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\""\'y =EE2E2E TIRSE2 Christopher Duque, City Manager

August 12, 2025

Dear Honorable Mayor and Members of the City Council:

I 'am pleased to present the proposed Fiscal Year 2025-2026 Annual Budget for the City of Castle
Hills. This document has been prepared in accordance with state law and includes financial
information regarding the General Fund and other special funds. The proposed FY 2025-2026
budget for all funds totals $10,910,224.

The FY 2025-2026 Annual Budget reflects both the needs of the citizenry and the policy mandates
of the City Council. The Budget is realistic, feasible, and cost-effective. It not only addresses the
existing level of services which City staff has been directed to provide and which our citizens have
come to expect and deserve, but it also addresses issues that arose during the budget process. As
the elected officials of the City, the City Council performs a vital role in policy-making and the
general well-being of the community. Policy-making requires that the City Council express its
service objectives, particularly in terms of the services that the City Council believes will meet its
goals for the community.

The Annual Budget is a fiscal blueprint for the implementation of plans and programs intended to
establish service delivery levels sufficient to meet the City’s goals and objectives for FY 2025-
2026. The Annual Budget is the single most important report presented to the City Council during
the year. Although it is primarily intended for City Council policy determination, it also serves as
an aid to the citizens in providing a better understanding of the City's operating fiscal programs.
The budget has been built on conservative financial principles. Furthermore, the Budget serves as
a guide for financial control and implementation of City Council policy mandates. In addition to
indicating the FY 2025-2026 Budget highlights and goals, there were a number of
accomplishments during the previous fiscal year:

FY 2024-2025 IN REVIEW

v" Reduced the tax rate from $0.543658 to $0.540661 per $100 assessed taxable value (voter
approval tax rate); and continued to provide a $5,000 or 10% Homestead Tax Exemption and
a $5,000 age 65 or older residence homestead exemption for the elderly.

v' Completed street improvements to address the City’s transportation network including the mill
and overlay of Lemonwood Drive (Roleto Dr to NW Military HWY), Amerson Drive (Bluet
Ln to Jackson Keller Rd), and Castle Oaks Drive (Roundup Dr to West Ave) and micro-
surfacing of various streets.
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Commenced the Carolwood and North Manton Roadway and Drainage Improvements project
($3,297,254).

Approved Interlocal Agreements with the City of San Antonio and the San Antonio Water
System for financial support of the Carolwood and North Manton Roadway and Drainage
Improvements project.

Purchased a Pumper apparatus for the Fire Department.

Engaged Pace Architects to provide architectural services for possible remodeling/renovations
of the Police Station and City Hall.

Adjusted the Garbage Rate to ensure the fiscal stability of services—the solid waste rate was
adjusted by $0.50 ($27.00 to $27.50).

Implemented Flock cameras (license plate reading cameras) for the Castle Hills Police
Department.

Engaged Bain Medina Bain, Inc. for engineering/design services related to the Castle Hills
Drainage Watershed II Phase 1 (Mimosa/Krameria to West Ave) project.

Installed shade structures and pavilions at the Commons ($284,319.58).

Completed a City branding campaign “Castle Hills Love It...Here!”.

Revised the Personnel Policy Manual and Purchasing Policy.

Hired a new city manager.

GOALS FOR FISCAL YEAR 2025-2026

Utilize the voter-approval tax rate — $0.540661 to $0.578846 per $100 assessed taxable value
(voter approval tax rate); and continue to provide a $5,000 or 10% Homestead Tax Exemption
and a $5,000 age 65 or older residence homestead exemption for the elderly.

Adjust the Garbage Rate to ensure the long-term fiscal stability of solid waste services
(increase solid waste base rate from $27.50 to $31.00).

Continuation of street improvements to improve the transportation network—$550,000.
Complete the Carolwood and North Manton Roadway and Drainage Improvements project
($3,297,254).

Complete the City of Castle Hills, Texas Certificates of Obligation, Series 2023 projects to
include street and drainage improvements,

Purchase a truck for the Streets Department and a garbage truck for Sanitation.

Commence a five-year program replacing the self-contained breathing apparatus (SCBA) for
the Fire Department.

