


























a fairly complex Arizona Department of Transportation formula, based in part on the amount of fuel
purchased in our region. The revenue decreases were initially due to the increased gas pricing resulting in
lower sales. Additional decreases were due to the State shifting revenues ‘off the top’ to fund other public
safety and motor vehicle department needs. The gross highway user revenues received by the State of
Arizona increased by 2.6% in FY 2014 which translated into the local increase noted above. As evidenced by
the increase in BBB taxes and other statistical data, the City remains a popular drive destination from Las
Vegas, Los Angeles, and Phoenix; however this revenue is estimated to recover very slowly and is at continued
risk for future revenue sweeps by the State of Arizona.

Even after the value of new construction is added to the total taxable assessed value, property valuations
decreased for the fourth year in a row by an additional 12.4% for this tax year. Assessed value has decreased
a total of 26.8% from its peak year in FY 2010. Even though the City is statutorily allowed to set a primary
property tax rate that would allow for 2% annual growth in revenue plus the additional revenue generated from
new construction, the Flagstaff City Council has established a policy of flat revenue for existing properties.
When the City doesn’t take advantage of the statutorily allowed 2% annual increase, it does not lose the ability
to take the increase in the future. Two percent is allowed per year and accumulates (e.g. as the increase has
not been taken for three years, the City now has future authority to take a 6% levy increase). The millage rate
for the primary property tax is adjusted annually to generate a levy equal to the prior year, plus new
construction. The millage rate for secondary property taxes remained the same, so as assessed valuation
decreased, the revenue also decreased by 13.4% in comparison to the prior fiscal year.

While revenues fluctuations continue in some areas, the City increased budgeted revenue in FY 2015
(excluding grants and miscellaneous revenue) by 4.0% which reflects increase in local and state revenues. The
City of Flagstaff increased its’ overall staffing count by 2.6 full time equivalencies by adding staff in the
Library, Water, and Tourism. This is the first year the City has increased its’ position count since 2009. Prior
to this, the City experienced staffing reductions totaling 130 full time equivalencies.

LONG-TERM FINANCIAL PLANNING

The City’s responsiveness to emerging economic challenges and its careful long-range planning have been
key factors in Flagstaff’s fiscal health. The City continues to plan in a five to ten year horizon as economic
conditions change.

STRATEGIC FINANCIAL PLAN

Flagstaff’'s financial plan requires many elements working in concert with one another. Some of these financial
plan elements are financial resource planning, multi-year budget planning, strategic capital improvement
project planning, and financial policy impacts all of which are further identified below.

Financial Resource Planning - Strategic financial planning begins with determining the City’s fiscal capacity
based upon long-term financial forecasts of recurring available revenues. Financial forecasts coupled with
financial trend analysis help preserve the fiscal well being of Flagstaff. Strategic financial capacity planning is
a critical element to reach long-term financial stability goals and to determine special financial needs for
critical objectives of the City Council.

The City is also developing policy regarding reserving funding generated from one-time resources to address
aging infrastructure related to streets, facilities, water, wastewater, parks, and fleet.

vii



Multi-Year Budget Planning - Multi-year budget planning encompasses long-range operating expenditure
plans (including the operating impacts of capital projects), which are linked to the community expectations
and broad goals of the City Council. The multi-year approach provides a better opportunity for staff to
change its financial paradigm from what do we need this year to how do we accomplish our service objectives
over-time, given our financial capacity. While the City is required to adopt an annual budget to meet State
statutory requirements, Flagstaff builds a financial plan for the next five years to help anticipate future
impacts and ensure achievement of City objectives within limited or decreasing resources.

Strategic Capital Improvement Project Planning - Flagstaff Capital Improvement Projects are planned for five or
more years and analyzed using City specific prioritization criteria. The operating cost impacts of projects are
also planned and considered in developing future operating budget plans. Projects with significant operating
impacts are carefully timed to avoid contingent liabilities, which future operating resources cannot meet. Pay-
as-you-go funding sources are also conservatively estimated to avoid over-committing to capital construction
using revenues that are not certain. To the extent debt financing is used and/or required, capital project
plans are sized to conform to existing debt management policies.

