PRESCOTT CITY COUNCIL
BUDGET WORKSHOOP
PRESCOTT, ARIZONA
MAY 22, 2008

A BUDGET WORKSHOP OF THE PRESCOTT CITY COUNCIL WAS HELD ON
THURSDAY, MAY 22, 2008, at the Spruance House on Embry-Riddle Aeronautical
University Campus, 3700 Willow Creek Road, Prescott, Yavapai County, Arizona.
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CALL TO ORDER

Mayor Wilson called the workshop to order at 9:04 a.m.

ROLL CALL
PRESENT: ABSENT:
Mayor Wilson None

Councilman Bell
Councilman Lamerson
Councilwoman Lopas
Councilman Luzius
Councilman Roecker
Councilwoman Suttles

Mr. Norwood explained that the first item, report from the Prescott Capital Needs
Committee, was to have been on the agenda last Tuesday and was not, so
Councilwoman Suttles asked that Ms. Linn report this morning. He said that
Ms. Linn had a previous engagement this morning and will be late so they would
proceed with budget discussions until she arrived.

Discussion of General Fund and Operating Funds.

Mr. Norwood said that this budget is totally different than what they have gone
through in the past. He said that sales tax is down and that drives what the City
does. He then reviewed the accomplishments of the year, and reported on the
Council Policy Agenda, Management Agenda and Major Projects.

Mr. Norwood said that the General Fund is healthy, but there is not a lot of
activity, and no new positions have been added. He said that some of the cities
in the Valley have had to eliminate positions and have reduced services levels,
but Prescott has been able to maintain service levels. He reviewed the 1%
Streets and Open Space, Water Fund, and Wastewater Fund.
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Presentation by Tammy Linn, Chairman of the Prescott Capital Needs
Committee.

Ms. Linn arrived at this time and gave a PowerPoint presentation on the status of
the Capital Needs Committee, attached hereto as Exhibit A. She said that the
Committee plans to meet with the City Council at a meeting on June 10.
Councilman Lamerson noted that he would not be in town that week.
Mr. Norwood said that they would check calendars and schedule when all
Council members would be present.

Discussion of General Fund and Operating Funds.

Mr. Woodfill continued discussions by reviewing the Budget Process and charts
of the FY2009 Operating Budgets. He said that Personnel is 50% of the budget,
and 77% of the General Fund. He said that there are 14 positions that are frozen
this year until revenues recover, such as the Deputy Police Chief and Parks and
Recreation Director.

Mr. Woodfill said that employee costs have increased, and while they were able
to keep the 0-4% merit increases in the budget, there is no COLA (cost of living
adjustment) included. Councilwoman Suttles asked how they determine who gets
what for the merit increases. Mr. Norwood said that it is the department
manager’s decision based on performance; the 4% is not guaranteed—some
may get 1% other may get 4%. Mayor Wilson asked how much they pay in merit.
Mr. Woodfill said that they could provide that by department.

Mr. Woodfill said that there was a 13.9% increase in health insurance. The
Yavapai Combined Trust Board chose to raise the cost, which in turn costs the
City about $1/2 million, as well as the employees more. Councilwoman Suttles
noted that was everywhere, not just in government.

Mr. Woodfill then reviewed the General Fund Revenues, noted that the
presentation page was different than the book, as it included a column on the
right showing the % of the total. Mayor Wilson said that he would like to know
how the sales tax revenues change is projected. Mr. Woodfill said that is a critical
number and they track it weekly, with formal calculations monthly. He said that
first they project where the year will end, project what they think will be
happening and look at it to see what will be happening in the next year.

Councilman Lamerson said that by looking at Licensing and Permit Fees, it is off
by 32% which is a huge indicator and the ability for impact fees is huge. He said
that they are budgeting money that may not be there. Mr. Woodfill said that was
correct. The impact fees budget was reduced significantly. All of the projects
funded this year were funded, but next year they were reduced.
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Mr. Woodfill reviewed the Taxable Activity by Category, stating that after formal
calculation they are projecting a 4.5% to 4.75% off of last year’'s numbers, not off
of the budget, and then a 0% growth. He said that they do not look for revenues
to snap back to what they were at before. Mayor Wilson noted that if they have a
decline, then they will have to reconsider.

Mr. Woodfill said that the top three revenue generators comprise 50% of the
sales tax revenues, and all three are down significantly. One of the few stable
components of an unstable tax is food sales, as well as electricity and gas. He
said that the top ten taxpayers represent about 35% of the overall sales tax.
Mr. Woodfill noted that the actual reports of individual businesses are
confidential.

He then reviewed the General Fund Operating Expenditures, noting that they
have had cutbacks in travel and training, and in the vehicle replacement fund,
which is funded at 75% this year. He said that they will hold off on buying millions
of dollars of vehicles until they are sure revenues are coming in.

Mr. Woodfill said that the point is that although numbers are down, the fund is
healthy and all of the reserves are intact.

Councilman Lamerson said that a fiscal conservative would ask why they can’t
just eliminate the 14 positions if they are able to freeze them. Mr. Woodfill said
that there may be a few that they could get rid of, but overall in the long-term it
will put stress on the rest of the management staff and would reduce their ability
to be as responsive. They would not be able to maintain service levels.

Mr. Norwood said that in the short-term the average person may not see a
change, but some of the administrative work may be changed or eliminated and
in areas such as parks and recreation, they could see some of the fields not be
maintained as well. He said that they will keep a close eye to be sure they are
not reducing service levels.

Mr. Norwood, in review of the General Fund Operating Budget, noted that
everyone did an amazing job responding to the times; it is indicative of the
teamwork they have. He said that particular attention is brought to the Police and
Fire departments, while looking at their retirement increases, which they have no
control over, they were able to keep in their 4% step plan, but they each brought
in their budgets at 2% less, which is incredible. He said that they are in better
shape than most, by taking a very conservative approach.

Mayor Wilson noted that as is seen with unfunded Federal mandates, the
increases in police and fire retirements are like unfunded State mandates.
Councilman Lamerson added that the budget appears to be in line with what the
citizens want, with 50-55% of the budget and personnel going to police and fire.
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Discussion of Enterprise Funds.

Mr. Woodfill then reviewed some historical facts of the Highway Users Revenue
Fund (HURF), stating that the City’s share of gas tax distribution is based on a
typical complex formula. He said that it has increased just under $1 million in the
past ten years. He said that having HURF and lottery monies is their only source
for street improvements.

Councilman Lamerson said that HURF has hardly increased compared to the
cost of construction. It seems like the portion of gas tax has increased, but they
don’t get any more. Mr. Woodfill said that the gas tax has not gone up, but when
prices are higher people use less, which in turn means less revenue to the City.
Mayor Wilson said that the gas tax is a fixed amount, not a percentage, so with
the rising price of gas it ends up being a smaller percentage.

At this time Mayor Wilson recognized State Legislator Andy Tobin who had
arrived.

In review of the Water Fund, Mr. Woodfill said that the water impact fees are
projected to be higher, based on the assumption that the City Council will
approve the fees recommended in the study. If they do not elect to raise those
fees, they will need to cut appropriately, but then cannot exceed the Tentative
Budget, so the numbers need to be there.

Mayor Wilson said that they need to consider the concepts that are being
considered by the Prescott Capital Needs Committee; that would have to roll into
this budget. Mr. Woodfill said that they could put them all in there for now, and
between the tentative and final adoption, they could reduce accordingly.

