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Welcome and Objectives

• Welcome
• Introductions
• Intentions
• Meeting Protocol

2



Agenda

• Budget Introduction
• Maintaining Fiscal Health
• Priority Based Budget (PBB)
• Revenue Updates
• Budget Team Focus
• Council Expectations
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Budget Introduction
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Budget Team Charter

• Purpose
• Composition
• Meetings
• Roles
• Code of Conduct
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Purpose

• The purpose of the City of Flagstaff Budget Team is to provide 
financial advisement and strategic direction to the City 
organization and to protect the interest of the public through 
sound fiscal services

• Provide fiscal oversight and financial decision making on an ongoing 
basis

• Forecast short-term and long-term financial landscape
• Provide constant fiscal stewardship to ensure integrity, accountability, 

transparency, credibility, adaptability, excellence and collaboration
• Proactively assure City fiscal stability through effective recession 

planning
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Meetings
• Meetings are scheduled on a weekly basis and will generally be 

held on Thursdays with additional meetings scheduled as 
needed to respond to changing circumstances and requirements

• The meeting schedule will also include: 
• Bi-Annual Priority Based Budget Council Retreat – September (odd 

years) 
• Budget Team Retreat - October 
• Council Budget Retreats – December/January, February and April 
• Division Review Meetings – February/March for approximately 

fifteen business days 
• Recessionary and Emergency Response 
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Roles
• Strategic Leadership Role

• Strategic planning to bolster the City’s financial health
• Assessment Role

• Assess organizational expenditures through Priority Based Budgeting 
methodologies, ensuring that programs, services and resources align with 
Community Priorities

• Budgetary Role
• Provide oversight of the formulation of the Annual City Budget for adoption 

by Council
• Leadership Development Role

• Encourage and nurture the development of present and future skilled 
members 
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Code of Conduct

• Be professional, respectful and courteous 
• Acknowledge sensitivity of discussions pertaining to matters of 

personnel nature and/or draft compensation/benefits strategies 
• Make attendance a priority, arrive on time and be present and 

engaged 
• Allow conversations to be inclusive and provide time for all 

team members to participate 
• Use consensus for decisions and outcomes 
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Budget Process
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Budget Timeline
• January 20, 2023 – Budget Introduction Retreat
• February 2 & 3, 2023 – 2nd Council Budget Retreat
• April 27 & 28, 2023 – City Manager Recommended Budget 

Retreat
• June 6, 2023 – Tentative Budget Adoption
• June 20, 2023

• Property Tax Levy Hearing 
• 1st Reading of Property Tax Adoption
• Final Budget Adoption

• July 3, 2023 – Final Reading of Property Tax Adoption
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Fiscal Policies
City Budget:
•Not simply an exercise in balancing revenues and expenditures one year 

at a time
•Strategic in nature, encompassing a multi-year financial and operating 

plan that allocates resources based on identified goals

Generally, a 5-to-10-year outlook
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Fiscal Policies
•Maintain adequate fund balances (between 10% and 25% of budgeted 

operating revenues)
•Assure all revenue estimates are achievable
•Cash balance should be used only for one-time expenditures, such as 

capital equipment and improvements
•Structural balance - ongoing program costs are equal to routine revenues
•Assess the long-range impact on operations of capital improvements
•Leverage grants against City funds but do not rely on unstable, 

fluctuating grants for ongoing operations
•Awareness of external fiscal restraints

14



Color of Money

15



Color of Money

• City has numerous revenue sources, and many have restrictions 
on how they can be spent

• The City has over 50 different funds to segregate those revenues 
and expenses to ensure compliance with restrictions and 
accounting standards

• In many instances, revenue from one fund cannot be used to 
pay for other fund’s expenses unless they meet the 
requirements of the fund
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Fund Types

• Special Revenue Funds
• Enterprise Funds
• Capital Project Funds
• Debt Service Funds
• General Fund
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Special Revenue Funds

• These funds are used to account for revenues derived from 
specific taxes or other earmarked revenue sources

