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GOVERNMENT FINANCE OFFICERS ASSOCIATION
Distinguished
Budget Presentation
Award

PRESENTED TO

City of Flagstaff

Arizona

Special Performance Measures Recognition

For the Fiscal Year Beginning
July 1, 2009

HE— e A

President Executive Director

The Government Finance Officers Association of the United States and
Canada (GFOA) presented a Distinguished Budget Presentation Award to the
City of Flagstaff, Arizona for its annual budget for the fiscal year beginning
July 1, 2009. In order to receive this award, a governmental unit must publish
a budget document that meets program criteria as a policy document, as an
operations guide, as a financial plan, and as a communications device.

The award is valid for a period of one year only. We believe our current

budget continues to conform to program requirements, and we are submitting
it to GFOA to determine its eligibility for another award.
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USERS GUIDE

The budget document serves a myriad of purposes. Most important is its use as a
communications device. The budget presents the public an opportunity to review the types of
services and level of service provided within the financial constraints of the community. The
allocation of financial resources translates into what services will be provided to the
community. As community needs and demands for service change, the allocation of resources
should respond accordingly. Therefore, this document attempts to communicate financial
information to allow for informed citizenry.

Transmittal - The City Manager's Message and Budget Summary provides readers with a
synopsis of the resource allocation priorities established by the City Council.

Budget Overview - The overview provides an overview of the key policy issues, priorities and
strategies which shaped the budget, the budget process fiscal policies, revenue assumptions,
and expenditure highlights.

Policies and Procedures — This section provides information on fiscal and budget policies as
it related to certain funds, debt performance, fund balances, expenditure limitation control,
revenues, operating budget impact, and capital investments.

Issues and Updates - Excerpts from the Council Review and Discussion Book used during
the two weeks of study sessions discuss specific Council decision/directions impacting the
prior and current fiscal year budgets.

Financial Summaries - The schedules consolidate the major financial information and
operating data elements. Several schedules also serve to meet state statutory reporting
requirements. The expenditure summaries are used primarily for operational purposes, e.g.,
monitoring expenditures at a fund level and at a category level, and maintaining accountability
at a department level, with managers accountable at the cost center level.

Department Detail - Each operating Division Summary provides a description, goals and
objectives, major accomplishments of the current fiscal year, performance indicators,
expenditure history and budget, commentary on significant changes, and sources of funding.

Capital Improvements - The current year portion of the five-year capital improvement
program is listed, along with location maps and funding source. A more detailed project-
planning sheet is available in the separately published five-year Capital Budget and Capital
Improvement Plan.

Community Profile - The profile provides background information so that the budget can be
viewed in the context of the factors that shape and affect budget decisions, priorities, and
financial parameters within which the community operates. Also provided are select statistical
tables providing historical trend information on tax rates, expenditures, and assessed
valuations of property.
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Appendix - In the appendices the user will find a glossary of budget terminology,
ordinances/resolutions adopting the levies and budget, a summary of authorized

personnel/positions by department, the city pay plan, and a summary of the cost allocation
basis.

For additional information, please call the Finance and Budget Office directly at (928) 213-
2215. This budget document may also be viewed in Adobe Acrobat format on the City of
Flagstaff website, www.flagstaffaz.gov under the Finance and Budget section.
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CITY COUNCIL GOALS

PUBLIC SAFETY

Increase the visibility and
availability of public safety
services, through best
practices and maximizing
resources, to prevent crime
and fires.

FAMILY, YOUTH &
COMMUNITY

Improve opportunities for all
members of our community to
actively participate, invest and
feel a part of a high quality of

life community.

AFFORDABLE HOUSING
Facilitate an environment
where housing opportunities,
both in acquiring and
sustaining, match the income
diversity of our community.
Facilitate a regulatory, market
and where necessary,
assisted housing environment
to match the income
continuum of Flagstaff.

FACILITIES & BASIC
SERVICES

Identify and provide the
desired or current service
levels and accompanying
facilities of basic municipal
services.

COMMUNITY
SUTAINABILITY

Encourage the community
and operate the government
in a manner that sustains
economic vitality,
environmental protection, and
social inclusion so that
current and future residents
and visitors may enjoy the
same or better quality of life.
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Mayor Sara Presler

Sara Presler, attorney and law teacher, brings a
fresh perspective and dynamic energy to the City of
Flagstaff. Presler is an ardent supporter of clean
industry and education, and works with nonprofit
groups, business leaders, elected officials and others
at all levels of government on initiatives to improve
the quality of life for Flagstaff residents.

Born in Buffalo Grove, lllinois and raised in rural
Arizona, Presler has called Flagstaff home since
1997. Sara graduated Cum Laude, earning a
Bachelor of Science degree in history and a minor in
English from Northern Arizona University in 2002.
After, earning her law degree from Michigan State
UnlverS|ty in 2005, she returned to Flagstaff to serve as a public defense attorney
for Coconino County until 2008, defending the rights of parents, children, the
mentally ill, and low income persons in the justice system.

Sara's professional experiences include Legal Aid Services for students at
Northern Arizona University. She has taught for six semesters at Northern Arizona
University for the WA Franke College of Business. Sara is an attorney in private
practice; with her office located in downtown Flagstaff. Sara was elected in 2008
and re-elected in 2010. Sara Presler has a strong commitment to public service
and is involved in a number of local organizations.

Vice-Mayor Celia Barotz

Councilmember Celia Barotz was elected to the
Flagstaff City Council for a four-year term in May
2010. Celia’'s seven years of public service
experience on a wide variety of local boards and
commissions, including the Coconino County
Planning & Zoning Commission, City of Flagstaff
Planning & Zoning Commission, City of Flagstaff
Water Commission, City of Flagstaff Open Spaces
Commission, City of Flagstaff Board of Adjustment,
and Mountain Line Citizen's Review Commission,
provide Celia with a solid foundation for service on
the Flagstaff City Council. Celia’s professional
experience includes practicing real estate and land ®

use law, coordinating the Alternative Dispute

Resolution (ADR) Program for Coconino County Superior Court in Flagstaff and
mediating and arbitrating civil and family law cases. Celia manages an investment
portfolio and has a consulting business. Celia earned a Bachelor of Science, cum
laude, from the University of Vermont, and a Juris Doctor from Tulane University.
She is a member of the Connecticut Bar. Celia’s recreational pursuits include
exploring the Flagstaff Urban Trail System and hiking on the Colorado Plateau.
She enjoys basket weaving, quilting, knitting, and practicing yoga.
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CITY COUNCIL GOALS

FISCAL HEALTH
(Management Goal)

Maintain good fiscal health
through  sound financial
management and  fiscal
integrity. The City shall
maintain written polices that
provide for a balanced budget
that meets the vast array of
community needs, that
ensure that resources are
available to meet future need,
allows for community
infrastructure to be
maintained at adequate levels
and other sound financial

practices.
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Councilmember Art Babbott

Art served his first term on Flagstaff City Council
from 2002-2006 and was recently re-elected in 2010.
Art is a strong proponent of land use planning which
maintain and enhance the characteristics that he
believes makes Flagstaff different from other
communities. He has B.A. in Political Science from
Ambherst College and an M.A. in Urban Affairs and
Public Policy from the University of Delaware. Art is
a small business owner who runs, with his wife
Heather and daughter Lila, the Flagstaff Community
Markets, a local farmers’ market. He is also one of
the managing partners at Pine Mountain
Amphitheater and was one of the founding members
of the Orpheum Theater in Flagstaff. His experience
as a business owner gives him a strong foundation in responsible fiscal planning.
Art has served on the Coconino County Planning and Zoning Commission, was co-
chair of the Southwest Renewable Energy Fair and as a council member, served
as council liaison to the Water Commission, the Flagstaff Housing Authority and
the Coconino Water Advisory Council. Art believes strongly in forward thinking
energy and water policy as well as ensuring that people of all income levels can
live and thrive in Flagstaff.

Councilmember Karla Brewster

Councilmember Karla was elected to a four year term
on the Flagstaff City Council in May 2008. A native of
Oregon, Karla lived most of her life in Glendale, AZ
until moving to Flagstaff in 1998 where she enjoys
working with people and the diversity of Flagstaff.
Karla’'s concern in representing all citizens of
Flagstaff has been to have a vision and provide the
leadership for thoughtful, foresighted planning for
Flagstaff in growth, open spaces, water, economic
development and the incorporation of alternative
energies. A balance of these important issues is
necessary to maintain our quality of life, our sense of
place in Flagstaff for today and for the future. She X
earned degrees from Arizona State University (B.A. =~ :

in Education), and University of Northern Colorado, (M.A. in Educatlon) She has
been a teacher most of her life, both elementary and at the community college
level, and served at John C. Lincoln hospital as an administrative secretary in the
volunteer services program. Karla is currently an administrative assistant at
Northern Arizona University in the office of the Vice Provost for Academic Affairs.
She is the president of the Democratic Women of Northern Arizona, past
president-elect of Classified Staff Advisory Council at NAU, and past president of
the Organization of Administrative Support Staff at NAU. She was in the first class
of Glendale’s (AZ) Leadership Program.
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Councilmember Scott Overton

City Councll

Councilmember Coral Evans

Councilmember Coral Evans was elected to a four-year term in May 2008. She is the third
generation of her family to live in Flagstaff. Her family originally located in Flagstaff in 1929.
Coral has a Master’'s degree in Business Administration, a Bachelor of Science Degree in
Business Management and a Masters-level certificate in Public Management. She is the
executive director of two nonprofit organizations (the Sunnyside Neighborhood Association,
Inc. & the Southside Community Association, Inc.). She is a member of the Coconino
County Workforce Investment Board (appointed position) and a member of the Chamber of
Commerce — Community Development subcommittee. Recognitions include the Athena
award. Her specific areas of interest for the City include well-planned & sustainable
economic development, workforce development & education, workforce & affordable
housing, and transportation, traffic-management and roads. Councilmember Evans
believes that city government should be accessible, accountable and approachable. She is
committed to ensuring that Flagstaff has a balanced approach to decision-making that is
participatory and inclusive.

Councilmember Scott Overton was elected to the Flagstaff City Council in May 2006, re-
elected in 2010, and served as the Vice-Mayor from 2006-2008. He is a Flagstaff native
and graduate of Sinagua High School and Northern Arizona University. His leadership role
is based on a solid foundation of experiences as a small business owner and an instructor
in the Flagstaff Unified School district teaching career and technical education courses at
Flagstaff High School. Councilmember Overton graduated with a Bachelor of Science
degree in Industrial Technology Education in 1996 and a Master of Education degree in
Educational Leadership in 2002. He currently operates a small construction company, SR
Overton Construction. Councilmember Overton has an interest in providing a reasonable,
common sense, working approach in addressing issues and concerns facing the citizens of
Flagstaff. He will continue to utilize his personal ethics and professionalism to serve the
City of Flagstaff to the best of his ability.

Annual Financial Plan

Councilmember Al White

Councilmember Al White was first elected to the Flagstaff City Council in May 2000 and re-
elected in 2004 and 2008. He moved to Flagstaff in 1989 from the Grand Canyon where he
worked in hotel management for 13 years. His career in the hospitality industry provided
Councilmember White a key understanding of tourism issues in Flagstaff. His work in the
recycling industry (owner/operator of New World Recycling) also afforded him an opportunity
to observe the operation and actions of City government. Before running for City Council,
Councilmember White furthered his involvement in his community by becoming the
Chairperson of the City’s Disability Awareness Commission, holding a special interest in
disability issues since he became a paraplegic in 1996. Councilmember White was
awarded a Bachelor of Science Degree in Communication Studies from the University of
Massachusetts in Amherst, Massachusetts. He currently serves as the Council
representative to the Disability Awareness Commission, the Sustainability Commission, the
Tourism Commission, and on the Board for the Northern Arizona Business and Technology
Incubator. He remains convinced that economic growth does not have to be at the expense
of conservation and environmental protection. Finding that blend is his primary concern
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City of Flagstaff

change is imperative as we must balance expenditures to projected revenues. Other changes
represent a policy choice and this letter will help outline that choice for Council consideration. By
charter, | am required to provide my professional recommendation to you as to how to meet your
goals and objectives with the financial resources available. This document will provide that
recommendation.

PROBLEM STATEMENT

As we budget for Fiscal Year 2011 (July, 1 2010 through June 30, 2011), we find ourselves in the
midst of 26 straight months of declining sales tax revenue. The State operated almost the
entirety of FY 2010 without an adopted balanced budget--instead operating in the red by over a
billion dollars. Their inability to arrive at an adopted budget has meant continued uncertainty to
the status of State Shared Revenue with cities. While they entertain various proposals that
redirect voter approved percentage of State income tax and sales tax to cities, both revenue
sources continue to contract at unprecedented rates further impacting the City’s ability to maintain
programs and services.

FY 2011’'s budget challenges, State and locally, are compounded with the budget challenges
from the previous years. To give you an idea of this compounding effect, take a look at the five
year General Fund revenues that were budgeted in FY 2008 versus actual and current
projections (excludes grants and miscellaneous revenues):

General Fund FY2008 Act | FY2009 Act | FY2010 Est | FY2011 Est % Change

As Budgeted in FY2008 $49,451,345 $51,507,304 $53,442,383 $55,563,423 12%

Current Actuals and
Estimates $47,058,511 $45,454,464 $41,800,614 $40,481,610 -14%

Change ($2,392,834) | ($6,052,840) | ($11,641,769) | ($15,081,813) | ($35,169,256)

As you can see from the chart above, the decreases projected for FY 2011 are stacked upon
decreases from previous years. This cumulative effect results in a decrease of $35 million
compared to what was expected or a 14% decline versus where we were just three years ago.
Yet, if you look at: 1) the services the City provides, they have not changed noticeably; and 2) the
level of service provided within these services, that has not changed noticeably either. This is
because we have focused on preserving the aspects that are most visible to the public, while
cutting those that are less visible. This makes logical sense, but as | will explain, it is not
sustainable.