Financial Policy Planning - The City of Flagstaff financial policies dictate minimum fund balance levels for the
General, Special Revenue, and Enterprise Funds. The General Fund is required to maintain a fund balance of
15% of ongoing revenues and special revenue and enterprise funds are to maintain a 10% fund balance, as
calculated against ongoing revenues. As the recession began, the City Council provided a temporary waiver to
the General Fund balance requirement reducing it from 15% to 12% for FY 2010. This provided approximately
$1.5 million dollars in one-time funding that was spread over three fiscal years: FY’s 2010, 2011, and 2012.
While this eased some of the financial shortfall the City was experiencing, it did contribute toward a structural
deficit as some ongoing services were funded with this one-time money. As part of the FY2013 budget
process, this structural deficit was eliminated and the General Fund balance was restored to 15%. In addition
to restoring fund balance, the City Council also agreed to provide a greater cushion against future recessions
by directing that the General Fund balance increase by 1% per year to 20%. This goal was achieved in just two
years versus the five year plan and the City General Fund balance is budgeted to be 22.3% for FY 2015 and is
maintained at a minimum of 20% over the next five fiscal years.

MAJOR INITIATIVES AND SERVICE EFFORTS AND ACCOMPLISHMENTS

During FY 2014, Flagstaff continued work to maintain basic services while also fulfilling the City Council goals.
These goals provide for strategies that move the community closer to economically viability and sustainable
community objectives. The outcomes of these strategies have been many and in certain cases require
sustained efforts over a period of time.

The following are the Councils FY2014 ten goals and associated accomplishments.

Repair, Replace, and Maintain Streets & Utilities Infrastructure
Completed 13 road projects totaling $15.13 million dollars
Completed 8 waterline and sewer line projects totaling $8.5 million dollars
Completed 9 water and wastewater capital projects totaling $4.3 million dollars
Increased ongoing pavement preservation by $1 million dollars on an ongoing basis
Increased pavement preservation by an additional $1 million dollars on a one-time basis
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Fund Existing, and Consider Expanded Recreational Services
Increased BBB Park maintenance from a level 4 to a level 2
Increased General Fund Park maintenance from a level 4 to a level 3
Added Adult Coed Hockey League, Children’s Health and Wellness Fair, and continued the Dew
Downtown Festival
Developed the Bushmaster Park concept plan and funded $1.1 million in improvements

Address Core Services Maintenance Facility

(Prior activity included the passage of a $14 million dollar bond in 2012 to assist in funding this facility)
Selecting McAllister Ranch as the future location for this facility
Initiated design of the facility
Conducted initial neighborhood outreach regarding the sale of the current location

Complete the Rio de Flag Flood Control Project
The Limited Reevaluation Report (LRR) was completed and submitted to the Army Corps of Engineers
Headquarters for review.
Acquired $1.6 million dollars in federal funding as a result of the 2014 trip to Washington D.C.

Retain, Expand, and Diversify the Economic Base
Increased passenger enplanements to the same volume as when there were two airlines
Added six new and expanding retailers leading to 225 jobs and 70,000 square feet of retail
Added three new non-retail businesses
Northern Arizona Center for Entrepreneurship and Technology (NACET) created 46 high wage/low
impact jobs
Secured site, design, easement approval, and construction funding for the new Arizona Public Service
(APS) substation.

Complete Comprehensive Water Policy
Initiated the Feasibility Study with the Coconino Plateau Water Advisory Council Environmental
Assessment for the pumping of Red Gap Ranch
Initiated water and wastewater master planning efforts
Addressed response strategies for inclement weather conditions

Review Financial Viability of Pensions
City Manager was the driving force and proposed the creation of a joint Pension Reform Task Force
with the Government Financial Officers of Arizona and the Arizona League of Cities and Towns. The
agencies agreed with the concept and created the task force in FY 2014. The Management Services
Director is a member of this committee.

Review all Commissions
In process: Work sessions have been held May 2013, April 2014, and September 2014 to review all
commissions.

Zoning Code Check In and Analysis of the Process and Implementation
Flagstaff voters adopted the Regional Plan in May 2014
Council conducted work sessions on the Zoning Code and evaluated policy and technical elements
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