Implement new in-car camera system for the Castle Hills Police Department.

Complete repairs/remodeling of the Fire Station restroom/shower area.

Reduce the crime rate.

Improve workplace safety and reduce the number of injury claims and accidents.
Continuation of residential and commercial growth in our City that will impact economic
growth and opportunities for our citizenry.

Continue to assess each City department’s delivery of services to ensure the maximum
efficiency and effectiveness of tax dollars to provide a better municipal government.

BUDGET OVERVIEW

All City department requests were presented to the city manager, who after reviewing the requests,
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drafted a preliminary budget to present to the City Council at the July 8" and August 6 budget
workshops. Through a combination of the below-listed funds, the mechanisms have been created
which allow for the providing of services to the citizens of Castle Hills:

General Fund (01): This fund contains all activities that are not included within the other funds.
The General Fund is usually referred to as the operating fund and is used to finance the day-to-
day operations of the City. It is the largest part of the City’s financial operation. Revenues for
this fund are obtained from taxes, franchise fees, licenses and permits, charges for services,
intergovernmental revenue, fines, and interest.

Child Safety Fund (02): Funds are collected at the county level through a fee on vehicle
registration and divided to municipalities based on population and a court fee imposed though
state statute. The funds can be used for school crossing guard programs, programs designed to
enhance child safety, including signage, pavement markings, and improvements that increase
safety of biking and walking students, and health or nutrition, including child abuse prevention
and intervention and drug and alcohol abuse prevention.

Debt Service Fund (03): This fund accounts for the accumulation of ad valorem tax for Interest
& Sinking (1&S) revenue for the payment of long-term debt principal, interest, and related costs.

Court Technology Fund (05): This fund collects a $4 court fee (as allowed by state statute
through a municipal ordinance) on all convictions in municipal court. The funds can be used
to purchase and maintain technological enhancements, such as computer systems, software,
imaging systems, electronic ticket writers, and docket management systems.

Court Security Fund (06): This fund collects a $4.90 court fee (as allowed by state statute
through a municipal ordinance) on all convictions in municipal court. The funds can be used
to finance security measures utilized by the court, such as bailiff and security personnel, metal
detectors, electronic surveillance equipment, continuing education for security personnel, and
bullet-proof glass.

Court Efficiency Fund (07): This fund collects several fees that are imposed through state
statute. The funds must be used to promote the efficient operation of the court for the purposes
of improving the collection of outstanding court fines and fees, and investigation, prosecution,
and enforcement of offenses within the court’s jurisdiction can be used to improve the efficiency
measures utilized by the court.

Street Maintenance Fund (08): This fund contains revenue and expenditures associated with
the City’s dedicated sales tax for street maintenance. Sales tax revenue of one-fourth of one
percent are used to maintain and repair municipal streets that existed on the date of the election
to adopt the tax. Funds may not be used to build new streets. Every four years, the street sales
tax must be re-authorized by voters. The fund also includes 20% of the yearly payments
received from digital billboard rentals.

Contingency Major Vehicle/Equipment Fund (09): This fund allows for the expenditure of
funds to purchase vehicles and equipment for the fire department, public works department, and
sanitation department. The fund was established in 2004, and each fiscal year funds are
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transferred to this fund from the General Fund to fund future purchases.

e Drainage Utility Fund (10): This fund collects the stormwater fees assessed on a one-time basis
on new commercial development and monthly charges on commercial businesses based on
impervious surfaces. This fund also includes revenue received from two digital billboard rentals
located on City property. The rental fees are split; 80% go to this fund; and 20% go to the Street
Maintenance Fund. These revenues shall be used for stormwater management, administration,
studies, engineering, construction, reconstruction, and customary charges associated with the
operation of the fund.

e Forfeiture Funds — State & Federal (13): Forfeiture Funds are governed by Chapter 59 of the
Code of Criminal Procedures and proceeds or property received under this Chapter are
considered to be for a law enforcement purpose if the expenditure is made for an activity of a
law enforcement agency that relates to the criminal and civil enforcement. Expenditures can
include equipment, vehicles, supplies, crime control programs, training, as well as, facility costs
related to purchase of a building, construction, remodel, and maintenance.

