
September 24, 2012 



 Current focus: 
 Plans for balanced funds throughout the forecast 

 
 Adherence to formal reserve policies in all funds 

 
 Controlled personnel cost growth 

 
 Reduced dependence on debt-financing 

 

Presenter
Presentation Notes
The Long-range Forecast should be used as the starting point for next year’s budget; to ensure that our annual budget fits within a sustainable financial plan.  Only next year’s appropriations will be formally approved in the budget.

We will discuss revised, and in some cases, new fund balance policies when we review the individual funds.  Based on City Council feedback, we will request formal approval of updated fund balance policies for all funds at a regular meeting of the City Council

We raised the issue of personnel cost growth at the December 2010 City Council Budget Workshop and are now at the point to have policy discussions – all four employee bargaining unit MOU’s expire in June 2013 and we need to set the tone 

We are proposing an annual transfer from the GF to a Capital Reserve to pay cash for a portion of our CIP.



 Revenues: 
 Local sales tax  
 Expiration of the temporary sales tax in June 2014 
 Continuing state-shared revenue 
 Mid-year census impact in 2016-17 

 
 Expenditures 
 Personnel cost growth rates 
 Capital Transfers 
 
 

 
 

Presenter
Presentation Notes
Separate “Assumptions” page provided to Councilmembers.



 Transit Fund 
 

 Highway User Revenue Fund (HURF) 
 

 Performing Arts Fund 
 

 General Obligation Debt Service Fund 
 
 

Presenter
Presentation Notes
These are the major SR funds on which policy direction is sought.



07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23
Actual Actual Actual Actual Actual Projected Projected Projected Projected Projected Projected Projected Projected Projected Projected Projected

Total Revenues 43,561 48,854 46,408 48,533 50,219 53,256 51,958 54,927 57,988 60,880 61,665 63,033 64,521 66,038 67,644 70,121

Total Expenditures 44,183 57,581 57,255 51,464 49,810 52,396 53,944 55,068 55,496 57,176 60,155 61,549 62,797 64,127 65,520 66,660

Net Operating Surplus/(Deficit) (622) (8,727) (10,847) (2,931) 409 860 (1,986) (140) 2,492 3,704 1,509 1,484 1,724 1,910 2,124 3,461

Ending Operating Fund Balance 21,407 21,816 22,677 20,691 20,550 23,042 26,746 28,255 29,739 31,463 33,374 35,497 38,958

Percent of Expenditures 42% 44% 43% 38% 37% 42% 47% 47% 48% 50% 52% 54% 58%
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Presenter
Presentation Notes
This model assumes funding the net operating costs of the Modern Streetcar at projected amounts of approximately $2.6M, beginning in FY 17-18 ($1.3 mi in 16-17).  These projected operating costs were provided by Transit staff.

The Marketplace sales tax rebate expires during FY 22-23, with a positive impact of over $1m.

The Transit fund is being managed very well by PW and has seen a major turnaround after the economic downturn:
Early payoff of $48 million in debt and re-financing variable-rate debt to fixed-rate at a much more favorable rate than we anticipated has resulted in a reduction to annual debt service payments of over $1.5 million
Increasing the efficiencies of underutilized routes
Other reductions in operating costs, including position reductions
Improved sales tax projections

The Transit operating fund is stable and has an annual transfer to the Transit CIP Fund built into the budget. (approximately $1million)  There is a growing balance in the Transit CIP Fund, based on projected capital repair & replacement.

No formal fund balance policy;  We recommend a policy of 25%  to 30% of operating revenues as a fund balance in the Transit Operating Fund.  The balance in the Transit CIP Fund should be based on a formal asset replacement schedule, which PW/Transit is constantly monitoring.  (This policy would suggest that there is an additional $7 million in the FB that could be shifted to the Transit Capital Fund or used to pay additional debt early, when it becomes callable)



07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16 16/17
Actual Actual Actual Actual Projected Projected Projected Projected Projected Projected

Total Revenues 12,851 11,169 10,700 11,020 9,831 10,618 10,767 11,054 11,385 10,829 

Total Expenditures 12,551 14,147 13,383 10,800 10,430 8,698 8,943 9,612 9,474 9,737 