Councilman Luzius said that when the Council does not give the City Manager
the impact fees he recommends, it ends up biting them. Mr. Woodfill said that
was true to a degree, although if the revenues are not there, the buildings are not
there, so some of the projects may not be needed.

Councilman Luzius said that some people say that if they raise the impact fees
they will stop building, but they have stopped anyways. He said that if they are
raised, any houses being built would pay their fair share. Mayor Wilson
supported what Councilman Luzius was saying.

Councilwoman Suttles said that they have to annex to begin to get impact fees;
they can’t do anything with impact fees now. Mayor Wilson said that they have
been working on annexations. They have met with all of the major land owners,
one on one, and they are doing quite well. Councilwoman Suttles said that they
are still some issues, such as whether they look at raising the rates now, or once
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annexations take place. Mayor Wilson said that an impact fee is not going to tilt
the decision of a developer; it is a cost of doing business.

Councilwoman Suttles said that annexation is still a situation; Councilman Luzius
said that they should have the impact fees in place.

Councilman Lamerson asked why they would be talking of more annexations
until such time as they have gotten their Letter of Assurance. He said that it
baffles him that they would be enticing people into the City if they don’t know if
there is water available.

Mayor Wilson said that they have been up front with all of the major landowners
and they all understand that. A lot of things are dependent on getting that letter,
but if they don’t plan now, someone else will plan around them. They are not
going to do something they cannot back up.

Councilman Lamerson said that the budget showed a 36% decrease in building
permits and it doesn’t make sense to him to start raising impact fees to keep
people from building. Mayor Wilson said that he did not agree; they are going
through a cyclical downturn that is countrywide. He is in favor of bringing back
the impact fees for consideration. Councilman Roecker cautioned everyone that
it could cause a problem to raise the impact fees just because they can.

Mr. Woodfill then reviewed the Water Fund, noting a $19 million debt issue
related to capital project. He said that there is a decrease in operational impacts
because they didn’t issue as much debt.

Mr. Norwood clarified that the funds are there to pay for it; it is done through the
rate structure. Mr. Woodfill noted that part is done through the impact fees.
Mr. Norwood said that his point is that this is not putting them in jeopardy.
Mr. Woodfill added that it is all part of the analysis done by Economists.com.

Mr. Woodfill said that the Wastewater Fund includes a big rate increase, which is
part of the study. He said that they separated Water and Wastewater because
there is a distinction in the Code.

Discussion was held on the vehicle replacement program. Mr. Norwood said that
they have deferred a couple of fire trucks. They had one of the reserve fire trucks
break but it was not worth the value to put in a new engine. He said that they are
in dire straights on the fire side, and they have deferred patrol cars. At mid-year
they will do an evaluation to see if revenues are coming in. He said that they
don’t want to get in to balancing the operational budget on the back of
equipment.

Mayor Wilson asked if they could take some of the big items and put it in the
capital needed from the Capital Needs Committee. Mr. Woodfill said that they
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have funded the capital needs at 100%. Mr. Willis said that there will be
something on the agenda in the next few weeks.

Mr. Woodfill said that equipment such as fire trucks is not a good item for
bonding unless they did an operating lease. He said that a replacement fund is a
great idea. They have to fund it at 100% for 15 to 20 years to get it to a full
process, but 75% is ample to continue in a down economy.

Mr. Woodfill said that there is no rate increase projected in the Solid Waste Fund.
They did a rate increase a year or two ago and did an in-house study. They have
combined solid waste and transfer station this year.

Councilman Lamerson asked if this included garbage trucks. Mr. Woodfill said
that it includes the payment to the Vehicle Replacement Fund. For new routes,
they have one in the five-year plan.

Councilman Lamerson said that last year when they increased the costs, gas
was not costing as much. Mr. Woodfill noted that when the Council adopted the
rate increase they included a fuel surcharge, so each month they look at an index
and assess a fuel surcharge so that as fuel goes up, people pay more.

Councilwoman Suttles asked how they deal with fuel for other departments.
Mr. Woodfill said that is in under each department budget.

Mayor Wilson asked if the study done in-house included the idea of privatization.
Mr. Woodfill said that it did not, it was only a rate study, but they did look at
privatization 15-16 years ago, and they also looked at privatization of the
wastewater plant operations.

Mayor Wilson said that during the Retreat the Council asked that privatization be
looked at for varying operations. He said that if they are operating on bad
assumptions, he would change his mind. Mr. Norwood said that in looking at the
rate structure, they found that they are always lower than Waste Management,
but they can look at it, as well as different departments. Mayor Wilson said that if
they are doing a good job, that is great, but if they haven’t done the study, they
cannot toot their own horn.

Councilman Luzius said that Solid Waste is doing a good job. He did not see
anywhere for the project to finish off the median on Prescott Lakes Parkway and
asked where they would show those savings. Mr. Woodfill said that they would
not show a savings, but rather would have less of an expense. Mr. McConnell
added that the parkway improvements project is under Streets, allocated by
Mr. Nietupski.
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Mr. Woodfill said that the County is still partnering in the transfer station, from
back when the City and County bought a landfill, but now it is County, so they are
looking to resolve that issue.

Discussion then turned to the Airport budget. Mr. Woodfill said that they have
recently privatized the fueling operation, so there is no revenue from that other
than the fuel flowage fee. He said that there is not much in operation, except tie-
down and hangar rentals, and they are looking at new fees for that and landing
fees.

Mayor Wilson said that it appears that the biggest item is $12.5 million in grants.
Mr. Woodfill said that they will look at those this afternoon. He said that revenues
cover expenditures as projected.

Mr. Woodfill said that Golf Course has a slight contingency; it is being budgeted
to break even Mayor Wilson asked for an update on the privatization issue.
Mr. Fenech said that staff has received materials from five different states that
have done privatizations, and they went through and developed an outline of
where they want to go. He said that Legal is going through the documents from
Papago Golf Course in Phoenix as they had the most comprehensive set,
although there are some things that would not apply to Prescott. He said that
they expect to get those changes back from Legal within the next few days and
they will then put in their outline, and take it back to Legal once more before
taking it to the City Manager for review. He would estimate that this process
would take about 30 days. Mayor Wilson asked if they would be doing a Request
for Proposal. Mr. Fenech said that they would, and it would allow typically 60
days in which to respond.

Councilwoman Suttles asked if the settlement to Sand Trap came out of the
previous year’s budget. Mr. Woodfill said that it did; it came out of the current
year’s budget.

Discussion was held on the parking garage. Mr. Woodfill said that they have
some cash in the bank from cell tower leases, but they will need a subsidy of
about $24,000 from the General Fund.

Mayor Wilson asked if they were still having problems with vandalism.
Mr. Fenech said that graffiti has been less of a problem than the prior year, but
the elevator has been a constant source of irritation, and they are coming up on
the warranty period. He said that they have successfully prosecuted some of the
vandals and recovered some, but it is an issue.

Mayor Wilson asked if they have a camera set up on the garage. Mr. Fenech
said that they do have one hooked up to a PC and recorded to the hard drive.
He said that it goes to PD when they think they have an issue.
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Councilwoman Suttles said that they now have a few years into the parking
garage with free parking, and she has a hard time pulling from the General Fund
to provide for free parking. Mr. Woodfill said that the expenditures are expected
to exceed revenues by $42,000, and once the cash is gone they will be looking at
a bigger subsidy in 2010.

