


We will continue to monitor the actions at the state legislature and respond as we have 
better information. On March 24, we will present the City Manager's Trial budget with 
the most up-to-date revenue and expenditure data and details on the latest state budget 
proposals.  
  
Challenges  
Sworn Police and Fire pension costs, as administered by the State Public Safety 
Personnel Retirement System (PSPRS), continue to rise significantly. We are budgeting 
based on a three-year phase-in option for costs attributable to the Fields decision.  
PSPRS costs for the general fund will be $6 million more in 2015-16 and the 2016-17 
increase is estimated to be an additional $25 million. Without the phase-in, the total 
increase to general fund public safety pension costs would be $33 million in 2015-16.  
 
Previously-approved reform to the City-controlled civilian pension system, or COPERS, 
is working to slow civilian pension cost increases significantly, with general fund growth 
of only $1.4 million in 2015-16 and $3 million in 16-17. Projections are that these costs 
begin decreasing in 2018-19.  Further reforms currently being considered will bring 
further relief. 
 
We have significant needs for added police training and equipment, including some 
expansion of the body camera pilot program. We need to continue to modernize our 
equipment, information technology and transportation and storm water infrastructure.  
And there is community desire for other services and increased hiring to fully replace 
attrition in police and fire sworn services. These costs will be assessed carefully in 
relation to other vital services and resources as we identify ways to meet the 
community’s needs.  
 
Looking Forward  
The Five-Year Forecast provides a strategic view of the work we need to focus on 
beyond 2015-16. Over the next year, management will work with the Mayor and City 
Council on strategies to further reduce costs through more efficient ways to deliver 
services.  Among the projects we already have underway are a review of employee and 
retiree health delivery models and automating and consolidating procurement 
processes. 
 
Overall, this status report provides good news about the impact of work done by the 
Mayor & City Council, management and employees to control costs, constantly assess 
our revenue forecasts, take early reduction actions and be vigilant on spending and 
hiring. I look forward to working with you this spring and beyond on a balanced budget 
proposal to achieve Phoenix employees' mission to provide outstanding services at an 
affordable cost. 
 



 

 

CITY COUNCIL REPORT 

TO: Ed Zuercher 

City Manager 

  

FROM: Mario Paniagua 

Budget and Research Director 

   

SUBJECT: PRELIMINARY STATUS OF 2015-16 GENERAL FUND BUDGET AND 
FIVE-YEAR FORECAST 

This report presents the preliminary status for the fiscal year (FY) 2015-16 General 
Fund (GF) budget and five-year GF forecast.   

Based on strong fiscal planning and early actions taken by the Mayor and Council 
throughout FY 2014-15, staff is expecting to present a balanced FY 2015-16 City 
Manager’s Trial Budget in March without any proposed reductions to services.  The 
Phoenix City Charter requires a balanced budget each year.   

It is important to note that a balanced FY 2015-16 budget is based on existing state-
shared revenue models and statutory obligations. The Governor’s proposed FY 2015-16 
State budget would decrease Phoenix revenue and increase City costs, resulting in a 
net deficit of about -$4 million the City would need to solve, if adopted by the State.   

An updated Five-Year Forecast shows that significant continued increases to Public 
Safety pension costs, along with lower State projections for state-shared income tax 
and other revenue decreases, result in further General Fund pressure in FY 2016-17.   

In March, a balanced City Manager’s Trial Budget will be presented for Council and 
Community discussion.  The Preliminary Five-Year Capital Improvement Program (CIP) 
will be presented in early April, and Community Budget Hearings will occur in April. 
 
THE ISSUE 
 
One year ago, a 2015-16 GF deficit was projected at between -$14 million and -$54 
million.  Early actions as outlined in this report have resulted in preliminary projections 
of a balanced budget for FY 2015-16.  Through March when the City Manager’s Trial 
Budget is released, Budget and Research will continue to work with departments to 
further refine estimates to present a balanced budget proposal with no reductions to 
services.  