Net Operating Surplus/(Deficit) 300 (2,978) (2,683) 220 (598) 1,921 1,824 1,442 1,911 1,092 

Ending Fund Balance 4,521 3,923 5,844 7,668 9,110 11,020 12,112 

0

2,000

4,000

6,000

8,000

10,000

12,000

14,000

16,000

07-08 08-09 09-10 10-11 11-12 12-13 13-14 14-15 15-16 16-17

Revenue Expenditures

($000)

Actual Projected

Presenter
Presentation Notes
$800k increase in funding from  a legislative decision to eliminate transfer to ADOT

Solid Waste pays HURF $350k per year

PW is going to use HURF funds to pay for shorter-life streets projects in the CIP



10/11 11/12 12/13 13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23
Actual Projected Projected Projected Projected Projected Projected Projected Projected Projected Projected Projected Projected

Total Revenues 6,670 6,907 7,087 7,285 7,676 8,117 8,529 8,710 8,898 9,088 5,057 833 847 

Total Expenditures 8,288 8,338 8,515 8,614 8,702 8,807 6,419 6,525 6,601 6,709 3,299 3,377 3,442 

Net Operating Surplus/(Deficit) (1,618) (1,430) (1,429) (1,329) (1,026) (690) 2,109 2,185 2,297 2,379 1,757 (2,545) (2,595)

Ending Fund Balance 4,296 2,866 1,438 109 (917) (1,607) 502 2,688 4,985 7,364 9,122 6,577 3,982 

Fund Balance as a % of Revenue 64.4% 41.5% 20.3% 1.5% -12.0% -19.8% 5.9% 30.9% 56.0% 81.0% 180.4% 790.1% 470.2%
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Presenter
Presentation Notes
Partial bonded debt expiration in 2016; final debt expiration in 2020

Arts tax (.1%) expires in January 2020.

Community Services and the City Manager are exploring operational alternatives

There is no formal fund balance policy for the Performing Arts Fund.  We recommend a fund balance policy of 10% of annual revenue.  Although the fund is currently heavily dependent upon a relatively volatile revenue source (sales tax), performing arts is not as critical a governmental function as water, transit or refuse services.



06/07 07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16 16/17
Actual Actual Actual Actual Actual Projected Projected Projected Projected Projected Projected

Total Revenues 20,210 24,780 27,333 27,776 24,513 24,209 24,914 25,309 25,764 27,853 29,168 

Total Expenditures 17,498 18,523 19,315 21,917 28,013 23,848 23,756 25,419 26,553 29,382 30,294 

Net Operating Surplus/(Deficit) 2,713 6,257 8,018 5,859 (3,501) 361 1,158 (110) (789) (1,529)

34,718 35,127 36,285 36,175 35,386 33,857 

15.6% 16.4% 16.5% 17.1% 15.3% 15.5% 15.6%

Estimated Ending Fund Balance

Debt Service Reserve % of Total Outstanding Property Tax 
Supported Debt
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Presenter
Presentation Notes
The fund is more pure now:
We have eliminated the $2.77 million annual transfer from HURF to the DS Fund and worked with PW to use that funding for streets projects in CIP.

Cash for a $5million America West development payment was funded by previous cash contributions to the DS Fund

There are planned early repayments of debt to bring the fund balance down between 4% and 8%, which is the Council-adopted FB policy.  The timing is dependent upon next year’s assessed values from the county, which could impact bonding capacity.



 Water/Wastewater Fund 
 

 Solid Waste Fund 
 

 Golf Fund 



07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16 16/17
Actual Actual Actual Actual Actual Projected Projected Projected Projected Projected

Total Revenues 53,287 54,698 61,781 70,998 74,931 74,414 79,120 84,267 89,663 95,325 

Total Expenses 58,524 63,113 67,405 67,491 67,338 75,636 80,221 83,533 84,909 88,664 

Net Operating Surplus / (Deficit) (5,237) (8,415) (5,624) 3,507 7,593 (1,223) (1,101) 734 4,754 6,661 

Estimated Ending Fund Balance 39,687 47,280 46,058 44,957 45,691 50,445 57,107 

Fund Balance % of Revenue 55.9% 63.1% 61.9% 56.8% 54.2% 56.3% 59.9%
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Presenter
Presentation Notes
This model includes proposed rate increases that were initially presented to the City Council by PW.

