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Outlook

State and Local Economy

According to the Arizona Governor’s Office of Strategic Planning and Budgeting, the state’s
economy grew by 19.9 percent over the five-year period ending in the third quarter of 2024, ranking
Arizona as the fourth fastest growing state during that time. The City of Phoenix continues to be
an economic leader in the country due to diverse business and economic opportunities, a strong
job market and population growth. City revenue growth in the previous fiscal year was strong
despite the onset of geopolitical conflicts, high inflation, elevated interest rates and volatile
markets. In 2023-24, General Fund revenues were 12.6 percent higher than 2022-23, primarily due
to the increase in state-shared income tax collections (based on actual collections from 2021-22),
and strong city and state sales tax revenues. The City benefited from inflationary pressures and a
growing economy, resulting in higher tax revenue from increased prices of taxable goods,
population growth, and rising wages. However, significant economic uncertainty and a slowdown
in sales tax revenue collections in 2024-25 require a cautious approach to forecasting.

Looking Ahead

The preliminary General Fund Status for 2025-26 reflected a baseline deficit of $(36) million and
the forecast reflected projected shortfalls in 2026-27 of $(83) million and in 2027-28 of $(6) million
primarily due to the State's actions to eliminate residential rental sales tax in 2023 via Senate Bill
(SB) 1131 and to lower the individual income tax rate in 2021 to the flat tax of 2.5 percent (SB
1828). The City is required to adopt a balanced budget and the City Council demonstrated strong
leadership on March 18, 2025, to resolve the projected General Fund deficit by approving proposed
budget balancing strategies including an increase to the Transaction Privilege Tax (TPT) and Use
Tax rate from 2.3 percent to 2.8 percent effective July 1, 2025. The strategies to balance the
budget were necessary to preserve existing General Fund programs and services, offset the
revenue losses caused by state legislative action, and provide additional resources for critical
priorities. The strategies result in a one-time projected 2025-26 General Fund surplus of $17
million to be set-aside and available in the fund balance if necessary to balance the 2026-27
budget. The City will continue the annual tradition of seeking community input on the proposed
2026-27 spending plan ahead of City Council budget adoption scheduled for June 2026. Residents
can learn more about the annual budget process and ways to provide feedback on our website at
phoenix.gov/budget.
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City Budget Structure & Sources:
Operating, Capital and Debt Service

General $74 M —_

ds

Source of Funds

N LSTS
anuanay |B192

Operating
$4,895M

Type of Cost

Operating Debt Service

Operations and maintenance Principal and interest
costs. These include costs payments on bonds |ssqed
like the salaries of police by the City for projects like

officers and firefighters and water treatment plants.
costs of repairing City
streets.




The Operating Expenditure Budget
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* Debt service, contingency funds; net unassigned budgeted vacancy savings

General Funds Enterprise Funds Special Revenue Funds

Money from taxes and fees Money generated from fees for Funds for specific activities

that have an unrestricted use. i 90ods or services that the City that may be governed by
provides, like water and trash pick- state law, provided under

up, that operate like a business. This grant agreements, or
money is only used to offset the earmarked by voters.
City’s cost of providing these

services.

Capital Outlay Commodities

$20M $111 M General Fund by Character

Contractual The chart to the left represents the

ggf;‘gﬁ General Fund operating expenditure
budget by character of spending,
illustrating that expenditures are
predominantly related to personal

other services costs: salaries and benefits of

Expenditures City employees. The costs shown are

an%gr;;i:ers partially offset by $212 million in charges
out to other funds, making the net General

Personal Fund operating budget $2,119 million.

Services
$1,638 M




General Fund Revenue Sources

THIS NOTZ IS LEGAL TENDER
FOR ALL DERTS, PUBLIC AND PRIVAT!

Property Taxes

State Shared Revenues $223 million (12%)

$682 million (35%)

The primary portion of
the City’s property tax
serves as a General
Fund resource.

Includes the City’'s population-based
share of state sales taxes, state income
taxes, and vehicle license taxes.




Distribution of Local Sales Tax Dollars
Example: $100 Retail Purchase

While City voters have approved several
Total Sales Tax: initiatives to set aside portions of the City's
$9.10 sales tax for specific purposes, most goes to
the General Fund and is spent predominantly
on public safety services. See page 4.

State: $5.60

General
Fund:

$1.46

County: $0.70

Transportation
2050:

$0.85



City Budget Process

August — February. Staff update revenue and expenditure
estimates for the current year, prepare baseline budget requests for the
coming year that assume current levels of service, and prepare
proposed service level changes.

March. Staff present the Trial Budget and Preliminary Capital
Improvement Program to Council.

April. Public budget hearings are held to gather residents’ input on the
Trial Budget, comments are compiled and reviewed by City
management and Council.

May. Reflecting public input, staff present the City Manager’s Budget
to Council; Council reviews the presented budget and provides policy
guidance.

June. Reflecting Council input, staff present the Tentative and Final
budgets to Council, and the 5-year CIP is adopted.

July. Council adopts the property tax rates and property tax levies
specified in the budget.

This budget process is longer than many other cities’ processes to give our residents and
the City Council many opportunities to shape the budget. How do residents participate?

At community budget hearings each April: posted on www.phoenix.gov/budget.

Through social media, email or phone:
#PhoenixBudget budget.research@phoenix.gov 602-262-4800
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