Recent Budget Actions Have Impact 

The Mayor and City Council have provided valuable leadership and taken necessary 
actions to protect City services within very challenging financial conditions.  In approving 
the current year budget, the Mayor and Council made tough decisions including 
increasing GF revenue by about 1%, and adopting compensation reductions to all 
employees of -1.6% in FY 2014-15, with additional reductions of -0.9% in FY 2015-16.  
Further, in December 2014 the Council approved the elimination of 162 full-time 



 

1 This does not include the impact of the Governor’s proposed FY 2015-16 
State budget, which would reduce state-shared sales tax revenue by about 
$2.6 million.  Nor does it include the Governor’s Budget Office estimates 
additional State collections revenue could increase state-shared revenue to 
Phoenix by $1.8 million. 
2 This does not include the impact of the Governor’s proposed FY 2015-16 
State budget, which would reduce Phoenix user fee revenue by about $2 
million due to the decreased reimbursement rate for ambulance service for 
State AHCCCS patients. 
3 Estimates for beginning balance and transfers/recoveries are not derived 
from annual growth rate projections or broader economic factors. 

General Fund vacant positions, saving the GF nearly $20 million over two fiscal years.  
The Mayor and Council have also led other important fiscal reform measures, including: 

 $97 million in innovation and efficiency savings to date since 2010; 

 elimination of about 100 management positions; a decrease of 22% and a 
significantly higher percentage than position reductions overall; 

 decrease in overtime costs by more than 50%; 

 consistently raising the contingency fund to its highest level in our history; 

 and pension reform measures expected to save more than $833 million over the 
next two decades. 

 
Preliminary Status of 2015-16 General Fund Budget 

Staff currently projects a preliminary balanced budget for the FY 2015-16 General Fund.  
The proactive steps to reduce ongoing costs taken by the Mayor and Council, along 
with City staff continuing to defer and reduce spending wherever possible, have 
eliminated the previously projected funding gap.  
 
2015-16 Resources- The chart below shows the preliminary resources projection:  

GF Resource Category 

2015-16 
Preliminary 

Estimate 
(in millions) 

2015-16 
Preliminary 

Projected Annual 
Growth Rate % 

Local Sales & Excise Taxes      $435 1.3% 

State-Shared Revenue 1      $367  1.7% 

Primary Property Tax      $141 2.0% 

User Fees and Other 2      $120 -1.4% 

Beginning Balance 3     $71 N/A 

Transfers/Recoveries 3     $20 N/A 

Total GF Resources     $1,154 0.4% 

 
 
 
 

 

 

 

 

 

 
It is important to note that the FY 2015-16 estimate is preliminary and may need to be 
revised higher or lower depending on changing economic conditions or updated 
projections.  Any necessary changes will be reported to the City Council. 



 

As compared to previous forecasts, projected FY 2015-16 revenue includes 
adjustments made to account for the reduced estimate in FY 2014-15.  So, although 
revenue is projected to continue to grow slightly in 2015-16, it will be growing from a 
lower base amount.  Also, the projected growth rates in all categories of revenue reflect 
updated forecasts.  Additionally, the remaining portion of the emergency sales tax on 
food will expire effective April 1, 2015. The expiration of the food sales tax accounts for 
a reduction of about $14.5 million of General Fund revenue in FY 2015-16 as compared 
to FY 2014-15.   

Further limiting projected growth in FY 2015-16, the State’s Joint Legislative Budget 
Committee made substantial revisions to projections for State corporate and individual 
income tax, as initially reported to the Council in October 2014.  For FY 2015-16, the 
State’s revised projections reduce the State-shared revenue estimate for Phoenix by 
about $7 million.  The reason for the revised projection was described as the result of 
legislative changes made in 2011 under HB 2001, also known as the “Jobs Bill”, and in 
2013 under SB 1179. The legislative changes include reducing the corporate income 
tax rate from 6.97% to 4.90% over 4 years; increasing the corporate optional sales 
factor for multi-state corporations from 80% to 100%; allowing higher deductions to 529 
college savings plans; and eliminating the requirement that a filer itemize deductions in 
order to claim the working poor tax credit. In reviewing the longer term impact to 
Phoenix, the City’s estimated State-shared income tax was lowered by another $12 
million in FY 2016-17, and by another $21 million in FY 2017-18. 
 