Councilwoman Suttles asked if they still charge for parking during downtown
events. Mr. Norwood said that they try to hit the major ones. He said that they
could always look at fee paid parking days for event. He said that they also
spoke with the Judge about possibly doubling the parking ticket from $10 to $20.

Councilwoman Suttles asked for more information regarding the elevator
warranty. Mr. Fenech said that they just met with a vendor two days ago. He
said that Otis Elevator is interested in continuing their relationship with the City.
There is another maintenance company that staff has been talking with, but Otis
said that they would cut in half what the other would charge, and won’t charge for
travel time, which they do charge for now. He said that they are trying to help out
the City. Councilwoman Suttles said that she doesn’t want to let them off the
hook; it has been their elevator and their problem.

Mr. Fenech said that one of the biggest expenses is security. He said that at the
end of June they will be ending their contract with AT Security Systems and have
to negotiate a new contract, which they anticipate going up. He said that it is for
security from 7:30 p.m. to 2:30 a.m.

Mayor Wilson said that he would like to direct staff to look at a comprehensive
parking plan for downtown, working with Prescott Downtown Partnership and the
Chamber of Commerce. He said that until they do that they are going to continue
with problems. Ms. Bristol noted that the PDP has taken a lead on the issue and
they have formed a parking committee with the idea that they would bring
forward a proposal to the City, and staff is a part of that committee.

Mayor Wilson said that he saw a proposal of a private citizen that included one-
way streets to increase parking. Councilwoman Suttles asked if they could do
that. Mr. Norwood replied that they could.

Mr. Woodfill then reviewed the Internal Service Funds; Engineering Services,
Central Garage, Self-Insurance, Vehicle Replacement. He said that there have
been significant increases in self-insurance, where they have not had increases
in the last eight years, some due to workers compensation. He said that facilities
maintenance includes a large increase related to the increase in buildings,
moving into the new Fleet Management Facility.

Councilman Roecker asked if they knew what their injury rate was. Mr. Kidd said
that they have a slide that they will cover. He said that their rate is down 52; the
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problem is the magnitude of injuries is up. They went from 86 to 52 claims, but
two of them were fairly serious, so the actual dollar figures are up.

Mayor Wilson asked if they were working with insurance agencies. Mr. Kidd said
that they are; they are doing more training with Sherri on board. He said that the
departments are doing good with total numbers, but medicals have gone up a lot.

Mr. Woodfill briefly reviewed the Debt Service Fund. Councilwoman Suttles
asked what kind of shape they were in if they go out to bond. Mr. Woodfill said
that they are in good shape. He said that the bond market has had a rough year,
especially looking at bankruptcy of significant bond insurers, which means those
rates are going up. He said that an advantage in Prescott is from the Council
and Manager’s foresight in getting a better bond rating, which will allow them to
go into the market without insurance and take advantage of the AA rating. He
said that as far as capacity, they have just over $100 million.

Mr. Woodfill said that general obligation debt requires a vote of the people. He
said that primary tax is set by State Statute. Mayor Wilson asked how much they
could raise. Mr. Woodfill said that they could raise $50,000 to $70,000 but they
didn’t raise it this year. He said that it is a very complicated tax law.

A brief break was taken between 10:50 a.m. and 11:06 a.m.

Police Chief Randy Oaks gave an update re police crime statistics. He said that
Part 1 Crimes (homicide, rape, robbery, aggravated assault, burglary) are down
26% since 2005. He said that Part 2 Crimes (simple assault, narcotics,
forgery/fraud, vandalism) are down 11% overall, although DUI's are up 17.59%.
He said that it is sometimes difficult to compare with other cities because they
don'’t all report the same way that Prescott does.

He then reviewed a spreadsheet of past years’ activities. He said that there is no
time in the last 17 years when the number of serious crimes has been lower than
2007 for Part 1 crimes.

Discussion was held on the crime decline in New York City. Chief Oaks noted
that most departments have adopted some form of community policing.

Chief Oaks said that Lt. Morley received a call from a national publication
wanting to know why Prescott has one of the highest crime rates for forgery and
fraud. He said that they discussed that in Prescott they take a crime report from
a citizen, regardless of where the crime happened, which is different than other
communities.

Chief Oaks said that they have tried to determine why the sharp decline in crime
numbers. He said that it could be the increased visibility of the black and white
cars, additional officers/patrol, increased morale and camaraderie, new modern
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equipment, technology, Honor Guard, Chaplain, progressive leadership, but he
really doesn’t know. He said that he would like to think it is all of those things; it
could be cyclical, but usually when the economy is bad, crime is up.

Chief Oaks then reviewed what they are doing to continue the downward trend:
increasing crime data capability; more quickly identifying crime series and trends,
making all officers aware of what crime is occurring in Prescott, not just on their
beat, implementing Crime Reduction Strategy program.

Councilman Roecker noted that in the Dexter School area the Chief held people
having the crimes accountable for their part of what would happen. Chief Oaks
noted that when there is crime in the neighborhood those people often know who
belongs there; they have a big role to play.

Mayor Wilson asked if they have gotten into predictive strategy with the computer
world. Chief Oaks said that they have not gotten there yet. Right now they are
looking at what type of data they are going to bring to the meetings. The next
step would be to refine that and predict when and where it is going to happen.

Chief Oaks said that they are also using their Special Enforcement Unit, formed
in January of 2008, whose mission is to address crime issues that patrol does not
have time or resources to address. He said that they have had an enforcement
focus on Whiskey Row, Dexter/Grove neighborhood, City Parks. Mr. Norwood
said that he has gotten criticism for having so many officers in the downtown
area, that it is killing their business. He said that he had another business
criticize the City for their DUl enforcement.

Chief Oaks then reviewed the productivity of the unit since January: 57 arrests;
45 citations; 31 written warnings; 2 search warrants; 5 vehicle impounds; 30+ K-9
stops with 10 arrests and issues at the skate park, Granite Creek Park, Acker
and Willow Creek Park.

Mayor Wilson asked if they have considered putting cameras on the parks for
surveillance. Chief Oaks said that they have talked about it and consulted with
Legal, but as with the garage, there is some concern about placing a camera
because there is a public assumption that it is protection because it is being
monitored, which is not the case. He said that they do have an ordinance that
allows them to do a trespass and they can keep someone out of a park for one
year; if they come back, they can be arrested.

Discussion then turned to photo radar. Mr. Norwood said that it is not in the
proposed budget, but they could add it if the Council wished to do so. Lt. Morley
of the Special Enforcement Unit, then gave a presentation re photo radar.
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Lt. Morley said that they have researched information from Scottsdale and
Prescott Valley they have both seen a decrease in noninjury, injury and fatalities.
Mayor Wilson asked if they can isolate the collision decrease to red light or
speed. Chief Oaks said that he didn’t know of a way to do that statistically. Lt.
Morley then reviewed collision studies performed by their unit on one day in
Prescott.

Chief Oaks said that Redflex came into Prescott and did a study of their own, and
felt that there wasn’t enough business to make it profitable, so the Department
did their own study of intersections.

After review of their study results, he noted that options available for
consideration would be red light cameras, red light cameras with speed on green,
fixed speed — mounted anywhere, speed vans.