e Hotel Occupancy Tax Fund (14): This fund is utilized for promotional activities with funding
derived from the City’s seven percent (7%) Hotel Occupancy Tax. Every person owning,
operating, managing or controlling a short-term rental or collecting payment for occupancy in
any short-term rental collects the Hotel Occupancy Tax from their guests for the City.

e Local Truancy Prevention Fund (16): This fund collects a $5 fee created by state statute that
may only be used to finance the salary, benefits, training, travel expenses, office supplies, and
other necessary expenses related to the position of juvenile case manager. The funds cannot be
used to supplement the income of an employee whose primary role is not juvenile case manager.

e Local Municipal Jury Fund (17): This fund collects a $0.10 fee created by state statute. The
funds may only be used to fund juror reimbursements and otherwise finance jury services.

e Law Enforcement Officers Standard Education Fund (18): The LEOSE funds are received from
the State of Texas through state statute. The amount received is based on the number of full-
time police officers and can be utilized for continuing education for full-time law enforcement
offices. These funds are designed to supplement other training budgets, not replace them.

e Continuity Infrastructure Economic Development Program (CIED) Fund (20): This fund
contains funds received following the termination of the CPS Energy Community Infrastructure
Economic Development Program in 2012. The remaining funds can be utilized in a manner
consistent with the purposes of the CIED Policy including, but not limited to, energy efficiency
and conservation projects, overhead electrical line conversions, renewable distribution projects,
upgraded street lighting, and economic development involving new facility construction.

e Workstation Upgrade Fund (21): This fund includes funding set aside from General Fund
revenues through each department as an expense and recorded as a transfer within this fund.
These funds are utilized to fund the replacement or upgrade of IT equipment/systems.

e Supplemental Street and Drainage Maintenance Fund (22): This fund was established in 2013
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via Ordinance No. 1106 to supplement the street maintenance fund revenue. This fund is
maintained by transferring funds that are available after the approval of the annual audit for any
funds above a six-month backup operating revenues within the General Fund, up to $400,000.

e Certificates of Obligation—Streets (30): This fund includes funding following the issuance of
the 2020 certificates of obligation for street work. The fund includes bond proceeds, interest,
and expenses related to the street projects and related costs, such as engineering.

e Certificates of Obligation—Drainage (31): This fund includes funding following the issuance
of the 2020 certificates of obligation for drainage improvements. The fund includes bond
proceeds, interest, and expenses related to the drainage improvements projects and related costs,
such as engineering,.

e American Rescue Plan Fund (32): This fund includes funding from the American Rescue Plan,
which was intended to aid cities, including revenue lost due to the COVID-19 pandemic.

e Crime Control Prevention District (50): This fund contains revenue and expenditures associated
with the City’s dedicated sales tax for the crime control prevention district as authorized by
Chapter 363 of the Local Government Code Public Safety. Sales tax revenue of one-fourth of
one percent are used to finance programs, including personnel, administration, expansion,
enhancement, and capital expenditures. This tax expires every five years after it takes effect;
voters must vote to re-authorize the collection.

GENERAL FUND

Currently, the General Fund operating revenues and operating expenditures are unbalanced with
an operating deficit of $253,637, which will reduce the General Fund fund balance.

Revenues. The General Fund revenues for the Fiscal Year 2025-2026 total $8,531,789, an increase
of $168,070 or 2.01% from the adopted FY 2024-2025 total budgeted revenues. The bulk of
General Fund revenues come from taxes, which includes ad valorem tax, delinquent tax, tax
penalty and interest, sales tax, franchise fees, and sales tax - beverages. Property tax is the City’s
largest revenue source, followed by sales tax and court fees.