Revenue Forecasting Model- In the fall of 2014, Budget and Research consulted with 
the University of Arizona’s Eller College of Management, Economic and Business 
Research Center (EBRC) to enhance the City’s sales tax revenue forecasting process. 
Dr. George Hammond, EBRC Director, and Dr. Alberta Charney, Senior Research 
Economist, spent several months working with City staff to develop an enhanced 
econometric sales tax forecasting model for all categories of City sales tax.  The EBRC 
leads the State of Arizona Forecasting Project, which provides in-depth economic 
forecast analysis and databases on a subscription basis to businesses, organizations, 
and government via membership.  The additional consulting with Drs. Hammond and 
Charney provided the City with solid, independent economic and statistical expertise 
used to develop a statistically valid forecasting model specifically for the City of 
Phoenix.  The projected growth rates in each category of sales tax for the FY 2015-16 
estimate and five-year forecast are based on projections developed with the enhanced 
econometric forecasting model. 
 
2015-16 Expenditures- The preliminary FY 2015-16 General Fund expenditures are 
projected to be approximately $1.154 billion, which matches the level of currently 
projected resources.  This compares to the adopted GF expenditure budget of $1.149 
billion for FY 2014-15.   
 
The preliminary expenditure estimates may change as cost estimates are further refined 
in the coming months.  Also, when a balanced Trial Budget is presented, staff may 
recommend reductions to the levels of replacement vehicles and/or to next year’s GF 
Contingency growth amount to offset any changes that reflect increased costs or 
decreased revenue.   
 



 

Pension Costs- General Fund pension costs for the civilian City of Phoenix Employee 
Retirement System (COPERS) will increase by about $1.4 million as compared to the 
FY 2014-15 budget.  This reduced rate of growth is a significant change from recent 
years of significantly larger pension costs increases.  The substantial slowdown in the 
rate of pension cost growth can be attributed to pension reform measures taken by the 
Mayor and Council and approved by Phoenix voters in recent years.   
 
However, the costs of sworn Police and Fire pensions in the State of Arizona Public 
Safety Personnel Retirement System (PSPRS) will continue to rise considerably.  The 
previous PSPRS funding challenges were exacerbated following a ruling by the Arizona 
Supreme Court that repealed portions of Arizona Senate Bill 1609 pension reform 
legislation.  That ruling known as the Fields decision affected the most recent PSPRS 
actuarial valuation, which will impact rates beginning in FY 2015-16.  The result of the 
court ruling along with the other PSPRS funding issues means that the City of Phoenix 
contribution rates for PSPRS increase in 2015-16 from 37.62% to 50.02% for Police, 
and from 34.72% to 44.96% for Fire.  This translates into an increase of about $37 
million in FY 2015-16.  About $33 million of that increase is in the General Fund, which 
would raise Public Safety pension costs in the General Fund to nearly $149 million next 
year.  However, the PSPRS Board adopted a policy that allows employers to phase-in 
the rate changes over the next three fiscal years, while strongly encouraging agencies 
that have a funded ratio of below 50% to contribute the full amount prior to phase-in.  
The City of Phoenix has a funded ratio of 48.1% for Police, and a funded ratio of 50.1% 
for Fire.  By phasing in the rate changes as allowed by law, the FY 2015-16 General 
Fund pension costs for Public Safety personnel will rise by about $5.6 million to 
approximately $121 million.   
 
The FY 2015-16 projected balanced budget is based on the City using the option to 
implement phased-in rates for PSPRS pension contributions.  If the City were to instead 
elect to pay the full rates next year, the City would face a deficit of about -$27 million for 
FY 2015-16.  Although the General Fund is projected to be balanced with the phase-in 
option, no additional resources are available to fund the full-level rate increase. As a 
result the City Manager’s budget proposal will use the phase-in option to ensure a 
balanced budget in FY 2015-16.  This means however, that the City will face substantial 
increases in Public Safety pension costs in fiscal years 2016-17 and 2017-18 to phase 
in the full rate increase, as shown in the five-year forecast.  Those fiscal years will also 
likely include additional PSPRS rate increases that stem from other pending court 
challenges and system funding issues.  A three-year phase-in plan will allow the City 
time to identify solutions and options for the funding increase. 
 