Lt. Morley said that the cost per intersection, from just one vendor, with two-
approach for red light only is $150,000 to $175,000 plus $5,000 a month for
maintenance. He said that a speed enforcement van is $75,000 plus the cost of
the vehicle, and $5,000 a month for maintenance. He said that they can do cost-
neutral plans where the vendor owns and maintains all equipment, paying for
everything, and the City receives no revenue. He said that there are numerous
lease options and can have a plan put together however they want it.

Mr. Norwood asked what staff's recommendation was based on the information
they have seen. Chief Oaks said that they would like to have photo enforcement
with red-light intersection control, cost neutral, and mobile speed vans.

Chief Oaks said that they would like to have one employee, paid for by the
vendor, that would sign off on the violations; they want PD to look at them. He
said that they would also have to cover the additional costs felt by the Court.

Councilwoman Suttles asked what type of time frame they were looking at. Chief
Oaks said that if they were directed, they would draft an RFP, receiving those,
analyzing to find the most responsive and giving the vendor time to install, they
would be looking at probably six to eight months. He said that it would be for a
set period of time and at the end of the contract they could go with a different
vendor, possibly go into the business themselves, or get rid of it all.

Councilman Bell asked if Prescott Valley’s system was cost neutral. Chief Oaks
said that is what they have been told. Mayor Wilson said that it is pretty close,
based on a conversation he has had, they make a little amount of money.

Mr. Norwood asked if another company would see the numbers as not enough to
come in. Chief Oaks said that was possible; Redflex was not impressed with
what they saw. He said that he would anticipate that any vendor that would bid
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would do their own survey to see what the profitability was; they are not in the
business to lose money.

Councilman Lamerson asked if, based on their information, they have any
anticipated costs benefit relationship of what it would cost in man hours of
adequate bodies to do the same job that the equipment could do. Chief Oaks
said that they probably could; they could also look at the number of crashes.

Councilman Lamerson asked, with the cost of running the department, what the
reason was for going with cost neutral. Chief Oaks said that the basic answer is
because he is pretty conservative; cost neutral protects the City from costs. He
said that what happens is that when people get used to red light enforcement or
vans, they start committing less violations. At some point, while that may be a
hot site, there is a point where it will no longer produce a profit and it is were
structured differently, they would have to pay someone to move it. He said that
he doesn’'t care where the money is going as long as it is cost neutral and
achieving the goal.

Councilman Bell asked, assuming the system was in place, if the traffic officers
tend to get lax in their enforcement. Chief Oaks said that his expectations would
be that their volumes not be reduced; they would go to other locations and those
are locations that are not being serviced today.

Councilman Roecker said that he struggles with this issue. He said that there
are many other factors—lighting a cigarette, eating a sandwich, talking on the cell
phone. Once the picture is taken, none of that is taken into consideration. He
said that he would want them to collect as much money as possible and then
have an education element to address the behavior that causes it. He said that
he does not like the fact that there is no personal contact with the officer. Chief
Oaks said that what bothers him is that they are happening every day and not
being taken care of. Councilman Roecker said that there is no effort to change
behavior. Chief Oak said that he believes it does change behavior.

Councilman Roecker said that he would support it if they can get return from the
money for an educational component. Councilman Lamerson said that he agrees
that they lose the human element, but the first ticket they get begins their
educational process.

Mr. Norwood said that they could include an educational element in the RFP.
Chief Oaks said that if that was the will of the Council, they could negotiate that
as part of the contract.

Mayor Wilson said that to him the red light enforcement is a “no brainer”; they are
talking about life and death. He would need some good statistics to convince
him on the speeding, but he likes the idea of vans over fixed locations.
Councilman Lamerson said that he agreed on the mobile units for speeding
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enforcement. Councilwoman Lopas said that she agreed with the mobile units.
Councilwoman Suttles said that she would like to see the vendors and
associated costs.

Chief Oaks clarified that they would prepare an RFP for red light, vans, or a
combination of the two, and speed on green. Council agreed.

A lunch break was held between 12:16 p.m. and 1:00 p.m.

After lunch discussion began on the General Fund capital. It was noted that
Youth Count was reduced from $27,500 to $20,000 for the coming year. Mayor
Wilson asked why they fund that versus everything else. Ms. Hadley replied that
in the late 1990’s they began this organization, funded through all of the
municipalities to address the needs of youth, such as how to get a job, teenage
pregnancy prevention, etc. She said that this allowed them to address more
issues for less money. Mayor Wilson said there are hundreds of other
organizations. Ms. Hadley said that Prescott has funded it for ten years. It could
be eliminated; however they would be the only city in Yavapai County to not fund
it.

Mr. Norwood said that it was reduced this year and if the Council would like, they
could let them know that it is slowly going to be eliminated. Ms. Hadley noted that
the largest amount of students they help are from Prescott. She said that they
can’t do the work themselves without more staff.

Councilman Lamerson said that he is thinking along the same lines as the Mayor,
with there being hundreds of private sector organizations to help youth. He asked
how they pick and choose one over the others. Ms. Hadley said that the idea at
the time was that each of the communities was looking to hire their own position
to address their needs, so they all got together and now fund one position
between them. Councilwoman Lopas said that it is a 501(c)(3) organization, and
they receive money from the Fannie Mae Foundation, Heritage Fund and
Americorp Foundation.

Councilman Lamerson asked if it was the role of City government to fund this
type of thing. Councilman Roecker asked if the Police Chief had any thoughts on
the issue. Chief Oaks said that he is aware of them mostly through their
involvement with the MAT Force; he is not aware of all the programs they do.
Ms. Hadley said that they interface with Parks and Recreation as well.

Councilman Luzius said that he is involved with Youth Count and MAT Force and
he thinks that the $20,000 is money well spent on the community’s youth.
Councilwoman Lopas noted that if they did away with this contribution, the City
would have to pick it up some other way. She said that they are the City’s future
and asked why they would not want to contribute.
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Mayor Wilson asked what Prescott Valley and Chino Valley were doing this year.
Ms. Hadley said that Prescott Valley and the Tribe are both funding it, at reduced
amounts; she was not sure about Chino Valley but could find out.

Councilwoman Suttles asked if they were holding to this amount or coming back
to it later. Mayor Wilson said that he thought they would leave it. Councilman
Lamerson said that after hearing the explanation and from Councilman Luzius
and Councilwoman Lopas, he did not have a problem with it. Councilwoman
Suttles suggested that they put them on notice that it may be even less next
year. Councilman Luzius said that he was okay with that.

Mr. Woodfill said that the next item was carryover for Prescott Creeks’ match.
Mr. Norwood said that they received requests of over $100,000 from Prescott
Creeks that are unfunded. He did not recommend putting any of that in, but they
can if the Council chose to.

Mr. Woodfill then reviewed the Finance/Information Technology request, which is
new technology to replace the current system at a total price of $490,000. He
said that half is related to utility billing. He said that the carryover of the document
imaging system is an evolving program and it will take a few more years to fully
integrate.

Mr. Woodfill said that the next line item is the get the Business License Program
up and running for the first year. Mayor Wilson asked if it was revenue neutral.
Ms. Bristol said that it depends on the amount of participation, since they don’t
know how many businesses they actually have. She said that there may be other
factors they are not aware of right now, but that is the goal.

