MEMORANDUM

Date: November 14, 2019

To: The Honorable Chairman and Members From: C.H. Huckelberry,
Pima County Board of Supervisors County Admini

Re: Transportation Pay-as-you-go Funding Property Tax Limitation and Equity with City
and Town Residents

At the November 5, 2019 Board of Supervisors meeting, there was considerable discussion
related to the limitation of property tax associated with General Fund transfers to the pay-
as-you-go (PAYGO) program for road repair. In addition, questions arose regarding city and
town resident property tax equity since the County’s property tax is uniformly levied against
all property owners whether they live in the unincorporated area or a city or town.

First, regarding property tax limitation, this is applied by Arizona Revised Statute 28-6712
that limits the amount of property tax levied for road purposes to $0.25 per $100. The one
year in which the Board levied this property tax, it was not a separate tax, but a tax that
was integral to the County primary property tax rate. The PAYGO program for road repair,
as | indicated in oral discussion with the Board on this subject, was carefully developed to
ensure the County at no time would exceed this limitation. This is possible because of the
ramp up of property tax General Fund transfers to the PAYGO program.

Attached is a spreadsheet that shows this exceedance does not occur even when the
transfer reaches its constant rate of $25 million per year in Fiscal Year 2023/24.
(Attachment 1) In 2023/24, the actual property tax yield for one-cent of property tax rate
will yield slightly over $1 million; hence, the limitation is not exceeded when the PAYGO
property transfer reaches its maximum levy per year.

Regarding property tax equity, Attachment 2 is an October 25, 2019 memorandum from
Assistant County Administrator Yves Khawam that discusses this issue. At my request, Dr.
Khawam researched the amount of County Highway User Revenue Funds (HURF) through
HURF bonds as well as principal and interest payments that have been spent in the County’s
municipalities or cities and towns since the 1997 HURF bond initiative. This amount is equal
or exceeds $173 million. In addition, the tax base for incorporated jurisdictions versus the
unincorporated area is 58 percent incorporated 42 percent unincorporated.



The Honorable Chairman and Members, Pima County Board of Supervisors

Re: Transportation Pay-as-you-go Funding Property Tax Limitation and Equity with City and
Town Residents

November 14, 2019

Page 2

If the General Fund property tax contribution to the PAYGO road repair program is $235
million then 58 percent of the amount is paid by incorporated residents or $136 million, a
smaller amount than the $173 million contributed to cities and towns for transportation
purposes from the County’s HURF which was intended to be spent only in the unincorporated
area of the County. Hence, there is no tax equity concern with city and town taxpayers in
implementing the 10-year transportation road repair program that relies on PAYGO funding.

CHH/anc

Attachments

c: Jan Lesher, Chief Deputy County Administrator
Carmine DeBonis, Jr., Deputy County Administrator for Public Works
Francisco Garcia, MD, MPH, Deputy County Administrator and Chief Medical Officer,
Health and Community Services
Dr. Yves Khawam, Assistant County Administrator for Public Works
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MEMORANDUM

Date: October 25, 2019
To: C.H. Huckelberry From: Yves Khawam
County Administrator Assistant County Administrator

for Public Works

Re: Equity of Using General Fund Allocations on Unincorporated County Roadways

The question of taxpayer equity may surface regarding the use of General Fund monies to
repair unincorporated County roadways as proposed in the draft Board of Supervisors Pay-
As-You-Go (PAYGO) Policy and your proposal for using $10 million of FY 2018/19
unreserved fund balance for pavement repair on unincorporated County roadways this
fiscal year.

As you are well aware, the County has attempted many different strategies to secure
funding necessary to maintain roadways including lobbying the State of Arizona for
returning State-shared revenue sweeps, raising the statewide gas tax, proposing a regional
sales tax for road repair and seeking voter approval of bond initiative for same. With the
failure of these initiatives, the County, unlike municipalities, is left with no other enabling
authority or option to raise or allocate funds for road repair in the unincorporated County
other than Transportation State-shared revenues and General Fund revenues.

Of these two sources, Transportation State-shared revenues are allocated to each county
and municipality with the intended purpose of spending these on the receiving jurisdiction’s
roadways. However, Pima County has spent a portion of its State-shared revenues to
expand roadway capacity across the region in exchange for the municipalities’ support of
the 1997 Highway User Revenue Fund (HURF) bond initiative.

In fact, Pima County has already spent or committed $173.2 million of its HURF monies in
the municipalities through the 1997 HURF Bond program, without adjustment for net
present value of those dollars.

To contrast this amount, the General Fund allocations to road repair proposed in the draft
PAYGO policy and the proposed FY 2018/19 fund balance allocation range from $210
million to $235 million, depending on whether General Fund support will be needed in FY
2029/30. Since the assessed value of the incorporated County is 58.055 percent’ of the
region, the proportion of the $235 million cost potentially borne by tax payers in the
municipalities would only be $136.4 million, a much smaller amount than the $173.2
million of unincorporated County funds already spent in the municipalities.

! June 20, 2017 Board of Supervisors Memorandum RE: FY 2017/18 Final Adoption of Overall Pima County
Budget



C.H. Huckelberry, County Administrator

Re: Equity of Using General Fund Allocations on Unincorporated County Roadways
October 25, 2019

Page 2

Using this reasoning, the County can spend up to $298.3 million ($173.2M/58.055%}) on
roadways in the unincorporated areas before creating a tax equity issue with the
municipalities. The current PAYGO policy and FY 2018/19 ending fund balance proposals
fall significantly below this threshold.

Attachment

c: Jan Lesher, Chief Deputy County Administrator
Carmine DeBonis, Jr., Deputy County Administrator for Public Works
Michelle Campagne, Director, Finance Department
Ana Olivares, Director, Department of Transportation
Nicole Fyffe, Executive Assistant to the County Administrator
Kathryn Skinner, Deputy Director, Department of Transportation
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