• Are usually required by statute, charter provision, or ordinance 
to finance a particular function or activity
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Special Revenue Funds

• Housing and Community Services – grants
• Library – secondary property tax and General Fund transfers
• Highway User Revenue Fund (HURF) – gasoline tax
• Transportation – 1.281% sales tax

• Transit (.295%)
• Road Repair and Street Safety (.33%)
• Lone Tree/Route 66 Overpass (.23%)
• Transportation Improvements (.426%)
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Special Revenue Funds

• Bed, Board and Beverage (BBB) – 2.0% tax
• Beautification – 20%
• Economic Development – 9.5%
• Tourism – 30%
• Arts & Science – 7.5%
• Recreation – 33%

• ParkFlag - fees
• Water Resource and Infrastructure Protection - fees

20



Enterprise Funds
Includes:

• Water 
• Wastewater 
• Reclaimed Water
• Stormwater
• Solid Waste
• Sustainability and 

Environmental Management
• Airport
• Flagstaff Housing Authority

Self-supporting thru User 
Fees

• User fee ordinances restrict 
the use

• Water/Wastewater/Trash 
Charges

• Rent
• Airport Lease and Fees
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Capital Project Funds
• Capital project funds are used to account for major capital 

acquisitions separate from ongoing operations
• Restricted funding sources:

• Voter approved bonds, grants, third party restricted fees
• General obligation bond projects:

• Flagstaff Urban Trail System (FUTS)/Open Space
• Core Facilities
• Watershed Protection
• Proposition 441 & 442 (Infrastructure and Housing)

• United States Geological Survey (USGS) campus expansion
• Courthouse
• Downtown Mile
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Debt Service Funds

• Debt service funds are used to account for the accumulation of 
resource and payment of long-term debt

• Restricted revenues
• General obligation bond fund – secondary property tax
• Pension bond fund – General Fund, Water Resource and Infrastructure Protection 

Fund and Airport Fund transfers
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General Fund

• Accounts for all revenues and expenditures used to finance the 
traditional services associated with a municipal government 
that are not accounted for in other funds

• In other words……
• Everything else
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General Fund

• 1% City Sales Tax
• Franchise Tax
• Primary Property Tax
• State Shared Revenue (Sales, Income, Vehicle Tax)
• Licenses and Permits 
• Fines and Forfeitures
• User Fees - Charges for Services

• Community Development, Recreation, Police, Fire, Cemetery
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Maintaining Fiscal 
Health

26



Recession Planning

• Adopted policy that identifies the action steps to address 
declining revenues

• Overlays and is independent to the adopted budget
• Adaptable in implementation
• Moving into the Significant stage (or higher) requires Council 

action
• Council action gives the City Manager direction to apply 

measures at that level
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Recession Planning

• Primary focus on operating expenses versus capital 
improvements

• Maintain levels of service
• CIP can be adjusted in 5-year plans, timing
• Some projects that are not urgent, may be deferred

• General Fund generally has the biggest impact
• General Fund operating budget in FY 2022-2023 was 22% of the 

total City
• Investing dollars strategically offsets impact of a recession

• Tourism and construction for example
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Fiscal Responsibility

• Structurally balanced 5-year plan for all funds
• Achievable revenue estimates, portion of revenues reserved for 

one-time use
• Cash balances should be used for one-time expenditures
• General Fund balance policy minimum of 20% of General Fund 

ongoing revenues
• Recession cycles built into revenue projections
• Budget process
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Fiscal Responsibility
Bond Ratings
• The City of Flagstaff 

consistently receive high 
bond ratings

• Current GO ratings:
• Standard and Poor’s 

Financial Services:
AA stable

• Moody’s Investors Service: 
Aa2
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Fund Balance Reserve Policy
• The Government Finance Officers Association (GFOA) provides 

best practices for level of unreserved fund balance for cities 
General Fund

• Assist in economic future risks, not emergency fund
• Setting appropriate level
• Use and replenishment
• Fund Balance is a balance sheet account
• Cash flow purposes
• Not available for spending each fiscal year
• Placeholder for when revenues do not meet expectations