Mayor Wilson asked if the Chamber of Commerce has taken a position on the
issue. Ms. Bristol said that they have not, but they sent out a survey and with
less than 2% response, they had 8 in favor and 16 opposed. She said that their
take was that since there was such a low return rate, it was not much of an issue
in the community.

Councilman Lamerson asked if it was the intent to propose a license for doing
business on everyone that does business, or just a select group. Ms. Bristol said
that the goal is to capture everyone doing business with a physical location. She
said that whether or not the Council wants to capture those without physical
locations would be a policy decision of the Council. Councilman Lamerson asked
if that would include those in the arts, medical, legal fields and the internet.
Ms. Bristol said that it would, other than she didn’t believe they could charge for
those doing business on the internet. He asked about home occupations and
Ms. Bristol replied that they would be included.
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Councilman Lamerson said that he wants to make sure that when it is presented
that the public knows what the intent is; the Chamber probably did not elaborate
in their article. Ms. Bristol said that they did, and actually had a suggested cost,
which at that time was about $45 annually, and they mentioned that it would
include lawyers, doctors, etc.

Mayor Wilson said that his daughter does web sites and she is in favor of this.

Councilwoman Suttles said that they have discussed this at the last two
Enterprise Zone meetings and also at the Mayors Advisory Committee on
Economic Development. Ms. Bristol added that Focused Future Il noted that in
order to monitor business availability they would require some type off license or
registration.

Councilwoman Lopas asked how many communities do not use business
licenses. Ms. Bristol handed out a sheet that provided information on other
communities of similar size throughout the State.

Councilman Lamerson said that he did not want to sound like he was opposed to
a license; he does want to ensure that everyone is treated equally.

Councilman Roecker asked if the purpose is to find out who is in town.
Ms. Bristol said that from her standpoint, it is to get a clear picture of the types of
businesses and services that they have.

Ms. Bristol was asked what they would do if they didn’t pay. Ms. Bristol said that
law firms and medical offices would depend on whether there is a contract
involved or if each lawyer/doctor had their own business. She said that there is
precedence on how that is done throughout the State. She said that what they
do if they don’t pay would be a decision of the Council. She said that if they get
past this discussion and generate an ordinance, that maybe one thing is that
there would be a penalty, or they may determine that an 85-90% compliance
would be adequate for their needs.

Councilman Roecker asked if they would have to hire anyone to do this program.
Mr. Woodfill said that they would need additional clerical help. He said that there
are probably 10,000 annual licenses, and with changes and renewals, they
couldn’t do it with existing staff; they would need to hire an additional clerk.

Mayor Wilson said that in other cities they used a “carrot and stick” approach in
terms of a penalty. Ms. Bristol said that part of the proposal is that if a business
voluntarily signed up by a certain period, they would get the set up fee or the
entire first year fee paid for. She said that they would propose to start the
program on July 1 of this year for existing businesses, with a 120 day grace
period and a marketing campaign to get voluntary compliance. They could then
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start charging the full setup and annual fee on November 1. She said that it can
be set up any way the Council would like to do it.

Councilman Luzius asked what the set up fee included. Ms. Bristol said that it
covers the cost of having materials, mailings, postage, computer stations.
Mr. Woodfill added that the initial fee would include the processing of the initial
application which would run through Community Development for zoning
approvals, Fire Department for inspection services, etc. Councilman Luzius said
that he thinks it is important to have something like that. He said that Ms. Bristol
has been asked for data from people interested in coming into the area and she
is not able to give them any figures.

Councilman Bell said that he is in favor of this and the Chamber Board is in favor
for the reasons Ms. Bristol stated. Mayor Wilson said that he was in favor as
well. He asked if anyone had heartburn. Councilman Roecker said that he would
probably vote no. Councilwoman Lopas said that she thinks it is needed.
Councilman Lamerson said that he had no problem as long as it is done
equitably. Councilwoman Suttles asked if this would be brought to the Council
for action. Ms. Bristol said that staff would bring it to Council.

Councilman Lamerson asked what the $30,000 for Open Space Management
was used for. Councilwoman Lopas said that it covered major maintenance and
the Open Space Steward. Ms. Horton said that the largest percentage goes for
the Community Nature Center. Councilman Lamerson said that he thought that
was a good use of $30,000. He asked if any came out of the bed tax.
Mr. Norwood said that for the last several years they have carried it in the
General Fund. Mr. Woodfill noted that last year it was $35,000. It was suggested
that it be moved to be paid out of the bed tax. Councilman Roecker said that they
should not only move it, but increase it.

Councilwoman Suttles said that they have talked about this before of splitting
open space from streets. She asked if it wouldn’t be a real positive for open
space to have their own money, funding, maintenance, etc. She asked if that
would require that it go back to the voters. Mayor Wilson said that the Council
put restrictions on how it could be used, which will expire in December 2015. He
said that they need to look at that and bring it back to the voters with % going to
roads and V4 for open space, to include maintenance. Councilwoman Lopas said
that the Open Space Committee would like that. Mayor Wilson said that he didn’t
know about timing. All agreed to move this to the bed tax.

Discussion was then held on the Meals on Wheels amount. Mr. Norwood said
that this year Meals on Wheels sent a request to Council for more than $50,000
and he told Mr. Marsten that this was not the year for asking, but would put in
$10,000. He said that it is up to the Council as to whether they want to add or
delete that amount.
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Councilwoman Suttles said that they have a brand new building. She said that
she knows these are hard times, but they need to stand on their own.

Mayor Wilson said that they were discussing a similar issue with Youth Count.
He said that Meals on Wheels focuses on seniors, and homebounds, and he
feels an obligation. He said that he didn’t think that $10,000 was a big hit, and
they should support it.

Councilman Roecker asked what other cities do. Mr. Norwood said that most
support it, and it is often part of the City, through an adult center. Councilman
Roecker asked who paid for utilities. Mr. Norwood said that Meals on Wheels
pay their utilities. He said that the City gives the Adult Center $80,000 a year
that they can use any way they want. Previously, he said, they had a City-funded
employee that worked there.

Councilwoman Luzius said that he is the liaison to the Meals on Wheels Board
and they are hurting and trying to help themselves. He said that they were at the
point of closing their doors and came up with the car raffle. He said that he had
told the Board that he would try to get them $20,000, but the $10,000 is better
than nothing.

Councilman Lamerson said that Meals on Wheels is for the homebounds, and
asked Councilman Luzius if he had any idea how much they gave them last year.
Mr. Norwood said that this past year the amount was $5,000.

Councilman Bell said that their intention is not to walk away from the
homebound. They charge a minimal amount, but as he remembered the place
they were having trouble was providing meals at the Adult Center. He said that
the cost is like $5 and they only ask for a donation; some don’t donate at all. He
said that their operation could be streamlined and there should be a mandatory
payment. Councilman Luzius said that he would discuss that issue with the
Board.

Mayor Wilson said that he would be in favor of $20,000 this year, but with no
guarantee for future years, and asking them to take responsibility for addressing
the issue of people not paying. Councilwoman Suttles said that she was okay.
After further discussion Mr. Norwood said that he would include $20,000 for
Meals on Wheels.

Brief discussion was held on the neighborhood cleanups. Mr. Norwood said that
they used to provide them twice a year, in the spring and fall, but this year they
are eliminating the fall cleanup. He said that they have done so many cleanups
through Code Enforcement, that it has minimized their need for twice a year.
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Councilman Lamerson said that they have put all of their bed tax toward
advertising for tourism, but not everyone comes here for shopping and perhaps
they should use it for other things, such as the requests regarding the creeks.
Mr. Norwood said that most of these projects are not City projects; they have
come forward from Prescott Creeks.