The approved fund balance policy for the Water Utilities Fund is 12months of revenue.  We have worked with PW to propose a revised policy of 25% of annual operating fund revenues + 2% of the gross book value of Water/wastewater fixed assets; not to exceed 50% of annual operating revenues (This policy would create a current range of approximately 40% to 50% of revenues).

Don and Don will be back to the City Council in October with revised rate proposals, based on the new FB policy

 



07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16 16/17
Actual Actual Actual Actual Actual Projected Projected Projected Projected Projected

Total Revenues 14,993 15,440 15,275 15,416 14,927 14,783 14,808 14,831 14,851 14,870 

Total Expenses 16,412 14,607 14,812 13,832 14,314 15,739 16,397 17,106 17,550 17,511 

Net Operating Surplus/(Deficit) (1,419) 833 463 1,584 614 (956) (1,589) (2,275) (2,698) (2,640)

Ending Fund Balance 6,847 7,461 6,505 4,916 2,641 (58) (2,698)

Fund Balance as a % of Revenue 44% 50% 44% 33% 18% 0% -18%
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Presenter
Presentation Notes
PW has a WIG to reduce deficit to $800k by June 2014

No anticipated growth in customer base

Current FB Policy:  10% of annual revenue
Proposed FB Policy:  15% of annual revenue
Stable revenue source/customer base
Provide rate stabilizing buffer





07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16 16/17
Actual Actual Actual Actual Actual Projected Projected Projected Projected Projected

Total Revenues 2,064 1,885 1,578 1,833 2,420 2,431 2,616 2,813 2,862 2,976 

Total Expenses 2,078 2,175 2,027 1,765 2,580 2,478 2,562 2,689 2,783 2,807 

Net Operating Surplus/(Deficit) (15) (291) (449) 68 (160) (47) 54 125 79 169 

Ending Fund Balance (325) (486) (533) (479) (354) (276) (107)

Fund Balance as % of Revenue -18% -20% -22% -18% -13% -10% -4%
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Presenter
Presentation Notes
Projected growth in revenue based on PW model; not economic growth models

Current FB Policy: 15% of annual revenue
Proposed FB Policy: Retain current policy of 15% of revenue
Cash flow variance due to seasonal nature of the enterprise



FY 10/11 FY 11/12 FY 12/13 FY 13/14 FY 14/15 FY 15/16 FY 16/17
($000) Actual Actual Projected Projected Projected Projected Projected
Revenues 160,361          163,462          170,121          175,693          172,737        181,776       183,870       
Expenditures 148,947          156,211          170,334          176,490          185,094        192,061       198,526       
Surplus (Deficit) 11,414            7,251              (213)                (797)                (12,357)         (10,285)        (14,655)        
Fund Balance 41,884            49,134            48,922            48,125            35,768          25,483         10,828         
% of Revenue 26% 30% 29% 27% 21% 14% 6%
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Presenter
Presentation Notes
Impacts of changes since last forecast:
Local sales tax projections
State-shared revenue
FY2011-12 budget to actual
FY2012-13 budget-balancing measures
Full OPEB Funding
Revamped retiree health care
Projected impact of the temporary sales tax expiration
Mid-year census impact on state-shared revenue in 2016

Discuss assumptions built into personnel costs (fairly conservative assumptions that could be understated, depending upon policy decisions)

Discussion of structural deficit that was not resolved in 2010-11, when 72 positions were in the $8 million “yellow Zone”

Actions taken thus far, combined with slightly better revenue projections, have reduced last year’s projected structural deficit from $20m to $14.6m







FY 10/11 FY 11/12 FY 12/13 FY 13/14 FY 14/15 FY 15/16 FY 16/17
($000) Actual Actual Projected Projected Projected Projected Projected
Revenues 160,361          163,462          170,121          175,693          172,737        181,776       183,870       
Expenditures 148,947          156,211          170,334          172,960          177,025        181,253       184,417       
Surplus (Deficit) 11,414            7,251              (213)                2,733              (4,288)           523              (546)             
Proposed Adjustments -2.0% -2.5% -2.5% -2.5%
Fund Balance 41,884            49,134            48,922            51,655            47,367          47,890         47,344         
% of Revenue 26% 30% 29% 29% 27% 26% 26%
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Presenter
Presentation Notes
This chart shows the percentage reductions that would be needed to balance the fund, based on the given assumptions.  It is important to note that the reductions are from projected (increased) costs; not reductions from current spending.