Other Expenditure Changes- Aside from pension, other areas where costs are 
preliminarily estimated to increase in FY 2015-16 include: 

 GF health insurance cost is estimated to increase by about $2 million; 

 the Contingency fund is assumed to increase from $45 million to $47 million, 
remaining on track to grow to recommended levels.   

 Pay-as-you-go capital is estimated to increase to about $4 million reflecting 
additional necessary maintenance at City facilities. 



 

At the same time, the preliminary FY 2015-16 estimate reflects some significant 
decreases, such as: 

 General Fund employee costs are down by more than $3 million as a result of 
compensation reductions, despite the significant pension cost increases;  

 and various GF commodities costs for items like fuel, office supplies/equipment, 
and other materials will decrease about $2 million. 

Detailed preliminary estimates with multiple year-to-year comparisons are included in 
the Zero-Based Budget Inventory of Programs document, which was presented to the 
Council at the February 10, 2015 Policy Session and is available online at 
phoenix.gov/budget.   
 
Impact of Proposed State Budget- The Governor’s proposed FY 2015-16 State budget 
would create a GF deficit of about $4 million in FY 2015-16 due to increased costs and 
reduced revenue to the City.  The proposed FY 2015-16 State budget includes the 
following changes that would directly impact City revenue and expenses: 
 

Governor’s FY 2015-16 State Budget Proposal 
Direct Impact to 
Phoenix in FY 
2015-16 

Increase 
to 
Phoenix 
Costs: 

Charge to “non-program” cities of $0.76 per 
resident for implementation of State 
Transaction Privilege Tax (TPT) reform 

-$1.1 million      
(cost increase) 

Changes 
to 
Phoenix 
Revenue 

Diversion of TPT revenue to pay for ongoing 
Arizona Department of Revenue (ADOR) 
operations and additional collections staff 

-$2.6 million 
(revenue decrease) 

Reduction of ambulance service 
reimbursement rate for AHCCCS patients 

-$2 million   
(revenue decrease) 

Estimate from Governor’s Office of Strategic 
Planning and Budgeting for additional State 
collections revenue (Phoenix portion) 

$1.8 million  
(revenue increase) 

Total Impact to City Deficit -$3.9 million deficit 

Revenue and expense estimates continue to be developed, and more definitive 
estimates will be presented along with the City Manager’s Trial Budget in March.   
 



 

Five-Year Forecast 
 
Development and presentation of the five-year forecast is an important step in the City’s 
budget process. Evaluating projected available resources and identifying potential 
ongoing budget surpluses or funding gaps will allow City Management and Council to 
develop strategic plans to ensure the continuation of city operations and optimize 
services to the community.  
 
The General Fund five-year forecast (Attachment A) is provided to the Mayor, City 
Council and the community for consideration and provides city policy-makers: 

 a strategic financial management best practice; 

 a framework for strategic decision-making;  

 the opportunity to make policy changes to maximize city resources and service 
delivery; and 

 a roadmap to continued fiscal health and award-winning budgetary and financial 
reporting. 

 
The forecast is not an official policy or legal budget document and does not enact any 
budgetary allocations.  The forecast is also not intended to set or precisely predict future 
revenues or expenditures.  Rather, the forecast presents current estimates based on 
several economic and financial assumptions of the future direction and ranges of growth 
rates for both resources and expenditures.  The economic, revenue, and expenditures 
assumptions are provided in Attachment B. 
 
The forecast is built on several assumptions outlined in Attachment B regarding: 

 the national and local economy 

 population 

 City revenue 

 cost management 

 and future year expenses 
 
All of these factors are subject to change and detailed further in this report. 

