MEMORANDUM

Date: May 19, 2014

To:  The Honorable Chair and Members From: C.H. Huckelberry,
Pima County Board of Supervisors - County AdminW

Re: Budget Facts

Total County Budget

As shown in Figure 1 below, the total County budget has decreased considerably since
2008 from $1.48 billion to $1.18 billion, a reduction of nearly $300 million, or 20 percent.

Figure 1.
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General Fund

The County primary property tax, which is based on the primary assessed value base, has
declined 17 percent since 2010. As shown in Figure 2 below, the primary property tax
levy has declined by $30.4 million over the same four-year period, which is a 10.2 percent
reduction. The primary property tax received in 2010 was nearly $298 million; the amount
to actually be received versus levied in 2014 will be $267 million.
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The fund balance during a similar period has declined from $77 million to $32 million. The
fund balance surplus has been used to balance the budget since 2010, allowing the
property tax reduction over the period from 2010 to 2014.

Figure 2.
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Library District

The library system is funded through the secondary tax base. This tax base has declined
by 25 percent since 2010. The fund balance and tax levy for the Library District are
shown in Figure 3 below.

Figure 3.
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The Library District budget is structurally unbalanced by design in order to draw down the
excessive fund balance of $17 million in 2010 to $4 million in 2014. The tax rate should
be increased $0.06 this year to reduce the structural imbalance. However, it is likely
another $0.04 to $0.06 increase will be necessary in Fiscal Year (FY) 2015/16 to achieve
balance between projected expenditures and revenues.

Flood Control District

The Flood Control District fund balance and levy are shown in Figure 4 below.

Figure 4.
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The property tax levy has been reduced by 26.5 percent from 2010 to 2014 and cannot
be reduced any further. | am recommending a $0.04 increase in the Flood Control District
levy to offset additional operating and maintenance costs of the river park system being
transferred from the Natural Resources, Parks and Recreation Department to the Regional
Flood Control District.

Debt Service

The debt service fund balance and levy are shown in Figure 5 below. The debt service
levy will continue to decrease as more debt is being retired than issued. This allowed the
$0.08 decrease in the debt service property tax levy required to make principle and interest
payments on the County’s General Obligation bond debt.

Figure 5.
Fiscal Year —
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Total County Property Tax Levy

Figure 6 below shows the total combined primary and secondary property tax levies and
fund balances over the period 2010 to 2014. The fund balance has declined from $145
million to $48 million, and the total property tax levy of primary and secondary taxes,
including that anticipated to be collected in 2014, has decreased $47.8 million, or 11.5

percent.
Figure 6.
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Critical Funding Needs to Provide Services Similar to Those Currently Provided

There are a number of key areas that now require additional funding in order to retain the
level of service currently being provided. | have previously provided the Board of
Supervisors with a number of communications regarding these critical areas that require
additional funding. It should be noted that although we forecasted a slight increase in
assessed value or property tax base growth this year, the property tax base continued to
decline to a point where the primary and secondary tax bases are now similar. The
market-driven secondary property tax base has contracted 25 percent, and the primary
Constitutionally-controlled tax base has declined 17 percent.

The following areas require significant funding:

Justice and Law Enforcement

Sheriff's Department, $5.6 million; contracted attorneys for indigent defense, $2
million; and Consolidated Justice Courts building debt repayment, $5 million.

Total Justice and Law Enforcement: $12.6 million; approximately 17 cents.

Employee Benefits and Annualized Salary Increase

Employee benefits that increased this fiscal year and the expected increase in the
next fiscal year is $6.9 million. The cost to annualize the salary increase given
last fiscal year is $2.3 million.

Total Employee Benefits and Annualized Salary Increase: $9.2 million;
approximately 12 cents.

Matching Property Tax Revenues to Receipts

The property tax receipts from the primary property tax levy fell short of the levy by
$4.2 million. Hence, in reality, last year’'s budget, rather than being a projected tax
increase of $1.2 million, was actually another tax decrease of $4.2 million.

Total Revenue Rebuild, $4.2 million, or approximately 6 cents.
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Biennial Election Funding

The County is required by law to pay the cost of conducting elections in the County,
specifically the biennial General Election. This requires significant additional funding
during the actual election cycle. The 2014 General Election, which falls in the FY
2014/15 budget, requires funding at a level of $5.3 million, of which $1.3 million is
received from other jurisdictions. This is a net cost to the County of $4 million, or an
increase of $2.7 million over the base for last year.

Total Additional Cost of General Election: $2.7 million, or approximately 4 cents.

If the Board totals the primary property tax rate increases necessary for only the above
program and expense areas, it totals approximately $28.7 million of the recommended 39-
cent increase.

Alternatives to a Property Tax Increase

An alternative to increasing property taxes is to reduce the budget. Just to balance next
year's budget, an approximate $25 million reduction would be necessary; and no
supplemental funding would be approved. Since the County budget is 70 percent
personnel services or salaries, approximately 400 employees would need to be laid off to
balance the budget without increasing property taxes.

CHH/mjk
c: Martin Willett, Chief Deputy County Administrator

Tom Burke, Director, Finance and Risk Management
Robert Johnson, Budget Manager, Finance and Risk Management