211 West Aspen Avenue, Flagstaff, Arizona 86001

June 30, 2010

Dear Mayor and Council;

How we spend the public’s money is our most important business. How we spend it during the

most severe recession since the Great Depression is even more critical. While there is a degree

of desperation in preserving municipal services, there is also an opportunity for change. Some
Main & TDD (928) 774-5281, Arizona Relay 7-1-1, Fax (928) 779-7696



FY2011 BUDGET

The Council Adopted Budget largely follows the discussions we had at the City Council retreat
and follow-up in February. Moreover, each division consulted with their associated Boards or
Commission for feedback. In the end, the final budget summarizes as follows:

e Revenue increases were minimal and took the form of increases in the cost to non-
residents for fire services; increase to developers for lab fees; and the previously adopted
increase in Solid Waste fees (2007).

o We will see approximately 26 positions eliminated in this budget, but only six of those will
come in the form of layoffs.

e Public Safety services are largely in-tact.

0 All seven Fire Stations will be operating, but Station Seven (by the Furniture
Barn) will run a rescue rather than an engine depending upon daily staffing.

o Wildland Fire Management services continue through the use of grant funds and
contracted labor but reduced 3 FTE.

o0 All Police programs and staffing remains in-tact.

0 Animal Control services remain in place.

e Recreation services experienced no cuts.

e Community Development has taken above average cuts in-line with the decrease in
work-load.

e Reorganizations occurred in Management Services, Public Works, IT, and Courts to
accommodate personnel reductions.

e CVB maintains marketing levels despite personnel cut.

Riordan Mansion maintenance is funded with in-kind city labor funded by BBB
Beautification dollars.

J. Lively will be rebuilt and possibly expanded.

Power costs increased yet power consumption remained flat to falling.

Created one time savings using Smartworks program.

Restored United Way funding by $70,000 to $270,000.

Restored the EcoPass, $7,600 for Council Travel, and $53,000 for Heritage Square
maintenance and Downtown Street Sweeping

e Restored Arts and Science grant funding

While we were able to hold compensation flat for FY 2011, health benefits were decreased
through the use of plan changes. Health insurance rates were proposed to increase by
approximately 11% for FY 2011. As you know, we are part of a Trust which includes the County,
FUSD, CCC, and NAIPTA. Collectively, the increase in health insurance could not be absorbed
by the employers. So the benefits were reduced to lessen the increase in premiums. In
anticipation of a large increase in health insurance, the Budget Team had set aside $300,000 in
its initial planning to deal with any increases in benefit costs. Since the collective was not able to
absorb the increase, we have used the $300,000 to restore six positions throughout the City for
FY 2011.

Unfortunately, | could not foresee a way that we could fully implement the new Property
Maintenance Ordinance (PMO) program in FY 2011. We will certainly develop the ordinance;
develop the court procedures to prosecute these offenders; and begin writing tickets; but we are
down to two code enforcers in Community Development and one code enforcer in Sustainability
and Environmental Management Services. Moreover, we have no increase in prosecutors or
court staff to process these tickets and quite frankly went the opposite direction of reducing staff
in these areas in FY 2010. So while we can, and will, put the PMO infrastructure in place, we
must manage expectations that there will be a significant difference in service delivery because
the personnel are not available.
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Similarly, we continue to be exposed to the interconnectedness of criminal justice activities. This
recession has hit all governmental functions hard. The County Attorney’s office continues to face
budget cuts and as a result they are redirecting some Class 6 felonies to Municipal Court (about
150-200 cases). This will result in increased case load for prosecutors, public defenders, and
municipal court staff. Additionally, while we lost a total of 13 positions in the Police Department in
FY 2010, Patrol was largely unchanged and in fact increased citations by 36% (from 11,203 to
15,271). This ripple effect was felt in the aforementioned agencies plus the county jail who are
again facing decreases of their own.

Also included in this budget is a redirection of stimulus dollars that were allocated to the auto
industry in the form of waiving the 1% sales tax on the purchase of new or used vehicles to the
construction industry to help incentivize new construction. We had previously allocated $100,000
to pay for the auto sales tax waiver. As of March, 2010 approximately 46 people had taken
advantage of the program at a cost of approximately $8,000. Assuming another $2,000 gets
used in the transition, we will redirect $90,000 to the construction stimulus program outlined at the
budget retreat last year. The construction stimulus program originally did not take effect because
we never had an adopted balanced State budget. This stimulus is intended to get projects that
have already been reviewed by Community Development (and therefore our costs are already
spent) to be picked up and started. If these incentives are enough to push a project over the
hump, then the whole Flagstaff economy will benefit.

The budget preserves most programs with minimal decreases in service levels; addresses some
unigue situations (J. Lively and Riordan Mansion); and balances the budget. It is, however, not
sustainable past FY 2011 if revenues decline or even remain constant.

A STRATEGIC CHOICE

We know we must cut from FY 2010 base in order to operate with a budget that balances
expenditures to revenues. But there are two distinct ways we can accomplish this. The most
typical way is to reduce expenditures that have minimal short-term impacts and leave programs
and services largely intact. This is the most typical because politically it is the most acceptable
and has the least personnel impact. Each City program or service has a constituency (with the
exception of overhead related functions). Any attempt to eliminate or reduce a program usually
activates those constituents who use that service and would have their lives affected.
Consequently, it is typical to make only those cuts that are absolutely necessary to keep the
program or service alive until next year, when “hopefully” revenues will improve.

This is what | term, the “hold your breath and hope” approach. As you saw above, this is how |
have crafted the budget thus far. We, as a municipal corporation, do this all the time. We hold a
position vacant and spread out the work assuming that when times get better we will fill that
position. Or we agree to defer replacing a piece of equipment recognizing we'd rather be in the
business operating an old piece of equipment versus being out of the business completely. The
problem is, what happens when the revenue doesn’t return? How long before the maintenance
costs on the equipment become more than the replacement costs? How long before a roof fails?
How long can staff run at this higher pace with less pay? In short, we must look past the
immediate fiscal year and say how do we build a sustainable ship for the longer haul?

In this budget year, each Division Director and Section Head was asked to cut anywhere from
6.5% to 34% over the previous year budget which saw cuts as high as 22%. When asked if the
budget they had developed was sustainable over the next three to five years if they got no more
revenue, the answer was consistently “yes...with the exception of:”

% Equipment — vehicles, tractors, graders, etc

» Facilities — roofs, HVAC, custodial services, etc.

» Infrastructure — streets, water lines, pumps, sewer lines, parks

» Personnel — training, compensation (if other markets increase), uniforms, etc.

*

*,

B3

D3

D3
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In other words, we can continue to provide this level of service from a workload standpoint, so
long as the tools we rely upon don't break. Moreover, in the short term, we believe the
breakdown’s will be unremarkable in the first year (which was FY 2010) and stressed in the
second year (FY 2011), but will come due in the third year and beyond. In the end, it is my
determination that we cannot sustain the proposed level of programs and services for the
long-run.

So we have a choice to make: 1) do we budget at a level that minimizes visible impacts to
programs and services and then re-evaluate next year and either cut deeper if needed or look at
new revenue sources to accomplish the structural support (equipment, facilities, compensation)
necessary to sustain that level of service; or 2) do we cut deeper now affecting services and
increasing layoffs, but know that we are able to sustain that level of service for the long run? To
answer this question, you need to know what the future looks like. Of course the degree of
accuracy when looking into a crystal ball is murky at best. Very few saw the degree of decline
that the State of Arizona and City of Flagstaff would experience starting in the fall of 2008, three
months in advance let alone 3-5 years in advance. But we need to look out 3-5 years.

Recognizing the limitations of my Bachelors degree in economics (the Master’'s was in Public
Administration), | will defer to others to provide predictions and use my knowledge to interpret the
impacts of the forecast on this budget. Forecasts by the Federal Open Market Committee predict
the national economy will grow around 2.8-3.5 percent during 2010 and between 3.5 and 4.5
percent in 2011 and 2012. Arizona economists consistently predict the State will grow slower than
the national economy, but will still grow in calendar year 2010. Meanwhile, NAU economist Ron
Gunderson'’s forecast in November 2009 was no signs of the local economy recovery in 2010.
NAU economist Dennis Foster at the same conference projected a local recovery could take as
long as 5 years.

This provides an interesting outlook for our municipal corporation. From a contractuals and
commodities standpoint (equipment, fuel, computer hardware and software, etc), a growing
national economy will insert a degree of price inflation back into expenditures; however, if the
local economy remains flat, it becomes difficult to even keep up with 1-2% inflation. As a result,
the cost of providing the same level of services for Flagstaff is not possible and cuts must be
made. From a personnel standpoint, which is our most significant resource and expense, there is
a question about worker mobility. Mobility within the state of Arizona is pretty high as
demonstrated by the quick departure of police officers to Valley communities when pay
differentials are minimal, but add in cost of living between Flagstaff and the Valley and the
differential is more significant and more attractive to leave this area. But if the State economy
continues to suffer, those in-state employment options become limited. However, if the national
economy is rebounding much faster, the compensation and cost of living differential may become
great enough to entice workers to move out of State. When this happens, our corporation
struggles significantly as we are in a perpetual state of training new hires, which in turns means
lower levels of customer service and in turn poorer performance. Maintaining competitive wages
(that retain and attract quality workers) is the single most important structural element to a
sustainable ship. No matter how small we might get; no matter how few programs we might offer;
if we don’'t have a quality workforce to deliver it, there will be continual dissatisfaction with the
organization which will lead to constant turnover (including elected officials). These arguments
would seem to lead us towards the obvious choice of #2: keep cutting and make the ship
sustainable for the next 3-5 years. But what would that take?
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Looking at the categories outlined above, here are some estimates to “maintain what we've got:

Equipment —
Fleet (General Fund w/o fire engines)-$500,000/yr (FY11 Budget = $250,000)
Fire Engines - $400,000/yr (FY11 Budget = $0)
Solid Waste Equipment - $2 million/yr (FY11 Budget= $1.8 million)
Utilities (vehicles and plants) - $1million per year (FY11 Budget = $0)
IT Capital - $700,000/yr (FY11 Budget = $470,000)

Infrastructure —
Street preservation - $4 million/yr (FY11 Budget = $937,000)
Water lines - $2 million/yr (FY11 Budget =$0)
Sewer lines - $1 million/yr (FY11 Budget = $0)
Water meters - $400,000/yr (FY11 Budget = $0)
Future water supply for build-out - $200M - $600M
Parks capital - $500,000/yr (FY11 budget = $250,000)

Facilities —
General Fund - $500,000/yr (FY11 Budget = $200,000)
Custodial - $525,000/yr (FY11 Budget = $383,000)
Parks Maintenance - $3 million/yr (FY11 Budget = $2.4 million)

Personnel —
Training and Travel - $1.3 million/yr (FY11 Budget = $647,619)
Compensation (average 19% below market) - $6.3 million/yr to catch up
Uniforms - Police $1,200 /person/yr - $224,000 (FY11 Budget = $112,000)
- Fire $1,000/pers/yr (not including safety gear) - $100,000 (FY11 Budget = $0)
Overtime (primarily Police, Fire and Snow removal) - $1.7M/year (FY11 Budget = $1.3M)

Maintaining What We've Got
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The total deficit of these ongoing needs (not including future water supply or compensation) is
approximately $11 million per year. For just the General Fund & BBB (Park Maintenance) it is
approximately $6.5 million. To meet these ongoing structural support expenditures would take
significant and severe expenditure cuts. If we look back at the items added back to the proposed
budget during the February council retreat, deleting those items would save $1.7 million and have
significant program and service impacts. To get to this larger number we would need to consider
a cut equivalent to a half cent sales tax.

To expound, our 1¢ sales currently generates about $13 million. This is equal to 27% of all the
revenue in the General Fund. We know that if that went away today, we would be faced with
eliminating about 3 out of every 10 jobs in the General Fund. The structural support expenses
are equivalent to half these amounts. This would mean significant reductions in programs and
service levels in core services such as Police, Fire, and Courts. Remember that just $1.7 million
in cuts meant closing 2 fire stations, eliminating all police liaison positions, and no funding for
warrants or public defenders in the Municipal Court. This is almost 4 times as severe a cut.

Of course, the alternative is revenue enhancement. The decision between cuts and revenue
enhancements (once efficiencies have been achieved) always comes back to the level of service
debate. If the public demand for certain services are quite low, then the cuts may be acceptable.
If the demand is high, the cuts become less acceptable and revenue enhancement becomes
more viable.

Given that the City Council has created a Budget Advisory Task Force to help provide guidance
for the FY 2012 budget, it makes sense to defer these questions and these choices until that
committee has had an opportunity to weigh in on them and provide their advice to Council and
staff. Therefore, my recommendation on how to spend city dollars in FY 2011 is to stay with
lesser cuts now and address the long term sustainability of this level of service with the Budget
Task Force during this upcoming fiscal year. The details of the Council Adopted Budget are
captured in the pages that follow.

Sincerely,

Kevin Burke
City Manager
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The City of Flagstaff
Service At A Higher Elevation

Mission

The Mission of the City of Flagstaff is to enhance the quality of life of its
citizens while protecting the values of our community.