Projecting future available resources and expenses over multiple years is complex and 
involves several assumptions concerning how revenue and expenditures will grow over 
time.  In order to model potential future budgetary scenarios under varying economic 
conditions, a range is provided for resources and expenditures.  The differences 
between the upper and lower ends of the ranges increase slightly in the later years of 
the forecast reflecting additional economic uncertainty.  The top of each range 
represents the “optimistic” forecast, while the bottom of the range represents the 
“pessimistic” forecast.  All of the ranges are based upon the assumptions described in 
this report.  

It is important to note, if any of these assumptions as described were to change, the 
ranges of amounts presented in the forecast would need to be revised. Unexpected 
economic shocks or other risks to the forecast can also adversely affect projections. 



 

Additionally, even slight variances in the revenue and expenditure growth rates in the 
initial years of the forecast result in substantial changes to the later years due to the 
compounding effect of the changes.  For example, a variance in revenue growth of less 
than 1% next year can result in large changes to the ending fund balances in the later 
forecast years. Long term forecasts become less reliable the further they are from 
development because of the many underlying assumptions subject to frequent 
fluctuations. 

Projections are formulated in the first six months of the fiscal year and are based on a 
current projection of where staff believes resources and expenditures will be for the 
current fiscal year and the subsequent five years. In order to create the most reliable 
revenue projections, staff relies on several months of actual collections before 
recommending estimates for approval to City management and ultimately the City 
Council for final consideration.  
 
RECOMMENDATION 

The General Fund preliminary 2015-16 budget status and Five-Year Forecast are 
provided for information and discussion only.   

 
 

ATTACHMENTS 

Attachment A- Five-Year General Fund Forecast 

Attachment B- Forecast Assumptions



 

ATTACHMENT A  
5-Year General Fund Forecast ($Millions) 

 2014-15 2015-16  For Planning Purposes Only 
 Adopted Preliminary  2016-17 2017-18 2018-19 2019-20 

 Budget Budget Estimate  Forecast Forecast Forecast Forecast 
Resources            
  Local Taxes $443 $435  $450 - $456 $464 - $480 $481 - $508 $497 - $541 
  State Shared Revenues 365 367  378 – 384 387 – 400 398 – 422 411 – 448 
  Primary Property Tax 138 141  147 – 149 153 – 158 158 – 167 163 – 178 
  User Fees and Other 124 120  122 – 124 124 – 129 126 – 134 128 – 139 
  Other (Carryover Balance, Transfers, Recoveries) 34 46  13 – 20 11 – 15 12 – 17 13 – 19 
  Unused Contingency from Prior Year 45 45   47 49 51 53 

Total Resources           $1,149 $1,154  $1,157 - $1,180 $1,188 - $1,231 $1,226 - $1,299 $1,265 - $1,378 

Expenditures          
  

  Operating Expenditures   $916  $903  $922 - $918 $904 - $899 $923 - $916 $957 - $949 

  Merit    5 5 6 6 

  Increased Productivity Enhancement Pay (Longevity)    0.2 0.2 0.2 0.2 

  Civilian Pension 69 70  73 76 74 74 

  Sworn Public Safety Pension 116 121  146 166 181 197 

  Contingency 45 47  49 51 53 55 
  Pay-As-You-Go Capital 3 4   8 3 8 8 
  Minimum Vehicles and Technology - 9  12 14 14 14 

Total Expenditures $1,149 $1,154  $1,215 - $1,211 $1,219 - $1,214 $1,259 - $1,252 $1,311 - $1,303 

            

PROJECTED (DEFICIT)/SURPLUS: $   - $  - 
 

$(58) - $(31) $(31) - $17 $(33) - $47 $(46) - $75 
 

Key Resource Forecast Assumptions:    Key Expenditure Forecast Assumptions: 

* Complete expirations of emergency sales tax on food for home consumption effective 4/1/2015.  * The contingency fund increases annually $2M through the forecast period.  

* No changes to current revenue base, with exception of food tax, as provided in state and city laws or to 
state shared revenue formulas or legislation that could impact state income or sales tax collections. 

 

* Includes minimal additional future funding for infrastructure or capital equipment 
replacements, program enhancements, unfunded mandates, expiring grants, etc. 