General Fund Revenue

BAD VALOREM TAXES W SALES AND USE TAXES B COURT FEES M PERMITS/LICENSES/CODE ENF
B POLICE & FIRE ¥ GARBAGE COLLECTION U MISCELLANEOUS REVENUE
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In 2019, the State Legislature approved Senate Bill 2 that made significant changes to property
taxes. Previously, a taxing entity discussed adopting a tax rate between the “effective tax rate”
(the benchmark tax rate needed to raise the same amount of maintenance and operations property
taxes on existing property as the previous year after taking into account changes in appraised
values) and the “rollback tax rate” (the tax rate necessary to raise precisely 8% more maintenance
and operations tax revenue as the year before after taking into account appraisal fluctuations).
Following SB2, the term “effective tax rate” was revised to “no-new-revenue tax rate” and
“rollback tax rate” was revised to “voter-approval tax rate,” which is calculated utilizing 3.5%
instead of 8%.

As calculated by the Bexar County Tax Office, the no-new revenue tax rate is $0.539756 per $100
valuation and the voter-approval tax rate is $0.578846 per $100 valuation. The Fiscal Year 2025-
2026 budget was prepared based on utilizing the voter-approval revenue ad valorem property tax
rate of $0.578846 per $100.00 of assessed taxable value of $892,834,946 (grand total after the
“freeze actual”). The property tax rate is comprised of two components: 1) maintenance and
operations and 2) interest and sinking fund (debt service). The proposed M&O tax rate is
$0.515500 and the proposed 1&S tax rate is $0.063346 for a combined total of $0.578846 per $100
assessed taxable value.

The recent history of the City’s property tax rate includes the tax rate being unchanged ($0.501345)
from FY 2014-2015 to FY 2018-2019, reduced from $0.501345 to $0.480619 in FY 2019-2020,
increased from $0.480619 to $0.516038 in FY 2020-2021, increased to $0.524899 in FY 2021-
2022, reduced to $0.508688 in FY 2022-2023, increased to $0.543658 in FY 2023-2024, and
reduced to $0.540661 in FY 2024-2025.

Tax Rate Per $100 Valuation
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Significant features include the following:

% Based upon information received from the Bexar County Appraisal District, there is an
decrease in certified taxable values from $917,451,304 to $892,834,946 ($24,616,358 or
2.68%). There are 1,756 taxpayers who utilized the local exemptions reducing values by

$58,057,391, which is a decrease of $702,993 or 1.2% from the 2024 certified ARB Approved
Totals taxable values homestead exemptions.

% Estimated property tax revenue for FY 25-26 is $4,330,289, an increase of $7,991 or 0.18%
from the adopted FY 24-25 budget; the property tax revenue increase reflects the decrease in
taxable values, recent property tax revenue receipts, and the planned tax rate adjustment. Due
to the fluid nature of property appraisals, the City conservatively budgets revenue and delays
allocating the additional revenue until a defined trend is established.

Sales Tax Revenue
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% For FY 25-26, proposed sales tax revenue, which does not include the sales tax revenue
received by the Street Improvement Fund and Crime Control Prevention District Fund, is
$1,596,000, a decrease of $400 or 0.00025% from the adopted FY 24-25 budget. Due to the
on-going impacts of the economic uncertainty and inflation impacts to individual’s spending,
it is necessary to take a conservative approach.

% For FY 25-26, the proposed amount of franchise fee revenue is $450,000, a decrease of
$100,000 from the prior year; this reflects recent receipts.

% For FY 25-26, the proposed amount of court income is $750,000, an increase of $170,000 from
the prior year; this reflects recent receipts.

% For FY 25-26, the proposed amount of permits/inspection fees is $210,000, which is
unchanged from the prior year.

% For FY 25-26, the proposed amount of towing service fee revenue is $50,000, an increase of
$10,000 from the prior year; this follows bidding the towing service contract.
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% For FY 25-26, the proposed amount of garbage fee revenue is $550,000, an increase of $60,000
from the prior year. An increase to the garbage fee is necessary to keep up with the costs of
the service. Over the next several years, the garbage fee will be incrementally increased to
ensure the solid waste expenditures are offset by the garbage fee revenue. Over the past four
fiscal years, the operational costs of the sanitation service have exceeded the revenue, and the
funding gap has only widened during this timeframe.

Solid Waste Fund Rev/Exp
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% For FY 25-26, the proposed amount of interest income is $220,000, a decrease of $20,000,
which is the result of the anticipated decrease of interest rates.