Vision

The City of Flagstaff will be a sustainable, safe and vibrant community
retaining the character, high quality of life and charm of a small town.
Flagstaff will offer economic opportunities, educational choices,
attainable housing, a protected environment and cultural and career
opportunities to a diverse population

Values

Our Values
As employees we hold ourselves accountable to these values:

Accountability
We value accountability.

Responsiveness
We value addressing our customers’ concerns.

Quality
We provide high-quality customer service

Professionalism
We are honest, responsible, accountable, highly-trained, and cost
conscious.

Teamwork
We are a team in partnership with citizens and other agencies for a
better Flagstaff.

Problem Solving
We solve problems in a creative, open-minded, and professional manner.
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BUDGET OVERVIEW

The City of Flagstaff FY 2011 Financial Plan
presents a fiscally sound and balanced budget that
maintains the integrity of the City's financial
condition while still meeting the service level
demands of a community that expects quality
services. The Financial Plan is balanced not only
financially, but also equally as important, balances
the allocation of resources among operating

FINANCIAL RESOURCES AVAILABLE

Sales/Franchise Taxes $ 15,785,500 8.7%
Grant Revenue 22,112,969 12.1%
State Revenue 10,200,000 5.6%
BBB Tax 4,920,203 2.7%
Transportation Tax 9,235,030 5.1%
Highway User Tax 6,562,309 3.6%
Property Taxes 12,233,554 6.7%
Enterprises (A) 32,553,972 17.8%
Other Revenue (B) 38,992,613 21.3%
Fund Bal. & Other Financial Res. 30,056,378 16.4%
$ 182,652,528 100.0%
(A) Enterprises:
Water $ 10,403,400
Wastewater 7,151,500
Airport 1,642,679
Environmental Services 10,809,131
Stormwater Utility 1,406,262
Flagstaff Housing Authority 1,141,000

$ 32,553,972
(B) Other Revenue:

Licenses and Permits $ 1,014,650
Vehicle License Tax 2,248,000
Charges for Services 3,502,569
Fines and Forfeits 1,261,400
Library District Tax 6,351,957
Interest on Investments 678,371
LTAF/Misc Revenue 23,935,666

38092613

Enterprises (A)
Property Taxes 17.8%

6.7%
’ Other Revenue

(B) 21.3%

&

Highway User
Tax 3.6%

Transportation
Tax 5.1%

BBB Tax 2.7%
Fund Bal. &

Other Financial
Res. 16.4%

State Revenue
5.6%

Sales/ Franchise

Grant Revenue Taxes 8.7%

12.1%

"WHERE THE MONEY COMES FROM"
$182,652,528

Annual Financial Plan

requirements, capital needs, debt burden, and
strong reserves for future needs and contingencies.

This section briefly describes the document Format
and Presentation; the Assumptions and Strategies
which formed the working parameters of the budget
development; Highlights of  Appropriations,
Revenues, and Capital Improvements Plan (CIP) for
FY 2011; Debt Structure; and the Fund Balances,
which are the operating framework of the Financial
Plan.

TOTAL APPROPRIATIONS

General Administration $ 8,496,243 4.7%
Management Services 3,070,118 1.7%
BBB (A) 9,282,743 5.1%
Community Development 7,796,639 4.3%
Economic Vitality 606,095 0.3%
Community Enrichment 13,909,275 7.6%
Fire/Police 25,671,065 14.1%
Utilities 21,122,801 11.6%
Public Works 18,954,873 10.4%
Airport 11,170,235 6.1%
Environmental Services 11,463,797 6.3%
Stormwater 6,038,195 3.3%
Non Departmental 41,265,449 22.6%
Reserves/Contingencies 3,805,000 1.9%
$ 182,652,528 100.0%
(A) BBB Tax Funds:
Beautification $ 6,087,009
Tourism 1,552,628
Economic Development 969,634
Arts and Science 673,472

$ 9,282,743

L Public Works
Utilities 10.4%

11.6%

Fire/Police
14.1%

Environ Svcs
6.3%

— Stormwater

3.3%

Comm Enrich
7.6%

Econ Vitality
0.3%
Non-Dept

Comm Dev 22.6%

Contingencies
1.9%

Mgmt Sves Gen Admin
1.7% 4.7%

"WHERE THE MONEY GOES TO"
$182,652,528
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The following graphs depict the major classifications
of appropriation for the total 2010-2011 budget and
expenditures by major types.

TOTAL APPROPRIATIONS

Operations $ 102,006,368
Equipment 3,749,326
Capital Improvement Projects 54,195,439
Debt Service 18,896,395

Reserves/Contingencies 3,805,000
$ 182,652,528

TOTAL APPROPRIATIONS
(all funds)

Operations
55.8%

Equipment
2.1%

Capital

Reserves/ Improv

Contingcs Projects

2.1% 29.7%

Debt Service
10.3%
EXPENDITURES BY TYPE

Personal Services $ 58,622,635
Contractual 60,539,895
Commodities 8,498,109
Capital 54,991,889

$ 182,652,528

EXPENDITURES BY TYPE
(all funds)

Personal
Services Contractual

32.1% 33.1%

Commodities
4.7%

30.1%

Annual Financial Plan

OPERATING EXPENDITURES BY
DIVISION

City operations include the traditional municipal
services citizens expect their local government to
provide. Operating expenditures exclude capital
improvements, capital equipment, debt service and
reserves. The division budgets are presented to
include section budgets and Divisional
(organizational structure) responsibilities as defined
by the City Code.

OPERATING BUDGET *

General Administration $ 8,496,243
Community Development 7,774,789
Management Services 3,070,118
Economic Vitality 4,837,769
Community Enrichment 10,343,995
Fire 9,119,450
Police 16,059,127
Public Works 15,932,304
Utilities 10,895,663

Non-Departmental 15,476,910

$ 102,006,368

* Exclusive of Debt Service $ 18,896,395

OPERATING BUDGET

Public Works
15.6%

Police
15.7%

Utilities
10.7%

Community
Enrichment
10.1%

Non-
Departmental
15.4%

Economic
Vitality
4.7%

General
Admin

Community 8.3%

Development
7.6%

Management
Services
3.0%

General Administration activities comprise 8.3% of
the budget ($8.5 million). The sections within this
Division provide for the overall management and
administration of the City, as well as enforcement of
municipal laws through legal support and the courts.
This division consists of City Manager, City Clerk,
City Attorney, City Court, Human Resources, Risk
Management and Information Technology.

Community Development (CD) comprises 7.6% of
the operating budget ($7.8 million). The services in
this Division include Planning & Development
Services, Engineering, Capital Improvements,
Housing, MPO (Metropolitan Planning Organization),
Community  Redevelopment  Services, FUTS

City of Flagstaff



(Flagstaff Urban Traill System) and CD
Administration. The services provided by these
divisions meet the current needs of the community
and plan for the future.

Management Services comprises 3.0% of the
operating budget ($3.1 million).  The division
encompasses those activities that provide
administrative support and services including
financial services, budgeting, purchasing, customer
service, and sales tax.

Fire Department services comprise 8.9% of the
operating budget ($9.1 million). The Division's
public safety programs provide both personal safety
in the community with proactive attention to
preventable disasters and sense of well being
through timely emergency response.

Police Department activities comprise 15.7% of the
operating budget ($16.1 million). Public safety
programs provide personal safety in the community
by promoting a community free of crime and assured
response in emergency situations.

Public Works activities are provided by seven
sections that account for 15.6% of the operating
budget ($15.9 million), excluding the debt service
requirements for streets ($2.3 million), Fourth Street
($2.3 million), and USGS facility ($1.9 million). The
services provided include environmental service
operations, cemetery operations, maintenance of all
public facilities and public infrastructure including
streets and parks, fleet services, and transportation
services.

Economic Vitality activities comprise 4.7% of the
operating budget ($4.8 million) excluding debt
service requirements for Airport ($0.3 million) and
Business Incubator ($0.3 million). The division
includes the following sections: Community
Investment, Tourism and Visitor Center, Airport, Arts
and Science, Urban Design, Streetscape, and
Economic Development.

Community Enrichment activities comprise 10.1%
of the operating budget ($10.3 million) excluding
debt service requirements for Recreation ($35
thousand). The division provides the following
services: recreation services and operations of the
City/County public library system.

Utilities comprises 10.7% of the operating budget
($10.9 million), excluding $6.4 million debt service
requirements. There is one administrative section
responsible for management of water, wastewater,
and stormwater activities. Three sections within
water operations and four sections within
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wastewater operations provide services that
promote a clean and healthy community by
providing a safe water supply and proper waste
disposal. The Stormwater Utility is also included
here.

Non-Departmental operations comprise 15.4% of
the budget ($15.5 million) exclusive of $5.4 million
debt service. Some sections are contractual in
nature and include Contributions to Other Agencies.
The Council and Commission and Non-departmental
budgets account for expenditures that benefit City
operations as a whole.

BUDGET FORMAT AND PROCESS

The budget and financial plan for the City of
Flagstaff is the policy document that reflects the
goals and objectives of the City Council. These
goals and objectives are implemented through the
policies and priorities established by the Council as
well as the various Boards and Commissions
appointed by Council. The Office of the City
Manager is then responsible for implementing these
policies and priorities utilizing the allocation of
financial resources. The annual review process
provides the community an opportunity to evaluate
the services provided to the citizens of the
community. Programs are identified, evaluated, and
the scope of service provided is defined. The
staffing level needed to provide the service level
deemed appropriate by Council is determined.
Additionally, funding requirements and level of effort
to be provided are established.

FORMAT

The Division Detail presents each operating activity
at the Section level with each Section’'s Mission,
Program Description, FY 2010 Accomplishments, FY
2011 New Initiatives and Goals, Performance
Measures, and Financial Summary. The
performance measures look at the efficiency and/or
effectiveness at the program level.

To assist the City Manager in the management of
the resources expended by the municipality, the
budget also serves as an operational guide. The
operating budget presentation includes, for
comparative purposes, the Actual Expenditures for
FY 2009, the Estimated Actual for FY 2010, and the
Adopted Budget for FY 2010 and FY 2011.
Expenditures are shown by category as well as
program. The comparatives in the Financial
Summaries Section are presented at the fund level
and the division level to aid section and program
managers in budget tracking and accountability.
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Categories presented are:

= Personal Services (salaries, fringe benefits,
internal labor, et al)

= Contractual (professional services, utilities,
maintenance, rents, debt service, et al)

= Commodities (small equipment, parts, office
supplies, operating supplies, et al)

= Capital Outlay (professional services, land,
buildings, street, water and sewer construction,
equipment, et al)

Fund, Department, and Division Structure: The
City uses funds to report its financial position and
the results of its operations. Fund accounting
segregates funds according to their intended
purpose and is designed to demonstrate legal
compliance and to aid financial management by
segregating transactions related to certain
governmental functions or activities. A fund is a
separate accounting entity with a self-balancing set
of accounts, which includes assets, liabilities, fund
equity, revenues and expenditures/expenses.
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Within each Fund there may be several Divisions.
Divisions also may encompass several Funds. The
Division level is the legal level of budget authority.

Divisions are groups of Sections that serve a similar
function with the City. In addition, within each
Section are Programs, which capture all
expenditures, related to an activity, cost center, or
location of operation within a section.

The following table represents the structure for the
City.
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lllustration of Relationship between Funds, Divisions, and Sections

DIVISIONS General Management Community Community
Administration Services Development Fire Police Public Works Economic Vitality Enrichment Utilities Non-departmental
FUNDS
City Manager Customer Service Administration Fire Police Administration Community Investment Recreation Council and Commission
Human Resources Management Services | Capital Improvements Parks Contributions
Administration
Risk Management Tax, Licensing & Development Services Fleet Non-departmental
General Fund Revenue
City Attorney Finance & Budget Engineering Cemetery
Information Technology Housing and Community Facilities Maintenance
Services
Municipal Court
Library Library
Highway User Revenue Street Malntgnance &
Repairs
Transit
Transportation 4th Street Overpass
Safety Improvements
Street Improvements
Economic Development Economic Development
Beautification Beautification
Convention & Visitors
Tourism Bureau
Visitor Services
Recreation Recreation
Arts & Science Arts & Science
Real Estate Proceeds Real Estate Proceeds
Housing and Community Housing and Community|
Services Services
Metropolitan Planning Metropolitan Planning
Organization Organization
G.O. Bond Fund G.0. Bond Fund
Secondary Property Tax Secondary Property Tax
Special Assessment Special Assessment
Perpetual Care Perpetual Care
Capital Projects Bond Capital Projects Bond
Administration
Lake Mary Water
Treatment Plant
Water Distribution
Services
Water & Wastewater Booster Stations
Wastewater Treatment
Plants
Wastewater Collection
Wastewater Monitoring
Airport Airport
Solid Waste

Environmental Services

Sustainability &
Environmental
Management

Stormwater

Stormwater




BUDGET PROCESS

Budget Process Flowchart:

Program Managers/
Employee Input

Section Managers
Review

Division Heads
Review

Budget Team Review
(Team Members Below)

Program Priority

City Council Budget

Review Retreat
Div. Heads/Employees
Advisory Committee (2 Days)

Review of City Manager's
Proposed Budget
Div. Heads/Employees
Advisory Committee

City Council Budget
Work Session

(One Week)

Public Hearing
Property Tax Level
Adoption
(As needed)

Adoption of
Tentative Budget

(After 1st Public Hearing)

Adoption of
Final Budget

(After 2nd Public Hearing)

Property Tax Levy
Adoption

» The Financial Summaries section includes
various schedules utilizing revenue and
expenditure classifications and tax levy
information in accordance with state reporting
requirements as mandated by statute.
Expenditures are reported at both the fund level
and the Division level for operational control
purposes.