* 2010 Census population for state shared revenues, no further period of recession, modest revenue 
growth for the forecast period, no fee increases/decreases or new revenue sources.  

* 2015-16 employee costs based on projections under current Council-adopted pay 
plan ordinance, employee contracts, and actuarially required contribution for pension. 

Other Forecast Notes: 
* Ranges provided for revenues and operating expenditures. Upper & lower ends of ranges increase 
slightly in later years of forecast reflecting additional economic uncertainty in the later years. 

 

* Non-personnel related expenditures for 2016-17 and beyond assumes expenditure growth is 
in line with CPI-BLS West Urban projections from the UofA Economic Business Research 
Center and historical averages. 

* Ranges include pessimistic and optimistic scenario within assumptions provided by the primary sources 
of economic information mentioned in this report.  

* Expenses for projected debt service related to public safety mandated radio conversion and 
new phone system conversion included in forecast. 

* When a baseline deficit is projected, the next year’s operating expenses are assumed to be reduced by 
the baseline deficit amount prior to applying the assumed annual projected growth rate, as the City is 
required by Charter to balance the budget each year; e.g. 2017-18 operating expenses are reduced by 
the 2016-17 baseline deficit amount prior to applying the assumed annual projected growth rate.  

 



 

ATTACHMENT B 
 

Forecast Assumptions 

Economic Context and Assumptions- Budget and Research staff relies on several 
different sources for economic insight and to assist with developing revenue and 
expenditure projections.  

The list below includes the primary sources of information: 

 State Finance Advisory Committee (FAC) which includes several economists and 
finance professionals from the private and public sector 

 State Joint Legislative Budget Committee (JLBC)  
 University of Arizona, Economic Business Research Center 
 Global Insight, IHS  
 Arizona State University (ASU) – Economy@WP Carey and Western Blue Chip  
 Arizona Department of Administration 
 JP Morgan Chase Economic Outlook Center 
 Blue Chip Economic Indicators – National Level 
 US Bureau of Labor Statistics 
 Phoenix Business Journal 
 University of Arizona (U of A) Forecasting Project – A community-sponsored 

research program within the Economic and Business Research Center providing 
project members with economic forecasts for Arizona, the Phoenix-Mesa metro 
area, and the Tucson metro area.  City staff attends the Forecasting Project 
quarterly meetings and receive quarterly reports and data/projections used to 
assist in developing our forecasts. Forecasting Project data relies on Global 
Insight, IHS which is a well-known economics organization that provides 
comprehensive economic and financial information. The data from this project is 
incorporated into the newly developed econometric model used to forecast sales 
tax.  

The overall consensus from these trusted sources is economic growth in Arizona and 
the Phoenix Metro area is anticipated to continue, however at a pace that is slower than 
prior recoveries. They predict economic expansion will continue at a moderate pace; 
gaining momentum in 2015 with no recession on the forecast horizon.  

At the national level, the National Blue Chip consensus forecast is estimating GDP 
growth in 2015 and 2016 to continue above trend with real GDP growing around 3% 
based on a transition from fiscal drag to stimulus. They attribute the increase in GDP 
growth to further improvement in the national labor market and the highest level of 
consumer confidence in eight years (Blue Chip Economic Indicators, January 2015). 
They also predict inflation to gradually increase but only modestly. 

Arizona still has not regained the jobs lost during the Great Recession. As of early 
February, the state has recovered 74% of the total job count from the previous peak and 
is still down 81,700 jobs (Bureau of Labor Statistics). Further depressing a faster 
recovery is the lack of strong growth in the real estate and construction markets. Given 
the local and state economies are so reliant on these sectors; the lack of meaningful 
gains continues to suppress expansion. According to the U of A Economic and 



 

Business Research Center “...the missing link in the state’s recovery has been 
construction, which continues to battle headwinds. Without a serious rebound in this 
sector, it is unlikely that state growth will accelerate appreciably” (Fourth Quarter 2014 
Economic Outlook report). The same factors that have been preventing a stronger pace 
of recovery in the past few years continue to be challenges, such as slow job growth 
and smaller increases in population inflows. 