Expenditures. The General Fund total appropriations for the Fiscal Year 2025-2026 are
$8,572,918, an increase of $205,699 or 2.46% from the adopted FY 24-25 General Fund total
appropriations,

General Fund Expenditure by Function
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Significant features include the following:

% The proposed Administration Department budget is increased by $277,586 or 26.55% from the
adopted FY 24-25 budget. The budget incorporates the salary and benefits of the city manager,
city secretary, permits and code enforcement staff, and finance staff, including a part-time
employee whose costs were not previously fully reflected. The budget includes an additional
$10,000 for the REPORTER publication; an increased allocation for IT Support; an increased
allocation for the audit which was not previously fully reflected; an allocation for
property/casualty insurance which was not included in the prior year’s budget; an increased
allocation for credit card fees, which reflects recent receipts; and a decreased allocation for
transfer out for future technology upgrades. The budget includes funding for contracted
services to include engineering, inspectors, health inspectors, the county tax assessor, and the
city attorney.

% The proposed Court Department budget is increased by $82,163 or 27.92% from the adopted
FY 24-25 budget. The budget includes the salary and benefits of the municipal court staff
members. The budget includes an increased allocation for contracted services includes the
municipal court judge, prosecutors, and warrant officer; the increases are necessary due to the
growing court docket and plans to focus more on code violations through the court system.

% The proposed Police Department budget is decreased by $335,779 or 9.8% from the adopted
FY 24-25 budget. The budget includes the salaries and benefits of the police department
including dispatchers; the overtime allocation was increased to reflect recent receipts.
However, four detective positions were transferred out to the Crime Control Prevention District
Fund. The budget includes an increased IT Support allocation; a Telephone allocation which
was previously not properly reflected; increased Fuel and Vehicle Maintenance allocations to
reflect recent receipts; an increased Ultilities allocation to reflect recent receipts; and a
decreased Transfer for Technology Upgrades allocation.

% The proposed Fire Department budget is increased by $104,150 or 4.57% from the adopted FY
24-25 budget. The budget includes the salaries and benefits of the fire department; the
overtime allocation was increased to reflect recent receipts. The budget includes increased
allocation for office supplies, uniforms, EMT supplies, and firefighter gear to reflect inflation;
a Telephone allocation which was previously not properly reflected; decreased allocation for
non-capital outlay; and a decreased allocation for transfer-out for technology upgrades.

% The proposed Street Department budget is increased by $8,680 or 1.88% from the adopted FY
24-25 budget. The proposed budget includes the salaries and benefits of the streets department;
funds are allocated for contract labor due to the utilization of temp agencies for vacant laborer
positions; an increased allocation for IT support; increased allocations for vehicle and
equipment maintenance and supplies; an allocation of $45,000 for minor street repairs; and a
no allocation for capital outlay.

¢ The proposed Sanitation Department is increased by $89,166 or 14.22%. The proposed budget
includes the salaries and benefits of the sanitation department, including contract labor due to
the utilization of temp agencies for vacant sanitation drive and laborer positions.
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The proposed Other Requirements budget includes $150,500 allocated for transfers-out for
future equipment and vehicle purchases for the fire department and public works department,
including $88,000 for a future pumper truck purchase. $60,000 is allocated to fund the
remodeling/repairs to the Fire Station restrooms/shower area.

Capital/Non-  General Fund Expenditures by Category
Capital Outlay
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The Child Safety Fund was created to allow for the expenditure of funds to increase safety of
biking and walking students. The City Manager’s Office plans to consult with the local schools
on efforts to plan future expenditures.

The Debt Service Fund addresses the City’s debt payments. The debt service requirements for
FY 2025-2026 are $511,530.

The proposed FY 2025-2026 budget of the Municipal Court Technology Fund is balanced with
revenue and expenditures equaling $19,000. However, over the past several years, the revenue
established by state law is not sufficient to offset the increasing costs of the necessary
technology, such as software; thus, expenditures are exceeding revenue.