= The Division Detail section provides both
narrative and financial data. The budget
commentary provides an explanation of
significant budget changes for FY 2011.

= The Capital Improvement Plan (CIP) for FY
2011 lists projects, costs, and funding sources in
the Capital Improvement (CIP) Section.

= The Community Profile section outlines key
factors that contribute to the uniqueness of our
community.

= A detailed listing of personnel and changes over
the last five years is provided in the Appendix
Section.

BUDGET CALENDAR

December Budget Module available to all Divisions

January 5& 6  Program Priority Review with Budget
Team and Division Managers

January 8 Capital improvement and equipment

requests reviewed by Capital

Improvements and Purchasing

February 4 & 5 Council Retreat

Implementation February 22 - Review with Department Heads and City
of Budget March 5 Manager
April 21 - 23 Council Study Sessions
- - Proposed Budget available to public
Budget Team: City Manager, Deputy City Managers (2),
Management Services Director, Finance Director, . .
Human Resources Director, Information Technology Director, May 25 Tentative budget hearing and
and Budget Manager Tentative budget adoption
Presentation: June 8 Final budget hearing and
= The Transmittal provides a summary of the key Final budget adoption
policy issues, priorities, and strategies that Truth in taxation hearing
shaped the budget as framed by the City ) _ o
Manager June 11 Notify Property Tax Oversight Commission
) . . . . f Compli ith Truth in Taxati
= The Budget Overview summarizes financial orf-ompfiance with Truth in Taxation
resources and expenditures along with fund July 27 Adopt Property Tax Lew

summaries and an overview of selected

revenues.

» Policies and Procedures provide an overview of
both fiscal and budgetary practice.

= The Issues and Update section includes
discussions on personnel costs, cost allocation,
Fleet Management, IT Plan, and issue papers
discussed during the budget study sessions.

Review and Approval: Issues presented during the
review and approval period include discussion topics
of the Council Spring retreat. The Spring retreat
was held in February, to give city staff the
opportunity to present major discussion points to
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Council and the public. The goal is for Council to
make policy decisions and direct staff in budget
priorities.  This provides adequate time for the
Council to gather input on major budget issues prior
to preparation of the budget. The City Council holds
Work Sessions in April. The Council reviews and
discusses all personnel recommendations, capital
equipment recommendations, and the capital
improvement plan.  The Council arrives at a
consensus for all decisions needed. The Study
Sessions provide the opportunity for City
management, departments and the public to offer
information and recommendations to the City
Council.

The Proposed Budget is presented to Council for
tentative adoption on or before the third Monday in
July. Two public hearings are held on the content of
the budget. Final adoption occurred on June 8,
2010. State law requires the operating budget to be
all-inclusive. Therefore, the budget includes
provisions for contingent revenues and expenditures
that cannot be accurately determined when the
budget is adopted, e.g., grants. The Resolution
adopting the annual budget requires Council
authorization for any expenditure from
contingencies, as well as transfer of budget authority
between departments.

Adoption: The City operates under the State
Expenditure Limitation with a permanent adjustment
to the base. The first adjustment provided for an
increase to the base limit to allow for the expenditure
of funds resulting from the addition of a 2% Bed,
Board, & Booze Tax. Flagstaff is not a Home Rule
city. Alternative [Home Rule] Expenditure Control
municipalities require voter approval every four
years.

The City received voter approval in the May 2006
general election for a second adjustment to the
expenditure limitation base. This permanent
adjustment was effective for the FY 2007 budget
year.

The Adopted Budget reflects the total funds
appropriated ($182,652,528). Certain exclusions
are allowed by the state [e.g., bond proceeds, debt
service, grants] in computing the Expenditure
Limitation ($125,293,759), and this total cannot be
exceeded.

Budget authority can be transferred between line
items within a Section. At year-end, Division budgets
are reviewed and budget authority is transferred
from contingencies by Resolution as necessary.
Council can also amend total appropriations for a
fund during the year by Resolution as long as there
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is a corresponding increase/decrease in another
fund so that the total appropriation is not exceeded.

ASSUMPTIONS AND STRATEGIES

ECONOMIC OVERVIEW AND REVENUE
FORECAST

The City of Flagstaff has had negative economic
indicators since approximately December 2007. All
local and state shared sales tax, construction
revenues, state shared income tax, and highway
user (gas tax) revenues have continued to decrease.
Housing sales have decreased and the median
home price has decreased moderately. Our
community partners in both the public, private, and
governmental sectors have experienced closure,
staffing layoffs or furloughs, and declining revenues.
A number of new projects anticipated to build the
retail sector have been delayed or canceled due to
the lack of available capital. The economic analysts
for our local and state region give mixed messages
on when the recovery may start.

The City collects three different retail sales taxes:
The first is a 1% tax on all general sales, except for
food. This is a general purpose tax that benefits the
General Fund. The City of Flagstaff is the only city
left in the State of Arizona that has a sunset clause
on the general sales tax. This tax must go before
the voters every ten years to be validated. Voters
approved and extension of the tax in May 2010.
This tax next expires in 2024.

Local sales tax declines have been realized every
month since December 2007 in comparison to the
same month in the prior year except for April 2008.
Based on business activity reported through January
2010, tax revenue from business activity for FY 2010
has decreased 10.3% as compared to a year ago.
Almost all local sales tax sectors have experienced
reduction in business activity. The three sectors with
the greatest impact on tax revenue are construction
with a 31.9% decrease, hospitality with a 4.8%
decrease and retail sales with a 8.1% decrease.
Construction, hospitality and retail sales represent
14%, 20% and 59% respectively of sales tax
receipts. Overall local sales tax estimates are
approximately $1 million dollars less for FY2011
than what had been projected a year ago.

The second tax is a 0.721% sales tax on the same
types of general sales; however, the tax is restricted
in use to certain transportation projects. The four
components of this tax include Safety
Improvements, Street Improvements, 4" Street
Overpass, and Transit. The transportation tax
components expire in 2020. As these funding shifts
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from construction to maintenance, the City will
pursue a permanent component to this tax. As
similar sales are taxed with this source, revenue
declines follow the same trends as the general sales
tax.

The third tax is a Bed, Board, and Beverage (BBB)
tax that collects an additional 2% for motel
rooms/campgrounds, restaurants, and bars. This
tax is restricted in use to certain economic, arts,
beautification, recreation, or tourism activities.
Tourism is a major industry for our sector and overall
sales have been consistently decreasing on a
monthly basis since approximately July 2008 when
the gas prices were peaking. Overall revenue is
expected to decreases 5.6% over FY 2009 actual
revenue. This tax must go before the voters every
fifteen years to be validated. Voters approved and
extension of the tax in May 2010. This tax next
expires in 2028.

State shared revenue consists of both a distribution
of sales tax and income tax. These distributions are
made based on a city or towns’ relative share of
population in comparison with all other cities and
towns. Except during census years, Flagstaff's
population is determined by the Arizona Department
of Economic Security based on a number of factors
including new homes and student enrollment.
Flagstaff's greatest challenge is that while
population is growing, it is growing at a slower rate
than some of the other communities in the state.
This has translated into a decreased proportionate
share in the past. Currently the City is holding a
steady population percentage in relationship to the
rest of the state at approximately 1.25%.

The State has experienced similar or greater
revenue declines as the City. Construction, tourism,
and auto sales are the three hardest hit industries.
In addition to sales tax declines, the distributions of
personal income tax are not meeting stated
projections. Our estimate for FY 2010 is 14% below
the prior year actual and FY 2011 is projected to be
25% below the FY 2010 amount. Estimates are
provided by the Joint Legislative Budget Committee.

Highway user revenue (gas tax) funds are projected
to end FY2010 slightly below budget and are
expected to be flat for FY2011. These revenues are
distributed based on a fairly complex Arizona
Department of Transportation formula, based on part
on the amount of fuel purchased in our region. As
fuel prices have decreased, we anticipate Flagstaff
tourism to increase as we are a popular drive
destination for Las Vegas, Los Angeles, and
Phoenix; however that trend is not yet evident in our
monthly receipts.
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Property tax revenues continue to see slight
increases even though property tax valuation has
decreased. This occurs as there is an approximate
18 — 24 month lag in home valuation and property
tax assessment payment, and primary property
taxes are based on limited assessed valuation.
Property tax valuations have decreased for FY2011
as projected by the city. As the State of Arizona
caps the primary property tax increases on an
annual basis, homeowners will actually realize a 1%
rate decrease from $0.6547 to $0.6479 per $100 of
assessed value.

Another area of concern that will impact FY2011 is
the results of the 2010 federal census count. In the
2000 census, the U.S. Federal Census determined
that the City had only grown by approximately 200
people from the 1995 special census. Even though
the City of Flagstaff could demonstrate the federal
census was incorrect, the Census Bureau declined
to make any adjustment. As noted earlier, as State
funds are distributed by a community’s relative share
of total state population, this cost the City in excess
of $2 million dollars in reduced funding that took a
number of years to recoup.

Preliminary estimates of revenues and expenditures
in the Fall of 2009 had predictions of a $3.5 million
deficit in the General Fund. This represented a
6.5% cut to all divisions in the General Fund.
Original direction was for all divisions to prepare
their program budget based on the 6.5% cut. This
exercise resulted in 57 positions in the General Fund
to be eliminated (on top of the 82 positions in current
year) plus further reductions in contractual and
commodities. Revenue estimates were reviewed
once again in January which resulted in a revised
deficit of $6 million. The major changes were in city
sales tax, state shared sales tax, user fees, and
interest income. The Budget Team looked at other
methods of balancing the difference from the first
cuts. Some of the items included eliminating wage
increases and merits, eliminating inflation increases
for contractual and commodities, and a drastic
reduction in annual funding for capital outlays such
as fleet and facilities. The Budget Team also looks
at potential further reductions in some divisions such
as Community Development and sections such as
Recreation.

This information was brought to the Council during
the February retreat. Council gave the City Manager
input of what they felt may be acceptable and helped
identify add backs and cuts. A net of 15.5 positions
were added back during this process.

During Department Reviews the Budget Team
reviewed proposals and firmed up the revenue
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During Department Reviews the Budget Team
reviewed proposals and firmed up the revenue
estimates and looked at all funding options that may
be available. After completion of the reviews, there
was a net 10 positions that were funded for FY 2011
either on a one time or ongoing basis. This proposal
was brought to the City Council during the April
Budget Work Sessions by the City Manager.
Council had then made a decision to use additional
one-time funding to add back 6 full time positions for
a one year basis.

All other funds were expected to balance their 5-

year projected expenditures with any revenue
changes.
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The City was very active in pursuing Federal
stimulus dollars on a number of levels. To date, the
City has been awarded; $587,100 in Energy
Efficiency Block Grant funds; $311,417 to fund
Police overtime; and $165,677 in CDBG dollars;
$1,691,302 for 8 police officers our Metro program
support; $542,500 for well development; $126,900
for brownfield cleanup; and $613,298 for our urban
trail system. The City will continue to actively pursue
this federal source of funding.

The City is confident that it will successfully emerge
from this recession and will continue to positively
grow the City within available resources to assure
long-term viability.
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EXPENDITURES

The adopted budget is based on fiscal restraint
consistent with conservative and sustainable
revenue estimates. The base budget approach has
required operational cost reviews and redistributions
of all Departments.

Efforts to Control Expenditures — The Fleet
Management Committee reviews all equipment
replacement requests and prioritizes those needs.
A long-range planning approach is utilized to level
cash flow requirements from one year to the next.
The Fleet Committee has developed a five-year plan
and continues the process of reviewing the plan to
identify cash flow needs and develop alternatives to
better allocate future resources. Due to varying
demands, the Fleet budget is flexible, allowing
monies to shift within the five-year planning period.

Fund Balance — The carry forward of fund balances
remain at a level that protects the financial integrity
of the City. Moody’s bond rating for the City is Aa3.
The projected fund balance at the end of FY 2011 is
estimated at $5,656,587 in the General Fund. A
general fund balance equal to 15% of general fund
revenues has been City practice, but due to the
current economic conditions, the City has reduced
the policy fund balance to 12% of ongoing revenue
effective during FY 2010 budget process. The
General Fund balance is currently projected to be
33% (mostly related to carryover of capital projects)
at the end of FY 2011 and 14% at the end of FY
2012.

The FY 2011 budget anticipates using excess fund
balances to fund some ongoing operations for the
second of a two year period as the economy
recovers. In addition, a portion of the current fund
balance represents carryforward of expenditures in
equipment and capital projects.

The General Fund was challenged with a 11%
projected shortfall due to state and local revenue
declines. The City has reduced programs resulting in
staff layoffs across the organization, as well as
forgoing staff raises for the year, reducing benefits
and decreasing contractual and commaodity expense
across the board. All funds experienced reductions
to some degree and balanced within available
resources.
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Council Guidelines — The budget guidelines set
forth by the City Manager were formulated based on
Council concerns and goals.

The Council developed five priorities that
encompass the areas of Affordable Housing, Public
Safety, Family, Youth and Community, Facilities and
Basic Services, and Community Sustainability. City
leadership also added fiscal health as a primary
goal.

Budget review includes:

= Estimated Actual Expenditures FY 2010.
Sections were asked to estimate expected
expenditures by line item for FY 2010. Overage
and underage amounts (and reasons,
theretofore) were used to adjust the
recommended budget for various line items in
FY 2011.