Mayor Wilson asked if any of the Prescott Creeks projects were eligible for
ADEQ grants. Mr. Woodfill said that Prescott Creeks tries to find grants.
Councilman Roecker said that the reason they are asking us is because they
can’t. Councilwoman Lopas said that this allows them to apply for the grant.
She noted that Prescott Creek manages 120 acres of City land.

Discussion was held on the MDTs for Fire. Chief Willis said that they are similar
to what the Police Department uses. Mayor Wilson asked if there was any
opportunity for grants for these. Chief Oaks said that he has not been able to
find any because it is old technology; most departments already have them.

Brief discussion was held on the Unfunded General Fund Capital Outlays.
Mr. Woodfill said that the e-mail archiving software is something the City does
not do right now. They only keep e-mail backup for recovery. Mr. Kidd said that
they have to print off all of the departments’ e-mails, anything that is substantial.
He said that they need to treat e-mail as any other type of record. Mr. Woodfill
said that the trouble with an e-mail archive is that 90% of e-mail is junk and not a
public record.

Going back to Prescott Creeks, Councilman Luzius asked what the final outcome
was. Mayor Wilson said that he didn’'t think anything; they are looking at
$100,000 the City doesn’t have.

Mr. Woodfill then reviewed the General Fund Five-Year CIP. Councilman
Roecker asked about the sprinkler system at the Elks Opera House. Mr. Fenech
said that when the road was improved in front of the building they improved the
line so that when the funding is available from the Foundation, there is an
adequate line to the building. He said that the historic people are okay with that;
they understand that it is an expensive item. Councilman Luzius asked what the
Fire Department had to say about it.

Mr. Willis said that there is a safety issue, but from a practical standpoint if they
put it in now, they will have to spend additional money to redesign the
improvements. Mayor Wilson said that these improvements are also being
considered by the Prescott Capital Needs Committee.

Councilman Luzius said that they are using it more and more, and encouraging
people to use it and he is concerned with how long they have to wait for those
improvements.
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Councilman Roecker said that at one point the attorneys that owned the building
were going to cooperate at 50/50 with the City. He said that he was told that if
there was a fire, it would be engulfed in ten minutes. It is a very important issue
and he hopes they address it soon.

Mr. Fenech asked Council if they would like him to explore it further with the
building owners. Councilman Luzius said that he has already been contacted by
one of the owners to see if the City is interested in buying the entire building.
Mr. Kidd said that staff is recommending a sale and partial donation.

Discussion then turned to Governmental Capital Fund. Mayor Wilson asked if
the amount for the Airport would come out if they got a grant, and Councilman
Luzius asked how it affected Prescott Valley’s contribution. Ms. Bristol said that
they have marketing and subsidy, and it doesn’t get paid until they determine if
there is a subsidy; they have to account for the whole year. Mr. Woodfill said that
they show their subsidy as a revenue, but the whole appropriation has to be in
the budget document.

Mr. Norwood said that the Community Center AV/Security is a 50/50
arrangement, although they wanted the City to pay the entire amount.

Mayor Wilson asked if the City Hall HVAC included the roof too. Mr. Woodfill
said that the roof repair is later in the budget.

Mr. Woodfill noted that the balance in this fund is zero, plus the reserve for the
interfund loan to the Golf Course. There is no more cash in this fund until
projects fall off the list.

Mr. Woodfill said that this is the fund that matches the airport grants. They have
$478,111 in there, but there is not the $3.5 million for the terminal grant. Mayor
Wilson asked if they could take money out of the $5 million for the conference
center. Mr. Woodfill said that this fund has no money until the account receives
revenues. Councilwoman Suttles asked if they could push back the golf course.
Mr. Woodfill said that they are in the whole of $1.2 million; they have to reserve
that cash.

Councilman Luzius said that the golf course money will be paid back over time
based on their current plan. Mr. Fenech said that the debt service drops off at
2.5 to 3 years, so in three to four years it will be paid off.

Councilman Lamerson asked what the deadline was for the conference center.
Mr. Woodfill said that it was five years from three weeks ago. Mr. Kidd said that
there are different timelines they have to meet. He said that the payoff of the $5
million is at completion of the project.
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Councilman Luzius asked if they could get a rundown on the conference center.
Mr. Norwood said that he would do that.

Mr. Willis then gave a PowerPoint presentation on the Public Safety
Communications upgrade project, attached hereto as Exhibit B.

Discussion then turned to Impact Fees. Mr. Woodfill said that they have talked a
lot about this. He said that part of Mr. Willis’s project is being funded by impact
fees. They also have an impact fee study that is in there for a few reasons. He
said that it has been several years since their last study and there have been a
lot of new state laws. He said that Mr. Kidd is currently in litigation over impact
fees.

A break was taken between 2:18 p.m. and 2:32 p.m.
Updates on:
a. One Cent Sales Tax

Mr. Woodfill said that this tax is about to expire and they need to look at
the remainder of the term and the ability for the City to use it. He said that
HURF funds are insufficient for maintenance operations, and infrastructure
has outpaced HURF; they have had to augment it with 1% tax.

Mr. Nietupski then gave an overview of the One Cent Sales Tax, Exhibit C
attached hereto and made a part hereof.

Mayor Wilson said that the City is on the hook for Side Road, Sundog
Connector and Ruger Road. Councilman Lamerson said that they don’t
have to take away the flexibility of the road tax; they have to find a ways to
do these things. He said that they have a revenue source—the 1% sales
tax. They don’t have to put money in the open space fund; once they do,
they cannot take it out. He suggested that they don’t put money in the
open space fund until they get these things completed. He said that they
need to fix the roads. He is not saying that he doesn’t want to buy open
space, but they need to fix the roads first.

Mayor Wilson said that they couldn’t fix the problem with $6 million, when
they have a $24 million deficit. Councilman Lamerson said that he agreed
with that, but it would solve 25% of it.

Mr. Kidd said that the voters approved an allocation of up to $47 million.
They went to court and the judge issued an opinion that the Council has
total discretion on where to spend the money. In the original materials
used it was contemplated that some years’ money would be used for
roads and other years it would be used for open space.
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Mayor Wilson said that he is comfortable with that case, but he also read
the original proposition that the City put out advertising. He said that
people try to ignore it, but they have a moral and legal commitment.

Councilman Luzius said that they should take the open space money and
put it in a separate interest-bearing account, and use the interest for
maintenance.

Councilman Roecker said that at this point they have not done anything
that the voters didn’t ask them to do. They have had open space
acquisitions, the committee has made recommendations and they move
forward.

Mayor Wilson said that they have a significant backlog coming forward. In
the downturn of the economy people have been trying to donate open
space or selling it at reduced prices. He said that taking $6 million out of
the budget is not viable. Councilwoman Lopas said that if they took the
money away the land would be gone from the one major landowner they
have been talking with.

Councilman Roecker said that they should leave the money in there. If
they take it out, they won't get it back. The taxpayers asked them to do
what they have been doing; they should continue doing that.

Mr. Norwood asked what the number would be for debt service if they
financed the $24 million deficit. Mr. Woodfill said that they have made
contact with people in that industry. There would be certificates of
participation available, not bonds, but it would be about 4 to 4.5% for 5-6
years, or around $4 million in debt service.