The State’s FAC indicated in January 2015 that the national economic recovery may 
provide some upside gain to Arizona by encouraging more in-state migration. The report 
cited the recent reduction in gas prices, although more than likely a temporary 
reduction, as a boost to consumer spending. In addition, the FAC indicated the Arizona 
economy is growing but slower than average. They cited the main factors behind the 
slower growth as: 

 Historical Current 

Overall Job Growth 3.9% 2.6% 

Construction Employment 5.7% (3.5%) 

Population Growth 3.1% 1.5% 

Building Permits 38,000 17,000 

While the state economy still faces challenges, there is positive news. According to 
projections from Arizona State University’s W.P. Carey School of Business, Arizona’s 
2014 state gross domestic product (GDP) is expected to match the national 2.4 percent 
real GDP growth rate. As for 2015, they are predicting Arizona’s GDP to hit 3.5 percent, 
the highest since 2011.  

The greater Phoenix area has also improved, but similar to the state it has not returned 
to pre-recession economic performance. There have been 199,500 jobs created during 
the recovery, which represents 79% of the jobs lost. By comparison, the previous two 
recoveries had gains of 271,800 and 238,000 jobs, respectively (Bureau of Labor 
Statistics). In addition, the population has increased by 217,600 people, but this is much 
lower compared to the previous two recoveries of 608,700 and 482,900 respectively 
(Arizona Department of Administration). This highlights the challenges the local 
economy continues to face. 

Other significant economic assumptions from trusted sources built into this forecast 
include the following: 

 Personal income for the Phoenix Metro area is projected to grow an average of 
6.2% for the forecast and range from 5.1%-6.5% (U of A/Global Insight). 

 Growth in population is expected to continue, but at lower rates than historical 
growth. Phoenix Metro population is projected to grow 1.6% in 2015 slightly up 
from 1.5% in 2014 (U of A).  

 Nonfarm employment in Phoenix Metro is estimated to grow 2.8% in 2015 
(Greater Phoenix Blue Chip). 

 Greater Phoenix unemployment is estimated to fall to 5.3% in 2015, compared to 
5.8% in 2014 (Greater Phoenix Blue Chip Forecast). 



 

 Continued improvement of the housing market, but after such a severe slump, it 
likely will take several years to return to peak levels (ASU).  

 Inflation is expected to remain subdued during the forecast period with the 
Consumer Price Index-All Urban Consumers (CPI-U) rising by 2.4% in FY 15/16. 
(U of A). In the past 50 years, CPI-U has ranged from negative 0.4% in 2009, to 
a high of 13.5% in 1980 (US Department of Labor Bureau of Labor Statistics). 

 Concerns regarding foreign economic markets continue to present risks to the 
national economy, including the softening in China and economic contractions in 
Russia and Japan (National Blue Chip, January 2015). 

Resource Assumptions- Revenue growth rates are determined using information from 
our above mentioned trusted sources, analyzing actual revenue trends and averages, 
and factoring in any known policy or legislative changes.  

Revenue assumptions beyond the broader economic considerations are described 
below: 

 No further period of recession with modest revenue growth for the forecast 
horizon.  

 Annual revenue growth rates range from 1.2% to 4.6% during the forecast 
period. 

 The forecast reflects the full expiration of the sales tax on food for home 
consumption effective April 2015. 

 No impact to current revenue tax base, with the exception of the food sales tax, 
as provided in applicable state statutes and City ordinances. 

 No future impact to state shared revenue formulas or legislation or action that 
could impact city revenue sources.   

 The forecast does not include the potential impact of the Governor’s proposed 
FY 2015-16 State budget, which would result in a projected $4 million deficit to 
the City of Phoenix in FY 2015-16.  

 Projections account for negative impact to state-shared income tax collections 
from previous State legislation passed in 2011 and 2013.  

 The forecast does not include any further negative financial impact to the City 
that may result from the previous Governor’s Tax Simplification Task Force 
recommendations, including tax portal implementation and associated legislation. 

 2010 Census population numbers for state shared revenues with no mid-decade 
Census anticipated. 

 No future fee increases or decreases and no new sources of revenue.  