31



Fund Balance Reserve Policy

• Setting appropriate level
• Revenue stability
• Expenditure volatility
• Leverage
• Extreme events
• Liquidity/cash flow
• Reliance of other funds
• Growth
• Capital projects
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Fund Balance Reserve Policy

• Use and replenishment
• Define events
• Use as a financial bridge
• Define the time periods of reduced fund balance
• Define practice of replenishment

• Generally expected 1-3 years
• Expected time of recovering from events
• Financial planning through budget process
• Balance with updates to long-term forecasting and economic 

conditions
• External financing expectations
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Fund Balance Reserve Policy

• General Fund – 20% (~$15M)
• Flagstaff's level of risk per GFOA is low to moderate, target fund 

balance recommendation 17-25%
• Special Revenue Funds – 10%

• Highway User Revenue Fund – 20%
• Other Enterprise Funds – 10%

• Water Services Funds – 25%
• Capital Project Funds – 10%
• Review of fund balances during FY 2023-2024 budget
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Structurally Sound 5-Year Plans

• Reasonable revenue estimating
• Built in recessionary periods
• Ongoing budgets balanced within ongoing capacity
• Building in compensation items like merits
• One-times focused on cash balances

• Revenues exceed projections
• Expenditure savings in a given year
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Dedicated Professional Staff
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Priority Based Budget
(PBB)
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PBB Overview

• Goal 1: Data-driven decision-making in budget process
• Goal 2: Transparency and engagement in the budget process
• Goal 3: Align budget process with community priorities
• Every City service and function are tracked as a program
• Every program evaluated against priorities and objectives

• Excludes grants and capital budgets
• Determined by Community and Council



Priority and Objective Development

• Summer 2019: Began working with PBB
• Fall 2019: Engaged with Council on priorities and objectives
• Summer 2020: Community outreach
• November 2020: Council adopted priorities and objectives

Future:
• Summer 2023: Review priorities and objectives

• With Council and Community input
• Fall 2023: Adopt revised priorities and objectives







PBB Annual Process

1. Review program inventory
• Governance
• Community

2. Allocate costs to PBB programs
3. Score new programs

• Based on priorities and objectives
4. Submit and present budget requests
5. Analyze budget requests based on costs and program scores



Public Facing PBB Data

https://openpbbdata.net/Flagstaff/
• Provides transparency over City funds
• "Mile-high" view of budget overview of operating budget
• Shows budget and scores for all programs

• Can be sorted by goals, budget size, and program name
• Does not show specific funds or accounts
• Does not include capital expenditures

https://openpbbdata.net/Flagstaff/


Revenue Updates

45



Recession Considerations

• Recessions happen
• Recurrence of recessions average seven years
• Average recession lasts 15 months
• Since 1980 average expansion has been eight years
• Covid Recession was very short

• Long-term forecasts build in recessions
• Aligns ongoing revenues to achievable projections, limits impacts 

during economic downturns
• Current projection estimates have a built-in downturn in FY 2026-2027
• Building in plans 5-7 years out, also prepare for earlier
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Economic Outlook
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General Fund – Sales Tax
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General Fund – Sales Tax
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$2.3M over
April 2022 Projection



General Fund - State Shared
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$866,000 over
April 2022 Projection



BBB Tax Funds
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$1.5M over
April 2022 Projection



Lodging Metrics
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Budget Team Focus
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Budget Team Focus
Investing in 
Employees

• Minimum wage adjusted
• Merits are funded
• Maintain competitive 

market-based pay 
structure

• Compression adjustments
• Benefit coverage enhanced
• Maintain 60-day salary 

sweeps - General Fund
• Vacant and new positions 

funded at mid-point

Aligning with Priority 
Based Budget (PBB)