The personnel cost assumptions could be low, depending on the policies that are adopted to restrict cost growth.

Improved revenue forecasts and reductions made for the current FY have reduced the targeted reduction percentages





FY 10/11 FY 11/12 FY 12/13 FY 13/14 FY 14/15 FY 15/16 FY 16/17
($000) Actual Actual Projected Projected Projected Projected Projected
Revenues 160,361          163,462          170,121          175,693          172,737        181,776       183,870       
Expenditures 148,947          156,211          170,334          172,376          175,749        181,034       184,444       
Surplus (Deficit) 11,414            7,251              (213)                3,317              (3,012)           743              (573)             
Personnel Cost Increase per FTE 2.3% 2.5% 2.7% 2.9%
Change in Number of Positions -                  (5)                  (5)                 (15)               
Percentage Adjustments to Non-personnel Costs -1.0% -1.0% -2.0% -2.0%
Fund Balance 41,884            49,134            48,922            52,239            49,227          49,970         49,397         
% of Revenue 26% 30% 29% 30% 28% 27% 27%

 120,000

 130,000

 140,000

 150,000

 160,000

 170,000

 180,000

 190,000

FY 11/12 FY 12/13 FY 13/14 FY 14/15 FY 15/16 FY 16/17

Projected Revenues and Expenditures

Revenues Expenditures

($000)

15%

20%

25%

30%

35%

FY 11-12 FY 12-13 FY 13-14 FY 14-15 FY 15-16 FY 16-17

Fund Balance as a Percentage of Revenues

Ta rgeted Unreserved Fund Balance Percent of Revenue

Presenter
Presentation Notes
This chart focuses the required budget adjustments on the 3 areas where cost reductions could take place:
Non-personnel costs
Personnel costs per employee
Number of positions

This is an interactive model that will allow the user to propose various mixes of the three elements.

The restrictions on personnel cost growth that are plugged-in the model represent projected Employee Cost Index (ECI) for State and Local Governments.
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Presenter
Presentation Notes
Discussion of the drivers of “uncontrolled” personnel costs that limit policymakers’ control

2012-13 (current year) 10% increase to personnel costs are the result of the elimination of furloughs, health care cost increases, retirement system contribution incr

The difference between Private and Government personnel cost increases makes sense because in a down economy, private employers reduce output and governments are expected to maintain services
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Presenter
Presentation Notes
Personnel costs have not been controlled well in the past, causing wild fluctuations from year to year.

Discuss the 10% increase to personnel costs in the current FY.

OPEB funding has had a negative affect on personnel costs in the short term, but will prove to be a positive action.

Controlled retiree health care costs have positively impacted the Health Fund budget, which will help avoid future pressure on the GF.





 Increased number of employees 
 

 Merit (step) increases to base salaries 
 

 Inconsistent application of market study 
 

 Unfavorable calculation of 75th percentile 
 

 Healthcare cost increases 
 

 Retirement system contributions 
 

 
 
 

 
 

Presenter
Presentation Notes
No limits have been placed on personnel cost growth in the past and MOU bargaining has not been preceded by direction from the City Council to maintain personnel costs within specific limits.

Application of Market study data – the market study doesn’t really cost anything for non-sworn employees; it just moves the range.  But, for sworn employees, we use the top of the ranges for positions in other cities to increase pay for everybody in the same position in Tempe (whether the other cities are actually paying anybody at the top rate or not).  We also only use base pay for market comparisons and do not include benefits.

75th percentile calculation – to avoid one outlier’s impact; inconsistent application of market study in public safety; lagging application would allow for accurate application of cost limits

To some extent, our current policies for applying market studies and 75th percentile “drive the market.”





 Clear policy direction related to personnel cost 
growth  
 To establish parameters for negotiations with 

employee bargaining units 
 To begin the budgeting process for FY2013-14  



 What additional information is needed in 
order to formulate policy direction? 
 

 When is information needed for bargaining 
unit negotiations? 
 

 What will the impacts be on services and 
employees? 
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