 Potential increases to revenue resulting from economic development efforts and 
further innovation and efficiency savings are not included in the forecast. 

 Pessimistic and Optimistic revenue ranges assume: +/- 0.75% for FY 16/17; +/- 
1.0% for FY 17/18; +/- 1.25% for FY 18/19; and +/- 1.5% for FY 19/20, reflecting 
increased uncertainty of projections in the latter years of the forecast period. 



 

Expenditure Assumptions- Assumptions regarding forecasted expenditures are 
described below: 

 Annual operating expenditure growth rates are based on Consumer Price Index 
projections (BLS West Urban) from the U of A Economic Business & Research 
Center and historical averages, except for pension costs and estimates of merit 
and increased productivity enhancement pay. 

 The forecast assumes an increase in pension costs based on historical actuals 
and information made public by the City of Phoenix Employees Retirement 
System (COPERS) and the Arizona Public Safety Personnel Retirement System 
(PSPRS) actuaries. The forecast does not attempt to predict future pension 
liabilities, assets or other plan assumptions, but rather to account for the currently 
anticipated rising costs of pension systems. 

 Pension costs for PSPRS directly resulting from the ruling in the case of Fields v. 
Elected Officials Retirement Plan have been actuarially determined and therefore 
included in the full forecast period. 

 The forecast does not include any impact of additional pension reform measures 
for either COPERS of PRPRS that have not been adopted. 

 The forecast assumes minimal, gradual increases in expenditures for critical 
vehicle replacements and IT plan additions and no additional funding for 
infrastructure and capital equipment replacements, program enhancements, new 
unfunded mandates, expiring grants, etc.  

 Pay-as-you-go capital costs are based on the preliminary estimates in the five-
year Capital Improvement Program. 

 The forecast includes projected debt service for the mandated Regional Wireless 
Cooperative radio replacements and the replacement of city phone system and 
associated technology infrastructure. 

 The contingency fund is assumed to increase annually $2 million through the 
forecast period.  

 The 2015-16 total compensation costs are based on projections under the 
current Council-adopted pay plan ordinance, employee contracts, and the current 
actuarially required contribution for pension.   

 No other financial impact from changes to labor unit contracts resulting from 
future negotiations is assumed. 

 In forecast years with a projected baseline deficit, the next year’s operating 
expenses are assumed to be reduced by the baseline deficit amount prior to 
applying the assumed annual growth projection, as the City is required by 
Charter to balance the budget each year. 

 Pessimistic and Optimistic expenditure ranges assume: +/- 0.25% for FY 16/17, 
+/- 0.3% for FY 17/18, +/- 0.35% for FY 18/19 and +/- 0.4% for FY 19/20. 

 
Other Items Not Included in Forecast- The costs below are items and needs that do not 
currently have a funding source and therefore were not included in the forecast.  These 



 

costs may need to be ultimately borne, in part or in whole, by the General Fund if no 
other funding source is identified by the time these costs are imminent. 

 The Fire Department will need to replace apparatus equipment including 
pumpers, ambulances and ladders, which were originally purchased with voter 
approved General Obligation Bond funds. Of the 88 fire pumper trucks in the 
fleet, 57 will be due for replacement in the next four years. With the limited 
funding available, a lease/purchase program was approved by Council to 
authorize the purchase of 14 fire pumper trucks at a cost of $1.2 million per year 
starting in FY 2014-15, and these costs have been included in the forecast. 
However, costs for the remaining pumper trucks, ladder trucks and other 
equipment were not included in the forecast.  

 Other aging City infrastructure and critical equipment, technology needs, etc. 
have been deferred due to funding shortages, and additional maintenance and 
replacement costs are not built into the forecast. 

 Costs to comply with Health Care Reform mandated by the federal government 
are not completely known at this time and not built into the forecast.  However, 
the City Manager has directed that staff work with the City’s Health Care Task 
Force to identify options that will significantly reduce annual health insurance 
costs.  Savings from this effort have not yet been developed and are therefore 
not included in the forecast.  
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