= Staffing Requests/Increases in Level of Service.
Divisions are required to provide narratives for
increases in service levels and addition of staff.
Generally, new staff additions are encouraged to
have an independent funding source, or are
needed to maintain current service levels.

= Fleet Management. All fleet equipment
replacement requests were reviewed and
prioritized by the Fleet Management Committee
within financial parameters.

= Information Systems. Information Technology
staff reviewed hardware and software needs.
Funding was decreased and future needs have
been reprioritized.

= Capital Improvements. The  Capital
Improvement staff reviewed all requests of
capital projects or public improvements that
require time charge outs from that section.

= QOperational Impacts. All funds are continually
evaluated relative to five-year financial
projections. Increased service levels due to new
programs or capital construction were projected
to determine operating impacts in future years.
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FUND SUMMARIES

GENERAL FUND

The General Fund includes all City operations,
except enterprise activities (operations which are to
be self-sustaining), e.g., Utilities, Environmental
Services, the Airport, and Stormwater); activities
funded from a special revenue source dedicated to
that activity, e.g., the BBB Tax funds, the
Transportation tax funds, Streets; Library; Housing
and Community Services; and Transportation

Planning (Metropolitan Planning Organization,
MPO).
Total resources available for General Fund

expenditures for FY 2011 are $60.2 million including
the estimated beginning fund balance of $14.0
million. A substantial portion of General Fund
resources comes from two revenue categories: 1)
local sales and franchise taxes and 2)
intergovernmental revenues (specific detail including
comparative data is shown in Schedule 3 of
Financial Summaries Section). A more detailed
review of major revenue categories, including
historical trend information, is provided following the
fund summaries.

General Fund revenue/other sources compared to
the year-end estimates have decreased by 3.9%.
The City is anticipating reduction in all major
revenue categories due to the local, state, and
national economic downturn. Categorically, the
areas most affected are construction, auto sales,
and tourism.

General Fund total appropriations compared to year-
end estimates have increased by 12.2%. Overall
operating expenditures decreased by 2.4% and
capital expenditures increased by 30.3%. The
increase in capital expense is due to the
reconstruction of the Jay Lively Ice Rink that
collapsed during the winter storms and is financed
through insurance proceeds.

The financial position of the General Fund remains
balanced.
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EST ACTUAL BUDGET
REVENUES/OTHER SOURCES FY2010 FY 2011
Licenses and permits $ 1,059,905 $ 1,014,650
Grants 2,414,731 2,769,586
Local taxes 15,640,000 15,785,500
Intergovernmental 15,420,000 13,298,000
Fines and forfeits 1,241,647 1,261,400
Fund Balance, net of Transfers 15,221,301 9,936,641
Fund Balance for Carryovers 1,365,000 836,587
Charges for services 3,339,062 3,471,980
Primary Property Tax 4,900,000 5,005,000
Interest 200,000 250,000
Miscellaneous 1,853,030 6,602,898

$ 62,654,676 $ 60,232,242

GENERAL FUND
REVENUES/OTHER SOURCES

Fines/Forfeits
2.1%

Intergovt'| Rev
22.1%
Fund Balance
16.5%

Local Taxes
26.2%

Charges for
Services
5.8%

Lic & Permits
1.7%

Prim Prop Tax
8.3%

12.3% 0.4%

EST ACTUAL BUDGET
APPROPRIATIONS FY2010 FY 2011
General Administration $ 7,212,234 $ 8,496,243
Community Development 4,286,515 3,802,064
Management Services 3,013,284 3,070,118
Fire 10,163,897 9,419,450
Police 16,660,908 16,251,615
Public Works 4,978,419 7,092,127
Non-departmental (2,356,205) (2,392,216)
Economic Vitality 417,698 606,095
Community Enrichment 3,683,846 6,730,159
Contingencies 575,000 1,500,000

$ 48,635,596 $ 54,575,655

GENERAL FUND
TOTAL APPROPRIATIONS
Police, 29.8% Pub Works,
13.0%

Fire, 17.3%

Non-dept,
Mgmt Svcs, LB ’ (4.4%)
5.6%

Econ Vit, 1.1%
Comm Dev,
7.0%
Gen Admin, Comm Enrich,
15.6% Cont'gey, 2.7% 12.3%
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SPECIAL REVENUE FUNDS

HIGHWAY USER REVENUE FUND

The Highway User Revenue Fund (HURF) is mainly
supported by transportation related taxes distributed
to the Cities and Counties by the State.

HURF appropriations have been significantly
affected due to decreased revenue receipts over the
past two years. Revenue has decreased by 18.8%
comparing the FY2009 budget to the FY2011
budget.

Appropriations total $13.4 million in FY 2011 and
major projects budgeted include the annual
pavement maintenance program, Sunnyside Phase
V and West Arrowhead Improvements. However, a
number of projects have been delayed or eliminated
to balance this fund.

REVENUES/OTHER RESOURCES

HURF $ 6,562,309
Fund Balance 2,420,718
Transfers (net) 4,905,166
Interest 4,000
Miscellaneous 146,038

$ 14,038,231

HIGHWAY USER REVENUE
REVENUES/OTHER RESOURCES

HURF

Misc 1.1% 46.7%

Interest
0.1%

Fund Bal
17.2%

Transfers
34.9%
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APPROPRIATIONS

General Administration $ 162,907
Community Development 689,931
Management Services 123,758
Public Works 12,125,410
Economic Vitality 36,623
Non-departmental 131,405
Contingency 100,000

$ 13,370,034

HIGHWAY USER REVENUE
pubWorks  TOTAL APPROPRIATIONS

90.7% — Econ Vit
=4 0.3%

Non-dept

1.0%

Cont'gcy
0.7%
Mgmt Svcs Gen Admin

CommDev 1.2%
0.9%
° 5.2%
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TRANSPORTATION FUND

The Transportation Fund was formed in FY 2001 as
a result of voter authorization on May 16, 2000 to
increase sales taxes to support four transportation
issues. The tax increase is valid for twenty years.
The Sales Tax revenue collected for transportation
is recorded in this fund. The expenditures related to
Transit and 4th Street Overpass are appropriated in
this  fund. Expenditures related to Safety
Improvements and Street Improvements are
accounted for in the HURF and Beautification funds.
Appropriate transfers are made to fund the various
projects that this tax supports.

Budget FY 2011
Projects Revenues
4th Street Overpass $ 2,049,382
Safe-to-School, Pedestrian and Bike 1,024,691
Traffic Flow and Safety Improvements 2,382,407
Transit Service Enhancements 3,778,550
Totals $ 9,235,030

Appropriations total $7.5 million in FY 2011.
Appropriations are comprised of $4.7 million for
transit operations, and $2.3 million for debt service.
Transfers include $3.2 million to the HURF Fund for
Safety and Street Improvements and $515,000 to
fund FUTS projects in Beautification. The tax rate
for transportation is 0.721%.

This fund has also experienced significant declines
due to the reduction in sales tax receipts. Projects
have been delayed or eliminated to balance the
budget.
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REVENUES/OTHER RESOURCES

Local Taxes $ 9,235,030
Fund Balance 320,620
Interest 44,000
Miscellaneous 5,000,000

$ 14,599,650

TRANSPORTATION

REVENUES/OTHER RESOURCLES |
oca

Taxes
63.3%

Fund
Balance
0.3% 2.2%

34.2% Interest

APPROPRIATIONS
General Administration $ 58,784
Management Services 323,165
Economic Vitality 38,240
Transfers (net) 3,734,405
Non-Departmental 7,047,444
$ 11,202,038
TRANSPORTATION
TOTAL APPROPRIATIONS/TRANSFERS

Non-Debt Gen

on-Dep Admin

63.0% \ 0.5%

Mgmt Svc
2.9%

Econ Vit
0.3%

ransfers
(net)
33.3%
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LIBRARY FUND

The City operates a joint City-County Public Library
with auxiliary programs in outlying county locations
and bookmobile services. $6.4 million of the funding
for library operations comes from the library district
tax.

During 1997, the County, in concert with the affected
entities throughout, developed a new funding
formula for the distribution of the tax. The formula
provides a base amount for all entities and the
distribution of any additional monies as directed by
the Library Council with affirmation by the County
Board of Supervisors. For 2011, additional money
available is treated as a one-time funding increase.

REVENUES/OTHER RESOURCES

Library District Tax $ 6,351,957
Fund Balance 727,912
Transfers (net) 850,560
Interest 26,980
Grants 74,214
Miscellaneous 20,474
$ 8,052,097
LIBRARY
REVENUES/OTHER RESOURCES
Library

District Tax
78.9%

Grants
0.9%

Fund
Transfers Balance

10.6% 9.0%

0.3%
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APPROPRIATIONS

General Admin $ 147,710

Economic Vitality 37,938

Management Services 156,025

Community Enrichment 7,179,116

Public Works 98,152

Non-Departmental 111,066

Contingencies 100,000
$ 7,830,007

LIBRARY
TOTAL APPROPRIATIONS
Comm Enr SVL:)EEZ

91.7%

Cont's

Non-Dept
1.4%

Gen Admin
1.9%

Econ Vit

Mgmt Svcs 0.5%

2.0%
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BBB FUNDS

A dedicated 2% Bed, Board and Booze sales tax
collected on the services provided by lodging,
restaurants and bars, was approved by voters in
1988 with a sunset clause in 10 years and extended
by the voters for 15 years in the 1996 and again in
the 2010 general election. The BBB tax approved
by voters will expire in 2028. The funds were
allocated into the following percentages:

Economic Development 9.5%
Beautification 20.0%
Tourism 30.0%
Recreation 33.0%
Arts & Science 7.5%

Revenue for FY 2011 is projected with no growth
over 2010 year end estimates, however, FY2010
receipts are 5.8% under budget. Activities funded
with the revenues have made operating adjustments
necessary to reflect a balanced budget to the
reduced sales tax receipts and these changes will
be reflected within each five-year plan.
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Beautification Fund: Total resources available for
Beautification Fund activities amount to $7.2 million
including carryovers and approved grants.
Expenditures from this fund are primarily for capital
improvements. (See the CIP Section for project list.)

REVENUES/OTHER RESOURCES

BBB Tax $ 984,041
Grants 1,784,194
Fund Balance 3,743,901
Interest 39,060
Transfers (net) 607,147

$ 7,158,343

BEAUTIFICATION
REVENUES/OTHER RESOURCES

Fund Bal
52.4%

Interest

Grants 0.5%

24.9%

Trans. (net)
13.7% 8.5%
APPROPRIATIONS
Community Development $ 2,493,239
Economic Vitality 3,593,770
Reserve 10,000
$ 6,097,009

BEAUTIFICATION
TOTAL APPROPRIATIONS

Reserve
0.2%

Comm Dev
40.9%

58.9%
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Tourism Fund: Total resources available in FY
2011 are $1.7 million. The total appropriations are
$1.6 million, which include $1.2 million for Tourism.
Tourism includes General Administration, Marketing,
Sales, Public Relations, Film Office, and Economic
Stimulus Advertising. The Visitors Center programs
account for $325,000. In addition, there is a $50,000
reserve for contingencies.

Included in the budget for Tourism is a strategic plan
intended to provide guidance in determining
markets, promotion directed at these markets, and
measurement tools. The Visitor Center programs
include the Train Station Operations and General
Administration.

REVENUES/OTHER RESOURCES

BBB Tax $ 1,476,061
Fund Balance 16,557
Retail Sales 65,047
Transfers (Net) 90,563
Miscellaneous 14,712
$ 1,662,940
APPROPRIATIONS
Economic Vitality $ 1,552,628
Contingency 50,000
$ 1,602,628

TOURISM
REVENUES/OTHER RESOURCES

Fund Bal

88.8%

Retail
Sales
3.9%

Transfers
5.4%

Misc
0.9%
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Arts & Science Fund: Total resources available for
Arts & Science activities are $759,992 including
estimated revenues from the BBB tax of $369,015.
Expenditures include: Public Art for $269,622, FCP
Administration, and Grants to Other Agencies of
$402,825. In addition, there is a $10,000 reserve for
contingencies.

REVENUES/OTHER RESOURCES

BBB Tax $ 369,015

Fund Bal, net of Transfers 387,106

Interest 3,871
$ 759,992

APPROPRIATIONS

General Administration $ 673,472

Contingency 10,000
$ 683,472

ARTS & SCIENCE
REVENUES/OTHER RESOURCES

Fund Bal
50.9%

BBB Tax
48.6%
Interest
0.5%
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Recreation Fund: There are no appropriations in
FY 2011 for Recreation Fund activities. Per
discussion with City Council in the Spring 1996
retreat, Council concluded this funding should
support the expansion of existing facilities and the
associated maintenance. Due to the recent
recession, City Council has reexamined the use of
these funds and has now redirected $200,000 for FY
2011 to fund recreational programming via a transfer
to the General Fund. Use of these revenues will be
discussed again next year.