Councilman Roecker asked, if and when open space becomes available, if
it could be bonded for. Mr. Woodfill said that could be done as well. He
noted that they cannot overspend the revenue stream.

Mayor Wilson said that he would like to see the analysis done on both—
open space and roads, to get their hands around some of these, to see
beyond the extension of the 1%. He said that they need to look at a
comprehensive approach rather than piecemeal. Councilman Luzius said
that four or five years ago the Open Space Alliance was advocating
bonding for many purchases.

Councilman Roecker said that some of those acquisitions were not
available at that time and it didn’t make sense to bond and then sit on the
money. Councilman Luzius said that Growing Smarter money was
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available then and they could have gotten a 50/50 match to purchase, but
they have lost that leverage.

Further discussion was held on bonding and the need for further analysis.
Mr. Woodfill said that he would make it more formal and include open
space.

Mayor Wilson said that they have not talked about the TIME Coalition’s
referendum. If that goes on the ballot they will have to consider that for 30
years, so they need to think of what and when they place items on the
ballot. Mr. Woodfill noted that the sales tax extension can be on any
election’s ballot.

Mr. Norwood said that if they are obligated to be under construction by
next June on the Side Road Interchange, they need to show it has a debt
issue. Mr. Nietupski said that they have to show either that or a revenue
source. He said that there is no way they won’t have to borrow money in
2010.

Mr. Norwood asked if it was okay to go ahead in June of 2009 and sign a
contract for $18 million even though they don’t have it budgeted.
Mr. Woodfill said that they have it on capital plan that has been adopted.
Mr. Norwood asked if they were okay for this next fiscal year as proposed.

Councilwoman Suttles asked if they wouldn’t need to decide that this year
for the November election. Mr. Norwood said that they talked about going
with a general obligation bond for public safety and other projects in
November 2008 and wait until March 2009 for the 1% extension.
Councilwoman Suttles asked what they do if it gets voted down. Mayor
Wilson said that they wouldn’t have a lot of options. Mr. Woodfill said that
they would have to do a loan.

Councilman Bell asked how much would be available for open space if the
1% extension passed at V4% going to open space. Mr. Woodfill said that it
would generate between $3.5 million and $4 million a year.

Further discussion was held on future needs. Mr. McConnell said that
they have made it clear and will reemphasize that the existing funding
sources will not fund the major infrastructure with the major annexations;
that is a whole new issue. Mayor Wilson asked when that would come
forward. Mr. McConnell said that they will start discussions during the first
part of calendar year 20009.

Councilman Roecker said that he does not ever see them spending as
much money for open space as they are talking. Councilwoman Lopas
said that it will mostly be during the next two to three years; after that the
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land will get too expensive. Mayor Wilson said that they have a moral
obligation to the voters. Councilman Roecker said that he agreed they had
a moral obligation, but the $40.7 million was a number thrown out.
Councilman Lamerson asked if they didn’t also have a moral and legal
obligation to make sure their roads are safe.

Councilman Bell asked how much has been spent to date on open space.
Mr. Woodfill said that including this year it was around $9 million to $10
million. Councilman Luzius said that $1 million of that went toward the
rodeo grounds. Councilwoman Suttles said that was a good investment.

Mr. Nietupski said that the issue is that with the revenue decline, Iron
Springs and Copper Basin have depleted their funds, especially with the
cost of fuel. He said that one lane mile for Iron Springs Road was $3.03
million and Copper Basin is $2.15 million.

Further discussion was held on the streets projects. Mayor Wilson asked
how it would be impacted if they extended the 1% for 30 vyears.
Mr. Nietupski said that like any other program, if they can maintain a
positive number, they can whittle away at the projects. Having that
revenue stream for a longer time is going to be a benefit; it is the lifeblood.

Councilman Lamerson said that if they are projecting $100 million worth of
expenses, they won’t get anything new other than what has been
included. Mr. Nietupski said that they would have the continued ability to
do projects. Councilman Lamerson asked about the mass annexations.
Mr. Nietupski said that number did not include annexations.

Mr. McConnell said that if there is a funding source, whether it is 3% or
whatever, the shift is being made to setting priorities to keep roads in good
repair and not letting it get out of hand. If they stay the course, it won't fall
apart.

Councilman Lamerson said that they have areas of town that have been
waiting for years for drainage problems to be fixed, but they keep getting
put on the back burner. He said that it is like they are trying to plug the
dike. Mr. Nietupski said that if there is a continual commitment to the
rehab programs the overall quality will be improved and they will gain on it.
When they spend money on preservation and maintenance, they extend
the pavement life.

Councilman Lamerson asked if it is job specific when they borrow.
Mr. Woodfill said that it was not on the ballot, but it was in the publicity.
There was an A list and B list, which is the same thing they are talking
about doing now. He said that all of the things on the A list were
completed.
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Mayor Wilson asked if it would be possible to create an improvement
district in the downtown area for drainage and reconstruction. Mr. Woodfill
said that legally they could, but probably not politically.

Councilman Roecker asked about using the Municipal Property
Corporation. Mr. Woodfill said that debt is debt; the question is how they
repay it. It does not matter; they still need a repayment source; the MPC
is just a mechanism, like WIFA.

Mayor Wilson asked if drainage is ADEQ related. Mr. Woodill said that
they cold possibly get a grant, but they are very competitive.

Mr. Woodfill then reviewed the proposed Transient Lodging Tax for 2009,
noting that earlier in the meeting they moved $30,000.00 from here, so it is
now down to $60,090.

Mr. Norwood said that they recently had a Father/Son Tournament at the
golf course which consisted of 500 people coming in, with their families,
and half of them were from outside the area. He said that they have over
200 tournaments a year.

Mayor Wilson asked about the $28,000.00 electrical for the rodeo
grounds. Mr. Fenech said that is an estimate of the cost for an electrical
study to determine what is needed to fix it, and he would strongly
encourage such a study.

Mr. Woodfill said that the fireworks will be a big draw this year.
Mr. Fenech noted that the revenue brought in for this event offsets the
total expense for the Fourth of July.

Councilwoman Suttles asked if the cost of bringing out the fire trucks was
included in the amount shown. Mr. Norwood said that comes out of their
respective budget; both for police and fire. He said that other departments
have overtime as well, such as streets and sanitation. He said that the
$20,000 doesn’t get near covering their costs for downtown.

Councilwoman Suttles asked if anyone else had concerns with the
fireworks this year. Councilman Lamerson said that it seems crazy to
spend money on fireworks, but that is one of the things they do.
Councilwoman Lopas said that the revenue coming in over the weekend is
big; that is icing on the cake. Mayor Wilson said that it celebrates the
founding of the country.

Councilman Lamerson said that he did not understand the furniture for the
Grille and money coming out of this fund. Mr. Fenech said that 50% of
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most of the tournaments that come in have patio events. They have about
seven tables left and they are ten years old and in terrible condition. He
said that they bring a significant amount of tournament funds. He said that
they got a bid from Biddle’s and they gave them a 30-40% discount
through their manufacturers.

Councilman Bell said that Flagstaff cancelled their fireworks due to the
fires. He noted that the smallest item on the list was $5,000 for marketing
the Elks; his group alone spends $40,000. Councilman Roecker said that
$17,000 for the fireworks isn’t that much. Councilwoman Lopas said that
Flagstaff will come down to the Prescott, and they should market it to
them.

