
the Salt River and east of Phoenix, were Hispanic
families from southern Arizona. They helped construct
the first two irrigation canals, the Kirkland-McKinney
Ditch and the San Francisco Canal, and started small
farms to the east and west of a large butte (Tempe
Butte). In 1872, some of these Mexican settlers
founded a town called San Pablo east of Tempe Butte.

Another settlement, known as Hayden'’s Ferry,
developed west of Tempe Butte. Charles Trumbull
Hayden, owner of a mercantile and freighting business
in Tucson, homesteaded this location in 1870. Within a
few years, he had built a store and flourmill,
warehouses and blacksmith shops, and a ferry. This
community became the trade center for the south side
of the Salt River Valley.

Both settlements grew quickly and soon formed one
community. The town was named Tempe in 1879.
“Lord” Darrell Duppa, an Englishman who helped
establish Phoenix, is credited with suggesting the
name. The sight of the butte and the wide river, and
the nearby expanse of green fields, reminded him of
the Vale of Tempe in ancient Greece.

As more farmers came to settle in the Valley and
started raising alfalfa and grains for feeding livestock,
the Tempe Irrigating Canal Company provided all of
necessary water. With a network of canals that
extended several miles south of the river, irrigation
water was carried to more than 20,000 acres of prime
farmland. Crops of wheat, barley, and oats ensured a
steady business for the Hayden Mill. The milled flour
was hauled to forts and other settlements throughout
the territory. By the 1890s, some farmers started
growing new cash crops such as dates and citrus fruits.



In 1885, the Arizona legislature selected Tempe as the
site for the Territorial Normal School, which trained
teachers for Arizona’s schools. Soon, other changes in
Tempe promoted the development of the small farming
community. The Maricopa and Phoenix Railroad, built
in 1887, crossed the Salt River at Tempe, linking the
town to the nation’s growing transportation system.
The Tempe Land and Improvement Company was
formed to sell lots in the booming town. Tempe
became one of the most important business and
shipping centers for the surrounding agricultural area.

The completion of Roosevelt Dam in 1911 guaranteed
enough water to meet the growing needs of Valley
farmers. On his way to dedicate the dam, former
President Theodore Roosevelt applauded the
accomplishments of the people of central Arizona

and predicted that their towns would grow to become
prosperous cities. Less than a year later, Arizona
became the 48th state, and the Salt River Valley was
well on its way to becoming the new population center
of the Southwest.

Tempe was a small agricultural community through
most of its history. After World War 1I, Tempe began
growing at a rapid rate as veterans and others moved
to the city. The last of the local farms quickly
disappeared. Through annexation, the city reached its
current boundaries by 1974. Tempe had grown into a
modern city. The town’s small teachers college had
also grown, and in 1958, the institution became
Arizona State University.

Tempe’s commercial center along Mill Avenue declined
during these years. Prompted by Tempe’s centennial in
1971, Mill Avenue was revitalized into an entertainment
and shopping district that attracts people from
throughout the Valley. Currently, Tempe is the eighth
largest city of the State, with a strong modern economy
based on commerce, tourism, and electronics
manufacturing.

Industry

Government and Organization

The City operates under a council-manager form of
government. The Mayor is elected for four years and
six council members are elected at large on a non-
partisan ballot for staggered four-year terms. The City
Council appoints the City Manager who has full
responsibility for carrying out Council policies and
administering City operations. The City Manager
appoints City department heads as specified in the
City’s Charter.

Job Growth

= Workforce age 16+: 91,300 Tempe residents
= Tempe Management/Executive positions: 36%

Quality of Life

Special Events

More than 150 special events throughout the City
annually. Tempe Music Festival brings a weekend of
world-renowned acts to Tempe Town Lake.

juried outdoor art shows with more than 300 artists and
300,000 art lovers

150,000 people come for football and New Year's Eve
revelry

# of Tempe

Professional, Scientific, and Information Services
Construction
Manufacturing

Retail Trade

Transportation, Warehousing, Utilities and Wholesale

Finance and Insurance, and Real Estate and Rental and Leasing

Education and Health Care
Arts, Tourism and Hospitality
Public Administration

Business Owners

Residents Employed
11,000
6,254
7,536
11,100
6,600
9,000
19,665
17,750
15,750
4,129



state’s largest 10K with 12,000 running along Tempe
Town Lake and Mill Avenue

largest celebration in the state; fireworks over Tempe
Town Lake draw 100,000 plus

Sports

Spring Training Baseball home for Anaheim Angels
Sun Devil Football and other Arizona State University
sports. Minutes away from Phoenix Suns Basketball,
Diamondbacks Baseball, Phoenix Coyotes Hockey and
Cardinals Football, Ironman Arizona, PF Chang Rock-
N-Roll Marathon and many other pro-am sporting
events

50 parks and sports complexes in 40 square miles,
1,550 acres of park and open space.

Papago Park is one of the nation’s largest natural
parks. Town Lake offers five miles of water recreation
and park land in Tempe’s downtown.

Four golf courses, including ASU Karsten, a Pete Dye
championship course

Two municipal golf courses
Rounds of Play:
Ken McDonald 69,996
Rolling Hills 56,513

Entertainment and Culture
concerts, plays, gallery shows and special events

Edna Vihel Cultural Center for community art classes
Tempe Improv for nationally known comedians

offer examples of life in Tempe and around the state
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are among the 30 galleries and museums at ASU

for popular concerts and new music

offers Broadway shows and famous speakers

Shopping

175 shops and restaurants with free live music on
Weekends

historic Mill Avenue offers authentic urban experiences
with shops and restaurants

indoor outlet mall with 175 stores and restaurants,
including IMAX and Gameworks

home furnishings-based retail corridor

Transportation Network

Six freeways connect Tempe including Loop 202, Loop
101, Interstate 10, 1-143, 1-153 and US 60.

More than 1.1 million cars use Tempe's freeways daily
according to the Maricopa Association of
Governments.



Lines run every day, with 15-minute, peak-period
service

Most routes run until 1 a.m. Monday through Saturday,
and until 10 p.m. Sunday bus service connects with
routes in Mesa, Chandler, Scottsdale and Phoenix

Free Orbit system uses mini buses to serve residential
areas and connect them to shopping centers, major
bus routes, schools and businesses

20-mile line connects Tempe to downtown Phoenix and
west Mesa. Light rail bridge over Town Lake displays a
colorful LCD light show when trains cross. Nine Tempe
stops include ASU, business districts, Mill Avenue
District, Tempe Town Lake, Apache Boulevard and
Papago Park Center.

Bus service connects to light rail stations and creates a
seamless valley-wide transit system.

Named a Bicycle Friendly Community by the League of
American Bicyclists. More than 150 miles of bike paths
in Tempe.
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Education

* 7 public high schools
* 4 public middle schools
« 18 public elementary schools

Tempe schools have among the state’s best test scores
Private school opportunities exist with Tempe
Preparatory Academy and a variety of parochial and
charter schools.

Tempe is home to the main campus of Arizona State
University. There are approximately 53,000 students
and 10,336 employees. Bachelors, Masters and Ph.D.
programs available.

Areas of specialty include:

Barrett Honors College, College of Design, College of
Education, Ira A. Fulton School of Engineering, College
of Law, College of Liberal Arts and Sciences, College
of Nursing, College of Public Programs, Division of
Undergraduate Academic Services (DUAS), Herberger
College of Fine Arts, and the W.P. Carey School of
Business.

Population 170,000

With Bachelor’'s Degree or higher 38.4%
With Master’s Degree 17%

Median Age 28.1

Median Income (age 25+) $60,800
Average Home Value $270,000
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