REVENUES/OTHER RESOURCES

BBB Tax $ 1,623,667

Interest $ 300

Fund Balance 54,573
$ 1,678,540

APPROPRIATIONS/TRANSFERS

Transfers (net) $ 1,459,636
$ 1,459,636

RECREATION
REVENUES/OTHER RESOURCES
Fund
Balance BBB Tax

3.2% _\ / 96.7%

Interest _/ “v
0.1%
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Economic Development Fund: This fund continues
to focus on business retention and attraction as well
as workforce development. In addition, the City
funds the business incubation program, structured to
allow university professors and local entrepreneurs
to work in a supportive environment to develop ideas
into commercial business models. The City will
continue to seek targeted industries to relocate to
the community. Those industries will be
complementary to existing businesses or will be
supportive of community goals such as clean
energy, sustainability or BioScience. Total
resources allocated to this effort are $1.1 million with
all monies from BBB dedicated tax for economic
development including a general fund contribution of

$411,698 to support the business incubator
operations and debt service.
REVENUES/OTHER RESOURCES
Lease Revenues $ 92,718
BBB Tax 467,419
Fund Balance 129,222
Transfers (net) 411,698
Interest 1,292
$ 1,102,349
APPROPRIATIONS
Economic Vitality $ 969,634
Contingency 25,000
$ 994,634

ECONOMIC DEVELOPMENT
REVENUES/OTHER RESOURCES

Fund Bal

7 117%

BBB Tax
42.4%

Transfers

37.3%
Lease Rev

8.4%

Interest
0.2%
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OTHER FUNDS

Metropolitan Planning Organization Fund: This
fund was established to account for funding derived
from the area’s status as a designated Metropolitan
Planning Organization (MPQO). The MPO receives
Federal funding administered through the Arizona
Department of Transportation (ADOT).

The MPO has appropriated $642,005 for this
program for FY 2011. This includes operating funds
for transportation and transit planning.  Transit
operating funds are not included in this budget since
that service is contracted through Coconino County.

REVENUES/OTHER RESOURCES

Grants $ 514,285
Transfers 22,720
Miscellaneous 105,000
$ 642,005
APPROPRIATIONS
Community Development $ 521,925
Non-Departmental 20,080
Contingency 100,000
$ 642,005

MPO
REVENUES/OTHER RESOURCES

Transfers
3.5%

Misc
16.4%

Grants
80.1%
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Housing and Community Services Fund: This
fund finances activities in conjunction with the CDBG
program and affordable housing activities. There is
$1.3 million appropriated to this activity for FY 2011.
Expenditures in this fund include $630,000 in state
grants activities.

REVENUES/OTHER RESOURCES

Grants $ 1,968,644
Fund Balance 1,769,454
$ 3,738,098
HOUSING AND COMMUNITY
SERVICES
REVENUES/OTHER RESOURCES
Transfers,
47.3%
[
Grants,/
52.7%
APPROPRIATIONS/TRANSFERS
Community Development $ 3,472,650
Transfers (net) $ 14,000
Non-Departmental 41,241
$ 3,527,891

HOUSING AND COMMUNITY

SERVICES
TOTAL APPROPRIATIONS/
Transfers TRANSFERS

(net)
0.4%

Comm
F Dev
Non- 98.4%
Depart lt;-‘j
1.2% :
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Real Estate Proceeds: The Real Estate Proceeds
fund is currently restricted to the purchase of real
estate. There are no appropriations for FY2011.

REVENUES/OTHER RESOURCES

Fund Balance $ 511,871
Interest 13,350

$ 525,221
APPROPRIATIONS

Non-Departmental -

REAL ESTATE PROCEEDS
REVENUES/OTHER RESOURCES

Fund Bal
97.5%

Interest
2.5%

ENTERPRISE FUNDS

UTILITIES FUND

The City's water and wastewater operations are
operated as an Enterprise Fund activity, i.e., self-
sustaining operations with user fees and charges
based on a "cost-of-service" methodology. The rate
model  determines the  minimum  revenue
requirements needed to support operations
including: all operating and maintenance costs;
capital improvements considered routine in nature;
principal and interest payments on bonded debt
related to utility construction; and maintaining a
year-end fund balance sufficient to ensure adequate
working capital. Total appropriations for the Utilities
Fund are $24.8 million. Resources include $10.4
million in water revenues and $7.2 million in sewer
revenues.

The City is currently reviewing the water and
wastewater rate structure. The last rate increase
occurred January 1, 2009. The next proposed rate
increase is planned for January 1, 2011, pending
council approval.
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REVENUES/OTHER RESOURCES

Water Revenues $ 10,403,400
Sewer Revenues 7,151,500
Fund Bal, net of Transfers 6,060,471
Bond Proceeds 2,672,826
Grant Revenue 302,553
Interest 121,000
$ 26,711,750
UTILITIES
REVENUES/OTHER RESOURCES
Sewer
Revenues

26.8%

Fund Bal
22.7%

Water
Revenues
38.9%

Bond
Proceeds
Grant 10.0%
0.5% Revenue
1.1%
APPROPRIATIONS
General Administration $ 629,492
Economic Vitality 105,675
Management Services 1,101,046
Public Works 50,007
Non-departmental 403,517
Water Utilities 13,753,300
Wastwater Utilities 7,369,501
Contingency 1,400,000
$ 24,812,538
UTILITIES
TOTAL APPROPRIATIONS
Econ
Gen Admin vitality
2.5% 0.4%
Wastewtr
G’:’”"I‘;‘fﬂ; Utilities
55.4% 29.7%
Cont'gcy
5.8%
Mgmt Svecs

Pub Works 4.4%

0.2%

1.6%
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Water Operations: Total appropriations relating to
direct costs for the water operations are $13.8
million. Water fees are the major source of revenue
supporting water operations. Bond funds support
well development and future water rights. Revenue
estimates total $10.4 million for water sales.

Wastewater Operations: Total appropriations
relating to the direct costs for the wastewater
operations are $7.4 million. Wastewater (sewer)
fees are the major source of revenue supporting
wastewater operations. Revenue estimates total
$7.2 million in wastewater service charges.

ENVIRONMENTAL SERVICES FUND

Total financial resources are $15.8 million. User
fees are the major revenue source of solid waste
disposal operations. The user fees are comprised of
eight major customer services areas (residential
sanitation, curbside recycling, commercial sanitation,
hoist and haul, landfill dumping, inert materials pit,
and commercial recycling) with different rates for
each category based on cost of service.

User fees are the major revenue source of
sustainability and environmental management
operations. The user fee is the environmental fee
that is based on the cost of service. Currently, this
revenue does not recover the cost of service. This
shortage is funded by the solid waste division.

The existing landfill rate structure provides cost
recovery for ongoing operations as well as
provisions for funding replacement equipment;
closure and regulatory compliance costs related to
mitigation of environmental contamination and/or
degradation; as well as for future site requirements.
Based on current estimates for closure and post-
closure landfill costs, the City is setting aside legally
restricted funds to insure sufficient funds will be
available to meet these requirements.
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REVENUES/OTHER RESOURCES

Environmental Svcs Revenue $ 10,809,131
Fund Bal, net of Transfers 4,440,591
Grants 517,958
Interest 36,000

$ 15,803,680

ENVIRONMENTAL SERVICES
REVENUES/OTHER RESOURCES

Fund Bal
28.1%

Environ Grants
Svcs Rev 3.3%
68.4%
Interest
0.2%
APPROPRIATIONS
General Administration $ 327,877
Economic Vitality 75,585
Management Services 396,188
Public Works 11,802,655
Non-departmental 303,624
Contingency 500,000
$ 13,405,929

ENVIRONMENTAL SERVICES
TOTAL APPROPRIATIONS
Pub Works

— —  88.0%

Mgmt Svcs
3.0%

Non-dept
Gen Admin Contgcy  2:3%
2.4% 3.7%

City of Flagstaff



AIRPORT FUND

Pulliam Airport is located four miles south of
downtown Flagstaff and is staffed seventeen hours
per day, seven days each week and provides airline
service to Phoenix and Los Angeles. Total
appropriations are $11.5 million: $1.5 million for
operations, $0.3 million for debt and $9.7 million in
capital outlay. Primarily FAA and ADOT grants will
fund the capital improvements.

This vyear, of the $9.7 milion in capital
improvements, 99% are being funded by the FAA
and ADOT.

REVENUES/OTHER RESOURCES

Airport Revenues $ 1,642,679
Grants 9,658,831
Fund Balance 1,335
Interest 2,539
Miscellaneous 367,524

$ 11,672,908

AIRPORT
REVENUES/OTHER RESOURCES

Grants
82.7%

Airport
Revenues

14.0%
Fund

Balance
0.1%

Misc. 3.1% Interest

0.1%

APPROPRIATIONS/TRANSFERS

General Administration $ 64,438
Economic Vitality 11,181,084
Management Services 94,780
Public Works 117,318
Transfers (net) 136,567
Non-departmental 77,139
$ 11,671,326
AIRPORT
TOTAL APPROPRIATIONS/TRANSFERS
Non-dept

Econ Vit
95.7%

0.7%

Mgmt Svcs
0.8%

Transfers
(net)
1.2%

1.0%

0.6%

Annual Financial Plan

21

STORMWATER FUND

The Stormwater fund was initiated as a response to
enhanced NPDES stormwater requirements
affecting all communities with populations greater
than 50,000 as of March 2003. The City of Flagstaff
worked with consultants to design a program that
met current minimum  NPDES  standards.
Stormwater fees to both residential and commercial
customers are stepped based on every 1,500 sq. ft.
of impervious area. A rate increase has been
approved for FY 2010 to $1.30 per Equivalent Rate
Unit (ERU). June 1, 2010 was the last scheduled
increase. An ERU is 1,500 sqg. feet of impervious
area.

Total revenues/other resources of $6.4 million
include a transfer of $4.6 million from the general
fund for the Rio de Flag project. Total
appropriations of $6.2 million include the operational
components of NPDES implementation, general
drainage maintenance, and the Rio de Flag
including related parking.

REVENUES/OTHER RESOURCES

Stormwater Revenues $ 1,406,262
Fees & Charges 30,589
Fund Balance 656,859
Transfers (net) 4,271,555
Grants 8,400
Interest 2,693

$ 6,376,358

STORMWATER
REVENUES/OTHER RESOURCES
Transfers
(net)
66.9%

Grants
0.1%

Interest
0.1%

Stormwater
Rev

Fees/Chgs 22.1%

0.5%

Fund Bal
10.3%
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APPROPRIATIONS
General Admin $ 19,708
Community Development 28,042
Management Services 48,977
Public Works 12,434
Utilities 6,038,195
Non-departmental 17,773
Economic Vitality 5,436
Contingency 10,000
$ 6,180,565
STORMWATER
TOTAL APPROPRIATIONS
Utilities Non-dept
97.7% 0.3%
Cont'gcy
0.2%
Gen Admin
0.3%
Pub Wks .
0.2% Econ Vit
MgmtSves \“-CommbDev  0-1%
0.8% 0.4%

FIVE-YEAR PROJECTIONS BY FUND

The City updates five-year plans annually during the
budget process. These plans are an important tool
to continue our emphasis on strategic planning and
to identify the capacity of the City to fund projected
expenditures. Revenue and resource estimates are
based on the latest available economic and
demographic trend information. All  significant
revenue and expenditure issues have been
incorporated into the projections including local and
state revenue trends, compensation, and the
operational impact of capital projects. The
projections are not intended to be an exact
prediction of what each department will spend in the
next five years.

The policy of the City is to match ongoing
expenditures with ongoing revenues. This policy is
to assure that the funds have adequate revenues to
support the continued operations. Several funds will
use one-time revenues and fund balance to pay for
capital equipment, capital improvements, and other
types of one-time expenditures. Generally when you
see major fluctuation in fund balance from beginning
to ending, the change is related to carryover and/or
budgeting of such items. Funds such as the

General, Highway User, Transportation,
Beautification, = BBB-Recreation, Real Estate
Proceeds, Housing and Community Services,

Capital Projects Bond Funds rely heavily on these
one-time expenditure commitments.

The preparation of the five-year plan is a

cooperative effort between division heads, section
heads, and budget staff to assure projections are
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based in current program needs and
estimates are achievable.

revenue

The five-year projections are located in the Financial
Summary section, Schedule 11. The following
narratives present the highlight of the forecasts by
funds:

GENERAL

The primary purpose of the General Fund five-year
projections is to assure that ongoing revenues are
meeting or exceeding ongoing expenditures.
Ongoing expenditures include debt service, fleet
replacements, information system replacement and
upgrades, an allocation for capital, and projected
changes in personnel. As financial conditions
change in the City, the five-year projections are
continually updated to balance the ongoing sources
and uses of funds.

The General Fund balance decreases by 60% as
the City is currently funding several projects with
fund balance and non-recurring revenues. Such
projects include redevelopment and Rio de Flag
flood control.

LIBRARY

The five-year plan for Library shows the ability to
fund ongoing operations costs with funding from the
City, through revenue transfers, and the County,
through Library District Taxes. The Library fund
balance decreased by 69% due to planned
expenditures at both the branch and the decrease in
district tax revenue witnessed in declining property
values.

HIGHWAY USER

This fund is devoted to the maintenance,
improvement, and construction of street related
items. The fund first matches ongoing revenues
with ongoing maintenance and then plans out the
capital equipment and improvements.  Several
capital improvements include portions that are
funded through revenue transfers from other funds.
The five-year plan shows the ability to balance
ongoing and one-time expenditures  while
maintaining an adequate fund balance. The HURF
fund balance decreases by 72% due to planned
expenditures for the completion of various capital
projects and decreased HURF revenue projections.

TRANSPORTATION

The Transportation Fund is used to track revenues
and expenditures related to a dedicated sales tax
approved by voters. The construction of the 4"
Street Overpass was completed in FY 2007. The
ongoing funding of the transit system is operated by
the NAIPTA. Other projects are funded through
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revenue transfers to the fund where the projects are
budgeted. In 2008, voters approved a rate increase
for transit services for a new rate of 0.721%. The
fund balance increase is substantially due to
projected 4™ Street land sales.