The proposed Street Improvement Fund budget allows for the collection and expenditure of
funds from the City’s dedicated street maintenance sales tax. $550,000 is allocated for street
improvements and related contractual services. $375,000 is allocated for sales tax revenue and
$75,000 for interest income revenue. In May 2026, Castle Hills voters will consider re-
authorizing the collection and expenditure of this tax for the next four years.
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STREET SALES TAX REVENUE
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% The Contingency Major Vehicle/Equipment Fund will fund the purchase of a self-contained
breathing apparatus for the Fire Department and a garbage truck for the solid waste department.
Expenditures exceed revenue; thus, the reserve funds will be utilized for the purchases.

% The Police Federal Seizure Fund includes funding for the annual renewal costs to utilize 13
FLOCK cameras.

¢ The Hotel Occupancy Tax Fund is being investigated for potential funding of a public art
campaign discussed during the development of the Commons. The public art campaign would
comply with state law requirements. The HOT revenue is due to short-term rental properties
since there are no hotels or motels in the city limits.

% The Crime Control Prevention District Fund will fund three police officer positions, which
includes their salary and benefits. The three positions are existing positions, not new positions.
In addition, funds are allocated for technology to support the police department operations.

PERSONNEL

The proposed budget for FY 2025-2026 includes a 2% cost of living adjustment (COLA) for all
full-time employees. The proposed budget anticipates increases to the City employee group
benefits including health and dental insurance costs due to the loss ratio over the past 12 months.
Last September, the City renewed its health insurance, retaining Blue Cross/Blue Shield of Texas
as its provider with a 5.5% premium increase. The City also elected to renew its contract with the
current dental insurance provider (Blue Cross/Blue Shield of Texas). During the next two years,
the City will work to adjust its employee groups benefits renewal to no later than the month of
May to allow for better budget forecasting and providing sufficient time for open enrollment.
Effective January 1, 2026, the City’s contribution shall increase from 17.16% to 17.18% with
employees’ retirement benefits (Texas Municipal Retirement System) remaining the same; the
contribution increase is due, in part, to the increasing salaries. The proposed budget does not
include any new positions. The department heads will attempt to fill every vacant position during
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the fiscal year to reduce contractual labor costs and overtime costs.

CONCLUSION

As you are aware, many cities throughout the nation, state, and region continue to encounter
financial difficulties. Revenues have flattened, decreased, or increased lethargically while the
costs and demands to provide services have continued to increase. Many affected local
governments have addressed their budgetary shortfalls via personnel reductions and/or significant
decreases in service delivery. The on-going impacts to households and businesses due to inflation
in the post-COVID-19 pandemic economy further complicates matters with an unclear path to
economic recovery. Unfortunately, the City of Castle Hills is neither unique nor isolated from the
economic factors that impact municipal revenue sources. In responding to these conditions,
management has undertaken budgetary efforts to promote greater financial efficiency and
effectiveness. It is important to remember that many of the same economic conditions that
influence the City also directly impact citizens/taxpayers themselves and, as such, recognition
must be given to this circumstance when considering budgetary decisions.

The proposed FY 2025-2026 Annual Budget attempts to minimize the impact of the current
economic condition on City operations. Without question, service delivery within several areas
has been and will continue to be moderately impacted as a result of monetary constraints. But the
City’s commitment to progress has not and will not waver during this difficult period by ignoring
or postponing our community’s needs. Instead, progress will continue while balancing the needs
of the taxpayers and our employees. The City has placed considerable focus on public safety,
street improvements, and strengthening the commitment to the quality of life.

As we look forward to tomorrow, we must discover ways to focus on creating a future that will be
more prosperous for Castle Hills. Years of investment—public and private, monetary and non-
monetary, emotional and unemotional—have shaped our community and made Castle Hills a place
one can be proud to live, visit, or do business in. It should be our goal to honor the history of our
community and those investments made as we aspire to make the best Castle Hills possible.

In closing, I would like to especially thank Nora Davis, Vicky Wallace, and each department head

for their dedicated assistance in preparing the FY 2025-2026 budget. The staff and I look forward
to working with the City Council and the community to meet the challenges of the fiscal year.

Respectfully submitted,

ITY OF CASTLE HILLS

Christopher Duque,
City Manager




“This budget will raise more total property taxes
than last year’s budget by $7,991 or .18%, and of
that amount $8,933 is tax revenue to be raised from
new property added to the tax roll this year.”
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