Councilman Roecker asked about the Support for the Arts. Mr. Norwood
said that this is what is done through the Prescott Area Arts and
Humanities Council. He said that when this went before the voters, it
included a condition that a small percentage would go to the arts, rodeo,
marketing, and courthouse lighting. He said that it does not obligate them
to spend that much; it is a not to exceed amount. Councilman Luzius
asked if it goes into next year's amount if there is anything left over.
Mr. Woodfill said that was correct.

Councilman Lamerson asked what they would do if something comes up
throughout the year that they deem is appropriate for funding from this.
Mr. Woodfill said that he would put in $60,090 contingency.

Mr. Woodfill said that the water and wastewater information in the budget
book is out of the capital plan. He said that if the rates proposed are
adopted, it is in the funding plan. It does require them to issue debt, but
repayment of the debt is included in the funding plan.

Councilman Lamerson asked if they were obligated in 2010 to fund $1.4
million for the Big Chino Water Ranch. Mr. Woodfill said that this is an
appropriation for five years. This is not a promise to spend; it is available if
they decide to move forward. They would have to come to Council for
actual contracts, purchases, etc. This would be a not to exceed amount.
He said that if they get the letter and the Council wants to proceed, they
could not do so without this being appropriated.

Mr. McConnell noted that in the budget book on page 117, it identifies
what is being budgeted for the current fiscal year. He said that in 2009 it
is the easement and right-of-way acquisition which Council has
authorized. In 2010, it is the completion of that phase; it is not hard
construction money to build the pipeline. That won’t occur, per Council
direction, until they have the letter from ADWR.
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Councilman Luzius asked if the project listed on page 46, Prescott
Canyon, was part of the $5 million incentive to Lowe’s, the tank they have
not installed. Mr. Woodfill said that it is for that whole region. While
Lowe’s is in that region, it is also for U-Haul, Prescott Canyon Estates.
Councilman Luzius asked if there is anywhere in the book that tells them
how much has been spent on Lowe’s. Mr. Woodfill said that the spending
would be in the old budget book, but he could put together a report on
what has been spent on Lowe’s.

Mayor Wilson said, in terms of Councilman Lamerson’s comments on the
Big Chino Water Ranch, they are not just waiting for the ADWR, but they
also have to get through the issue of litigation, and they won’t see him
voting until that is satisfied.

Councilman Lamerson asked if they are tying up money on that project.
Mr. Woodfill said that monies would come through bonds; they don’t issue
bonds until they are in the construction phase.

Councilman Roecker asked Mayor Wilson if he thought they would get a
letter saying they won’t sue. Mayor Wilson said that they cannot bond
with any threat of litigation. In the official statement, they have to say if
there is a pending litigation, so it is incumbent to remove the threat of
litigation. Mr. Woodfill said that was true with a threat of significant
litigation. Mayor Wilson said that he is not worried about the Center for
Biological Diversity; he is worried about SRP.

Mr. McConnell then gave a presentation, Exhibit D attached hereto and
made a part hereof, noting that the objective was to refresh their memory
on how they go about dealing with large projects. He said that a lot of
attention is given to new needs versus existing needs.

Mr. McConnell said that the impact fees are very complex. They can have
an existing subdivision with vacant lots and when those lots are
developed, they are charged an impact fee. He said that they have to do
this very carefully; with the new laws the cards are being stacked against
cities.

He said that the sewer model does not have all of the existing system
deficiencies, but as they have a break in the line, they examine it and put
that information into the database. He said that the rehab projects have a
lot of innovative ways to get in without ripping up the streets.

He said that the impact fee study will come before the public during July
2008, but the study does not include funding of extensive annexation
areas. He said that the City, along with the property owners of those
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areas, will need to consider alternative funding options, such as
community facilities districts.

Mayor Wilson said that the water model did not include new annexations;
he assumed it would be updated. Mr. McConnell said that it would.

Mr. Woodfill quickly reviewed the smaller capital items. Mr. Vardiman was
asked about the need for fingerprinting at the airport. He said that with the
new requirements, everyone working at the airport will require
fingerprinting and logistically it is better for them to be there. He added
that it would be 100% eligible for grant funding.

Councilwoman Suttles asked what they will do if no one replaces Mesa
Airlines. Mr. Vardiman said that someone will be picked up for Mesa
through the US Department of Transportation; how quickly is uncertain,
but money is available for a new one.

Councilman Roecker asked if there will be a lapse in service.
Mr. Vardiman said that there would be. Mayor Wilson noted that the
service is terminating on May 31, and the RFP does not close until June 3.
Mr. Vardiman said that they are hoping to have service back by the end of
June. Councilwoman Suttles asked if it could be Great Lakes.
Mr. Vardiman said it was a possibility, but he did not know if they would
bid.

Mr. Woodfill said that if the Council wishes to have staff budget for bond
issues that the Capital Needs Committee may bring forward, they can add
those in the tentative budget and remove later if necessary. It was
suggested that they all be put in. Mayor Wilson noted that the Council
makes the final decision, and if they don’t have an allocation, they can’t do
anything.

Mr. Woodfill, in summary, said that operations were down almost 6%;
overall the budget was down 2.1%. He then reviewed the schedule for the
rest of the process:

06/10 Adoption of Tentative Budget
Publishing of Tentative Budget
06/24 Public Hearing and Final Adoption
07/15 Adopt Tax Levy
b. Regional Communications Center

Discussed earlier.
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C. Crime Statistics
Discussed earlier.
d. Annexations.

Mr. McConnell briefly reviewed the proposed annexation areas: Cavan,
Deep Well, State Land, Stringfield Ranch, expansion of Park West area,
Storm Ranch North.

In reference to the transportation system around Pioneer Parkway and
SR89, he said that they have a rural route that they are trying to make
work as an urban system. He said that even with the improvements that
are being made in that area, CYMPO shows deficiencies in that area.

He said that they will be looking at all of the areas transparently, sharing
information with the major property owners so there won’t be any
surprises, including the issue of water. If there is no Big Chino water,
there will be no annexation.

He said that some may question why they even discuss this at this time
when they don’t know the outcome of the water. He said that the City
does have alternate water, which equates to 4,800 houses. He said to
talk about the property north of the airport being developed, there would
be enough water.

He said that no one has the upper hand in terms of major property
owners. The water is available through the City Council authorization and
they are going to treat State Land, Cavan, etc. all the same; it will
ultimately be up to the Council.

He said that there has been some discussion with the Deep Well property
owners about potential annexation of the “triangle” area between Willow
Creek Road, Pioneer Parkway and SR89. He said that the land use has
already been assigned, but they have other business interest they may
bring in. Staff has told them that they will support them and discuss it, but
they have to make sure that whatever is done is consistent with the
infrastructure planning. He said that those discussions have been
successful and productive.

Mayor Wilson said that this presentation is the first that many people have
seen in terms of smart growth. He said that he has been furnishing the
Council members updates to their discussions and he feels they are going
in the right direction. It is tenuous territory, but they have a lot more
information than they have had in the past.
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4.5.* Adjournment.

There being no further discussion to take place, the Budget Workshop of May 22,
2008, adjourned at 4:34 p.m.

JACK D. WILSON, Mayor

Elizabeth A. Burke, City Clerk