BEAUTIFICATION

The primary sources for this fund include BBB taxes,
grants, and revenue transfers. This fund primarily
accounts for capital projects related to FUTS and
Streetscapes. It is an ongoing effort to balance the
amount of projects within the availability of
revenues. This five-year plan shows how it is
accomplished. The Beautification fund balance
decreases by 72% due to planned expenditures for
the completion of various capital projects.

The BBB revenue for Beautification, Economic
Development, Tourism, Arts and Science, and
Recreation-BBB are scheduled to end in 2028, and
will be put before the voters prior to that time to
extend the tax.

ECONOMIC DEVELOPMENT

This fund is balanced with ongoing revenues from
BBB taxes and General Fund transfers. Ongoing
expenditures support a number of efforts focused on
business  attraction, retention, work force
development, and the business incubator. The
Economic Development Fund Balance decreases by
17% in 2012 due to a decrease in the General Fund
transfer and a reduced beginning fund balance from
FY-2011.

TOURISM

This fund is balanced with ongoing revenues from
BBB taxes and ongoing expenditures related to
tourism promotion and visitor center services.
Based on projected revenue, this fund can maintain
existing operations levels. The Tourism fund
balance increases due to reductions in personnel,
contractuals and commodities.

ARTS AND SCIENCE

This fund is balanced with ongoing revenues from
BBB taxes and ongoing expenditures related to
contributions to agencies for projects related to
awareness of arts and science in our community.
The Arts and Science fund balance decreases by
80% due to planned expenditures for public art.

RECREATION-BBB

This fund is used for the improvements to city and
school recreational parks and fields. In addition,
maintenance cost related to the improved parks and
fields, maintenance of FUTS trails, debt service of
bonds issued for improvements, and a transfer for

Annual Financial Plan

23

construction of new FUTS trails are funded with
ongoing revenues. The Recreation — BBB fund
balance increases by 301% as the fund has
recovered from a planned negative balance. As the
fund accumulates reserves, new capital projects will
be scoped and constructed.

REAL ESTATE PROCEEDS

This fund is used for one-time revenues and
expenditures related to sale and acquisition of
property. As the City sells additional properties,
those funds will be restricted for a similar purchase
of land as intended with the original land acquisition.
The Real Estate Proceed fund balance increases by
3% due to anticipated interest earnings.

HOUSING AND COMMUNITY SERVICES
This fund is primarily used to track revenues and
expenditures related to Community Development
Block Grants and other housing grants. The block
grants are an entitlement to the City and are
expected to stay level over the next 5 years. The
City currently expects to receive State housing
grants every year. The City General Fund makes
contributions annually to fund a revolving loan
program, land acquisition, and affordable housing
assistance The Housing and Community Services
fund balance increased by 88% due to planned
expenditures.

METRPOLITAN PLANNING
ORGANIZATION

This fund is used for transportation planning grants.
It is currently estimated that grant revenues will
remain consistent throughout the next five years.
Some work is performed for internal customers and
allocated through charge-outs.

GENERAL OBLIGATION BOND

This fund is used to track the debt service payments
on General Obligation Bonds. This five-year plan
shows the City is meeting the requirements for future
debt service payments.

SECONDARY PROPERTY TAX

This fund is used for tracking of secondary property
tax revenue and the subsequent transfer to other
funds to make debt service requirements. The five-
year projection uses the current assessed valuation
figures from the county to estimate property taxes
that will be available for debt service expenditures.
The projection assumes  additional  voter
authorization to be issued in the future and
maintaining the existing tax rate. This allows the
City to look at the long-term property tax rates to
smooth the highs and lows and maintains a more
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level tax rate from year to year. The Secondary
Property tax fund balance increases by 70% due to
the decrease in the debt service assistance to the
Utility Fund.

SPECIAL ASSESSMENT BOND

This fund is set up for repayment of bonds issued for
special assessment districts. The  Special
Assessment Bond fund balance increased due to
the planned retirement of debt, and the residual
balance of this retired debt.

PERPETUAL CARE

This fund is currently used for the tracking of
contributions related to long-term maintenance at
the City owned cemetery. The fund balance
increases by 9% as the fund contributions increased
and expenditures will not be budgeted until there is
adequate fund balance.

CAPITAL PROJECTS BOND
This fund is used to track the revenues and
expenditures of the voter approved bond eligible
projects. In May of 2004, the voters of Flagstaff
approved ten projects. The exception is for Water
and Wastewater projects that will be presented in
the Utilities five-year plan. Projects/bond sales are
scheduled to coincide with the retirement of other
debt so the overall secondary property tax rate does
not increase. This fund currently has three
components:

1. The Aspen at Sawmill project fund balance
decreases by 100% due to planned capital
expenditures.

2. The Municipal Facilities Corp fund balance
increases by 222% due to the timing of receiving
bond proceeds.

3. The GO Bond Funded Projects fund balance
increases by $40.5 million due to the timing of
G.O. bond proceeds.

WATER AND WASTEWATER

As a City enterprise fund, this fund is managed on a
self-sustaining basis. The five-year projections show
that ongoing expenditures, capital improvements,
and debt service requirements are being met with
user fees, fund balance, and interest earnings. In
addition to the five-year projections, the City uses a
rate model to balance future operations and capital
requirements with anticipated revenues over a ten-
year period. The Water and Wastewater fund
balance decreases by 69% due to the planned
completion of capital projects.

AIRPORT

This fund is responsible for the operations at
Flagstaff Pulliam Airport. The majority of future
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revenues are grants related to continued expansion
and capital improvements at the airport. A second
airline began service June, 2008 as the runway
expansion was completed. The Airport Fund is
approaching its goal of self-sufficiency beginning in
FY 2012. The capital improvement plan is based on
annual updates to ADOT and FAA. The City
General Fund currently makes a transfer to the
Airport Fund to cover the match portion of capital
grants awarded. The Airport fund balance remains
relatively flat due to careful controls of its
expenditures in relationship to its revenues and the
General Fund subsidy.

ENVIRONMENTAL SERVICES

This enterprise fund is self-sustaining through user
fees. The five-year projection anticipates a rate
escalator of five percent per year over the next two
years. This coincides with on-going operations;
capital needs, and revised service levels for all
operations. Included in the five-year projection is
the anticipated funding to cover the landfill closure
and post-closure costs at the end of the useful life of
the landfill, and related increase of user fees that will
coincide with the construction of a new cell. The
Environmental Services fund balance decreases by
47% to fund anticipated capital expenditures and
contingency funding, as well as the shortfall within

Sustainability and Environmental Management
division.
STORMWATER

This enterprise fund oversees City issues related to
drainage and associated federal requirements.
Ongoing operating expenditures are paid for with
Stormwater revenues and user fees. A rate
increase was approved in FY 2007, with annual
increases through FY 2010. The rate increase is to
self-fund capital improvements and increase
inspection efforts as required by NPDES. The
Stormwater fund balance decreased 20% due to
planned capital expenditures.
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REVENUES

Historical Trend Information for Select Revenues
GENERAL FUND

PROPERTY TAX RECEIPTS CURRENT, PRIMARY

Legal Authority: Arizona Revised Statutes Section
42-45 (B) based on the State Constitution Article 9,
Section 18. Revised through HB2876, June 2006.

Description: The property tax is levied each year on
or before the third Monday in August based on full
cash value of the assessed property as determined
by the Coconino County Assessors' Office.

Receipts from primary property taxes levied by the
City are deposited in the General Fund. No
restrictions on usage apply to the primary property
tax. State statute limits the annual increase to 2%
plus the amount generated by construction. This
legal restriction previously had no impact on the City
as the City had levied less than 50% of the
maximum allowed. For FY 2007, legislation was
introduced through an omnibus bill and signed by
the governor that changed the base amount to the
amount assessed in tax year 2005. This was
subsequently approved in the November general
election. This change decreased the City’s ability to
assess property tax dramatically.
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Primary property taxes generally change on an
annual basis for two reasons: new construction that
is added to the tax rolls and the reassessment of
existing property. New construction added over $7
million dollars to the assessed valuation for FY 2011
and accounts for 31.4% of the increase.

PRIMARY PROPERTY TAX

FY: AMOUNT % CHANGE
04-05 $ 3,618,849 9.4%
05-06 4,141,281 14.4%
06-07 4,353,660 5.1%
07-08 4,656,831 7.0%
08-09 4,786,900 2.8%
09-10 4,900,000 2.4%
10-11 5,005,000 2.1%

PRIMARY PROPERTY TAX

6.0 1
5.0 1
4.0 1
3.0 T
20 1
1.0 = T \ T T T

05 06 07 08 09 10 11
FISCAL YEAR

MILLIONS
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CITY SALES TAX (TRANSACTION PRIVILEGE
TAX)

Legal Authority: City Code, Title 3, Chapter 5,
(Ordinance 1491)

Tax currently sunsets November 2024.

Description: The single largest revenue source for
the City is obtained from a 1% tax on the sales of
goods. The sale of food for home consumption is
exempted from the tax. Additional sales taxes levies
include a 2% tax on hotels, restaurants and bars
(BBB Tax) and a 0.721% transportation tax.

These numbers are sales tax revenues only; audit
assessments and penalty and interest revenues are
combined with these numbers on Schedule 3. The
decrease in revenues for FY 2010 was driven by
decreases in construction, tourism, and retail sales.
Revenue projections in these three categories
remains weak for FY 2011 and no recovery for the
fiscal year is currently anticipated.

CITY SALES TAX
FY: AMOUNT % CHANGE
04-05 $ 12,500,038 4.9%
05-06 14,054,056 12.4%
06-07 15,109,645 7.5%
07-08 15,721,269 4.0%
08-09 14,044,577 -10.7%
09-10 12,800,000 -8.9%
10-11 12,800,000 0.0%

CITY SALES TAX REVENUES
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STATE SALES TAX

Legal Authority: Arizona Revised Statutes Section
42 - 1341 (D)

Description: A half-cent (.5%) portion of the five-
cent (5%) State Sales Tax collected is divided
among the State's cities and towns based on
population. These revenues can be used for any
municipal purpose and, therefore, are deposited in
the General Fund to support activities and services
provided by the general government.

The sales tax revenue estimated for FY 2010
reflects the economic downturn at the state level due
to the declines in residential construction, retail, auto
sales, and tourism. Recovery in FY 2011 is not
anticipated at this time.

STATE SALES TAX

FY: AMOUNT % CHANGE
04-05 $ 4,900,116 10.1%
05-06 5,652,335 15.4%
06-07 5,815,473 2.9%
07-08 5,623,144 -3.3%
08-09 4,868,072 -13.4%
09-10 4,300,000 -11.7%
10-11 4,300,000 0.0%

STATE SALES TAX
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STATE INCOME TAX (REVENUE SHARING)

Legal Authority: Arizona Revised Statutes Section
43 - 244 (B)

Description: The City shares in 15.8% of the State
income tax collected based on the population of the
cities and towns as reported in the 2000 Census and
adjusted by the annual DES POPTAC estimates. A
two-year lag exists between the year of distribution
and collection and the reporting year for which the
income tax returns are filed.  Therefore, little
variance is expected between amounts estimated in
the budget and actual receipts. Because revenues
can be used for any municipal purpose, funds
received are deposited in the General Fund to
support the services and activities of the general
government.

FY 2010 experienced a large decrease as the State
received less revenue from income tax than
previously estimated. All cities have received a
proportionate decrease. The League of Arizona
Cities and Towns has provided the revenue estimate
for FY 2011. The large decrease in FY 2011 is
driven by a reduction in the income tax rate coupled
with decreased corporate and personal income tax
revenue. FY 2011 revenue is based on the 2009 tax
year, SO no recovery is anticipated.

STATE INCOME TAX

FY: AMOUNT % CHANGE
04-05 $ 4,918,476 3.0%
05-06 5,655,642 15.0%
06-07 6,946,680 22.8%
07-08 8,610,567 24.0%
08-09 9,149,290 6.3%
09-10 7,850,000 -14.2%
10-11 5,900,000 -24.8%

STATE INCOME TAX
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FRANCHISE TAX

Legal Authority: Flagstaff Charter and City Code
Article XII

Arizona Public Service (APS): Resolution 2009-52
(expires 8-21-2036), UniSource Energy Services:
Ordinance 1879 (expires 10-3-2020), US West, MClI,
US Sprint, Central Corp, and A T & T: Ordinance
585. NPG: Resolution 2006-72 (expires 12-31-
2016).

Description: A 2% tax from utility companies--
Arizona Public Service and UniSource-is credited to
this account. The City also receives a franchise tax
from Qwest Telephone Co., AT & T, NPG Cable,
MCI, US Sprint, and Central Corp; these entities are
currently taxed at 2%, except NPG Cable that is
taxed at 5%.

The growth rate for franchise tax revenue in FY
2010 is due to normal growth in consumer accounts.
A renegotiated franchise agreement with APS went
before the voters in May 2010 and successfully
passed. The renegotiated agreement will allow the
City to collect both a franchise fee and sales tax on
electricity charges. Franchise tax had previously
netted against sales tax receipts. This change will
result in approximately $1,000,000 in additional
sales and transportation tax revenue in FY 2012,

FRANCHISE
FY: AMOUNT % CHANGE
04-05 $ 1,925,231 -1.7%
05-06 1,947,699 1.2%
06-07 2,001,795 2.8%
07-08 2,243,051 12.1%
08-09 2,479,028 10.5%
09-10 2,500,000 0.8%
10-11 2,625,000 5.0%
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FINES & FORFEITURES

Legal Authority: Arizona Revised Statutes, Rules of
Criminal Procedure
City Code, Title 1, Chapter 15, Section 8

Description: Revenues are derived from a multitude
of fines and forfeitures that relate to fines ordered by
the court magistrates and administrative charges for
Traffic School. Other miscellaneous fees allowed
include court reimbursements and court collection
fees.