• Align with key community 
priorities

• Get 50% of one-time to 
ongoing

• Identify high scoring 
programs for funding

• Identify low scoring 
programs that could be 
reallocated

Funding Requests 
Focus

• Operating capital 
replacements/maintenance 
needs

• PBB program levels
• Program change requests:

o Quadrant 3 and 4 may not 
be considered

o New positions may be 
considered on a temporary 
contract basis

• Track requests to Carbon 
Neutrality Plan
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Compensation

• Minimum wage ordinance (mandatory)
• Merit (approved and budgeted)
• Additional recommendations to consider to maintain 

compensation plan health:
• Market adjustments to all step pay plans, temp pay plan and regular 

plan (adjustments vary based on market data and recruitment needs)
• Budget Team currently reviewing other possible recommendations
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Minimum Wage Ordinance
• January 1, 2023, the Flagstaff minimum wage increased to $16.80

• This year the City adjusted employees impacted by the minimum wage increase as well as all 
immediate compression caused by the increase through Regular Pay Range 04 and the Temp 
Plan 

• Employee’s current compa-ratio in the pay range was maintained to avoid reintroducing 
compression, which has been addressed over the last two fiscal years 

• Beginning in January 2023 (and each year thereafter) the minimum wage must increase by the 
Consumer Price Index (CPI) AND be at least $2.00 higher than the State of Arizona minimum 
wage

• In spite of the routine Federal Reserve rate increases, lingering inflation is still impacting 
recruitment, retention, the overall compensation plan as well as the minimum wage 

• CPI estimates indicate the next mandatory minimum wage increase will be approximately 
$18.00 
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Minimum Wage – CPI Impacts
• Regular Pay Plan impacts grades 04R – 25R to maintain some spread 

(5% vs 7.5%) between the lower ranges.
• Given the limited number of positions in 04R, the recommendation is to 

eliminate 04R

• Temporary pay plan is impacted by the market adjustments since 
they are tied to grades 04R and higher

• Budget Team is evaluating timing of implementation



Merit
• Approved and budgeted (5-year plans)

• Maintain the commitment to employee compensation
• Regular Pay Plan – 3% budgeted
• Step Plans for Fire, Police and Water Services Operators

• Percentage varies between steps, positions and plans



Pay for Performance 

• Regular Pay Plan
• Effective 7/1/23,  moving from standard 3% merit to a true 

pay for performance merit
• Merits will range from 2% to 4% based on evaluation score
• Currently working on training plan for employees and 

supervisors
• Collaborating with consultants 

• Step Pay Plan
• No change
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Mid-Year Market Adjustments
• To maintain a healthy, competitive, market-based pay plan a sampling of 

positions should be surveyed each year and adjusted if indicated necessary 
(25% of all classifications per year): 

• Priority is given to positions identified throughout the year that may be 
starting to lag in the market and/or are experiencing significant recruitment 
challenges  

• This budget would not include division reclassification/reorganization requests 
which must be budgeted by the division

• Recommend refunding at $143,000 reoccurring, unused funds would carry over 
with the intent of developing adequate funding year over year



Pay Plan Market Adjustments
• Given the rapidly accelerating market, the recommendation is 

to adjust all pay plans
• Regular pay plan - ranges 30R and up (maintaining compa-ratio) 
• Fire step plan – based on the position in the market 
• Police step plan - based on the position in the market
• Water Services Operators step plan - based on the position in the 

market



Compensation Summary
• Minimum wage
• Merit – move to Pay for Performance
• To maintain a healthy compensation plan:

• Mid-year market adjustments
• Pay plan market adjustments – all plans

Notes and Assumptions: 1) final CPI calculation will modify this 
estimate; 2) turnover will reduce estimates for merit



Council Discussion
Big Picture Goals and Priorities
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Big Picture Priorities

• Compensation investment
• Facility security
• Maintaining existing infrastructure and equipment
• Capital projects, bonds, downtown, JWP, Wastewater 

plants, etc.
• Delivery
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Expectation for February Retreat

• Topics to prepare for next retreat

65
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