The increase in FY 2006 was due to the inception of
the FARE program. Revenues vary on an annual
basis dependent on the mix of criminal and civil
cases handled by the court system in any particular
year.

The current year increase is anticipated due to the
shift of certain cases from the County to the
Municipal Court for adjudication.

FINES & FORFEITURES

FY: AMOUNT % CHANGE
04-05 $ 1,069,562 8.6%
05-06 1,332,101 24.5%
06-07 1,181,278 -11.3%
07-08 1,240,222 5.0%
08-09 1,360,441 9.7%
09-10 1,241,647 -8.7%
10-11 1,261,400 1.6%

FINES & FORFEITURES
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AUTO IN LIEU TAX

Legal Authority: Arizona Revised Statutes Section
28 - 1591 (c)

Description: Twenty-five (25) percent of the net
receipts from vehicle licensing collected by the State
is returned to the cities and towns of licensing origin.
The distribution is based on population in proportion
to total population in incorporated areas. This
revenue source can be used for any municipal
purpose; therefore, revenues are deposited in the
General Fund to support services and activities of
the general government.

Revenues had been steadily increasing due to the
sales boosts in auto sales due to 0% financing and
other offered incentives. Collections began
normalizing in 2008. Collections decreased in 2009
and has continued due to the severe slump in the
auto industry. Auto in Lieu tax is received on a
declining scale over a 5-year period based on the
automobile value until it stabilizes at the depreciated
amount. As fewer new vehicles have entered the
grid, overall revenue decreased. Even with the
opening of the Auto Mall and a local sales tax rebate
for energy efficient cars, revenues continued to
decline for FY 2010 and are anticipated to continue
for FY 2011, based on sales data extrapolated from
sales tax reporting.

AUTO IN LIEU TAX

FY: AMOUNT % CHANGE
04-05 $ 2,461,425 1.4%
05-06 2,655,653 7.9%
06-07 2,792,404 5.1%
07-08 2,758,307 -1.2%
08-09 2,611,289 -5.3%
09-10 2,400,000 -8.1%
10-11 2,248,000 -6.3%
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SPECIAL REVENUE FUNDS

BBB FUNDS
BED, BOARD & BOOZE TAX

Legal Authority: Ordinance 1902, Reauthorized by
voters May 2010, extended by vote to March 31,
2028.

Description: An additional city sales tax of 2% is
charged on the services of hotels, restaurants and
bars. The City has designated all of these revenues
for the purposes of enhancing beautification,
tourism, economic development, recreation, and arts
& sciences.

The decreases in revenues for FY 2009 and FY
2010 were driven by declines in the local and overall
State economy. The BBB Revenue projection for FY
2011 reflects no increase due to the current overall
State economy.

BBB
FY: AMOUNT % CHANGE
04-05 $ 4,317,063 6.0%
05-06 4,463,359 3.4%
06-07 4,970,795 11.4%
07-08 5,106,427 2.7%
08-09 5,031,189 -1.5%
09-10 4,920,203 -2.2%
10-11 4,920,203 0.0%

BED, BOARD & BOOZE TAX

6.0
55
50
45 A —
40 — 11—
35 — 1
3.0

MILLIONS

05 06 07 08 09 10 11

FISCAL YEAR

OACTUAL OESTACTUAL BBUDGET

Annual Financial Plan

29

HIGHWAY USER REVENUE FUND

HIGHWAY USER TAX

Legal Authority: Arizona Revised Statutes Section
28 - 1598 (B.4), (For method of distribution see ARS
28-1598 (D.3)

Description: The proceeds from the State-shared
motor vehicle fuel tax (currently 16 cents per gallon,
of which cities and towns share in 13 cents per
gallon) are distributed by the State to cities and
towns by a compromise formula. Fifty percent of the
distribution is based on point of origin for the sale of
gasoline. The remaining fifty percent is based on
population in proportion to total population for
incorporated towns and cities.

The large decrease in FY2009 is due to State
appropriation for Department of Public Safety
Services (DPS) and decreased sales due to record
gas prices.

The City expects no increase in HURF revenues in
FY-2011 based on projections provided by the
Arizona Department of Transportation.

HURF
FY: AMOUNT % CHANGE
04-05 $ 7,171,383 2.8%
05-06 7,436,000 3.7%
06-07 7,855,427 5.6%
07-08 7,422,359 -5.5%
08-09 6,412,329 -13.6%
09-10 6,562,309 2.3%
10-11 6,562,309 0.0%
HIGHWAY USER TAX
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LOCAL TRANSPORTATION ASSISTANCE

Legal Authority: Arizona Revised Statutes Sections
5-522,40- 1101, and 40 — 1102

Description: A portion of the lottery monies is
distributed to cities and towns. Distribution is based
on the population of a city as compared to the total
populations of all the cities and towns. These funds
must be used for transportation systems including
street and highway projects and transit programs.

The City is eligible for monies from the Powerball
Lottery game; however, this program has only
reached the revenue thresholds that resulted in
distribution to the Cities in FY 1998. The State
lottery dollars have been swept by the State and the
City does not expect to receive these funds in the
future.

LTAF
FY: AMOUNT % CHANGE
04-05 $ 313,843 0.0%
05-06 300,246 -4.3%
06-07 293,502 -2.2%
07-08 284,747 -3.0%
08-09 251,536 -11.7%
09-10 133,648 -46.9%
10-11 - -100.0%
LTAF (LOTTERY)
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TRANSPORTATION TAX

Legal Authority: Resolution 2004-48, approved by
voters May 2000.

Description: The Transportation tax was approved
by voters to address four transportation issues. This
tax was approved for a period of twenty years. The
tax helps pay for a 4" Street overpass, safety
improvements, street improvements, and transit
services. The transportation tax is assessed on the
same goods and services as the City’'s general sales
tax. The current tax rate is 0.721%.

Transportation Tax Rate Breakdown

4th Street Overpass 0.160%
Street Improvements 0.186%
Safety Improvements 0.080%
Transit Services 0.295%

Total 0.721%

No increase is anticipated in overall Transportation
tax revenue because of local economic downturn.

TRANSPORTATION TAX

FY: AMOUNT % CHANGE
04-05 $ 7,898,607 9.3%
05-06 8,251,863 4.5%
06-07 9,345,864 13.3%
07-08 9,623,142 3.0%
08-09 10,020,213 4.1%
09-10 9,235,030 -7.8%
10-11 9,235,030 0.0%

TRANSPORTATION TAX
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ENTERPRISE FUNDS
WATER SALES

Legal Authority: City Code, Title 7, Chapter 3,
Section 11

Description: The principal revenue for operating and
managing the City's water system is derived from
rates and charges for water services. Monthly water
bills consist of a base charge for the amount of
water consumed with an inverted rate structure for
consumption levels above the base amount so as to
encourage water conservation practices. The rates
for each customer class are reviewed annually to
assure adequate user charges. The last rate
increase occurred January 2009.

The decrease in FY 2005 is because of water
restrictions due to a drought year. Revenues in FY
2009 decreased again due to a wet summer season.
We expect revenues to be flat for two reasons: 1)
growth has slowed down substantially versus prior
years and 2) no rate increases will occur at this time.
Currently our rate model shows the need for a rate
increase. This has not been reviewed or approved
by council.

WATER
FY: AMOUNT % CHANGE
04-05 $ 9,268,194 -2.6%
05-06 9,727,199 5.0%
06-07 9,816,624 0.9%
07-08 10,360,082 5.5%
08-09 9,910,726 -4.3%
09-10 10,000,000 0.9%
10-11 9,910,700 -0.9%
WATER SALES
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WASTEWATER SERVICE CHARGES

Legal Authority: City Code, Title 7, Chapter 2,
Section 39

Description: The principal revenue for operating and
managing the City's wastewater system is derived
from revenues generated from wastewater (sewer)
rates and user charges. Both residential and
commercial customers are charged on the basis of
water consumption. Residential customer charges
are based on average water consumption for the
proceeding winter months (Dec-Mar). All other
customers are billed based on actual monthly water
usage unless they can measurably separate which
guantity of water does not reach the wastewater
system.

The revenue projections are expected to be flat for
FY 2010 and 2011 due to two factors: 1) growth has
slowed down substantially versus prior years and 2)
no rate increases will occur at this time. Currently
our rate model shows the need for a rate increase.
This has not been reviewed or approved by council.

WASTEWATER
FY: AMOUNT % CHANGE
04-05 $ 5,664,796 -0.9%
05-06 5,773,014 1.9%
06-07 5,884,159 1.9%
07-08 6,266,404 6.5%
08-09 6,230,404 -0.6%
09-10 6,230,404 0.0%
10-11 6,292,700 1.0%

WASTEWATER (SEWER) CHARGES
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ENVIRONMENTAL SERVICES

Legal Authority: City Code, Title 7, Chapter 4,
Sections 8-9

Description:  Environmental Services disposal
service revenue is comprised of solid waste
collection charges, hoist and haul fees, landfill
dumping charges, inert materials landfill fees,
environmental service fees, and residential and
commercial recycling. Service charges for residential
and commercial customers are based on size of
container and frequency of pickup. Hoist and haul is
based on a cost per pull plus tonnage. Receipts from
fees charged for dumping at the City Landfill are
based on tonnage. The environmental service fee is
a fixed monthly charge.

The increase in revenues for FY 2011 reflects a rate
increase effective mid-year FY2010 and is planned
to escalate by five percent per year over the next
two years.

ENVIRONMENTAL SERVICES

FY: AMOUNT % CHANGE
04-05 $ 8,833,909 7.7%
05-06 9,666,478 9.4%
06-07 9,811,052 1.5%
07-08 10,507,477 7.1%
08-09 11,133,973 6.0%
09-10 10,584,400 -4.9%
10-11 10,809,131 2.1%

ENVIRONMENTAL SERVICES REVENUES
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AIRPORT

Legal Authority: City Code, Title 8, Chapter 6,
Sections 1-8

Description: Airport revenue is derived from the
rental of airplane hangars, tiedowns, tiedowns with
electricity, and shades rented to various individuals
and vendors. Landing fees are charged at a rate of
$1.05/1,000 pounds based on gross certificate
landing weight of aircraft. Rental revenue from
terminal rent consists of space, concession and
advertising fees. Revenues are collected from the
sale and storage of aviation fuel. A $3.00 PFC
charge is collected from the ticket sales of
passengers embarking from Pulliam.

The increases from FY 2004 through FY 2011 (with
the exception of 2009) are mainly due to a new
terminal lease, growth in ground leases, auto rental
revenues, and revenue from new hangars that were
constructed in FY 2005. Revenue is down in FY2009
due to hanger/tie down vacancies and decreased
passenger travel during the economic slump.

AIRPORT
FY: AMOUNT % CHANGE
04-05 $ 1,019,147 8.2%
05-06 1,188,512 16.6%
06-07 1,202,763 1.2%
07-08 1,312,143 9.1%
08-09 1,208,633 -7.9%
09-10 1,576,577 30.4%
10-11 1,642,679 4.2%
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STORMWATER

Legal Authority: City Code, Title 12, Chapter 2,
Section 3

Description: Stormwater revenue is determined by
the number of Equivalent Runoff Units (ERU’s) on a
property. An ERU is defined as 1500 square feet of
impervious matter. Charges are the same for both
commercial and residential customers. The first
year of implementation was FY 2004 with a rate of
$.53 per ERU. The FY 2007 actual revenue
increase of 68.5% was due to the new stormwater
rate of $0.92 per ERU. It covered additional staff,
additional costs related to the mandated NPDES
permit activities, and a proposed Drainage Spot
Improvement Program. The rate increased by $0.10
per year, where it currently resides at $1.22 for FY
2010 and will increase to $1.30 in FY 2011, where it
will remain static.

STORMWATER
FY: AMOUNT % CHANGE
04-05 $ 535,819 10.9%
05-06 540,495 0.9%
06-07 910,976 68.5%
07-08 1,081,282 18.7%
08-09 1,206,233 11.6%
09-10 1,306,298 8.3%
10-11 1,406,262 7.7%

STORMWATER REVENUES
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CAPITAL BUDGET

RELATIONSHIP BETWEEN OPERATING
AND CAPITAL BUDGET

The Five-Year Capital Improvement Plan (multi-year,
long-range study of construction and/or acquisition
of high cost items with an extended useful life) is
prepared separately from the Annual Budget and
Financial Plan (focus on municipal service delivery
programs which generally are of an on-going
nature); however, the two processes are inter-
related.

The operations and maintenance of major capital
facilities and infrastructure can significantly impact
the operating budget and, must be considered prior
to approval and commencement of acquisition of a
particular capital asset. In the capital improvement
plan for the City, various components have greater
impact on the operating budget than other elements
and, may even override operating budget
constraints,  e.g., mandatory  environmental
regulatory compliance.

The Water and Wastewater Enterprise Fund's
revenue structure is not sufficient to meet existing
and future impacts of capital, operating requirements
including environmental sanctions and debt.
Proposed, as well as existing, debt service is
included because the changes in debt service
requirements must be built into the rate models in
determining what, if any, rate increases are required
each year. A rate study was completed in FY 2010
and will be presented to council in FY 2011.

The Highway User Revenue Fund designates a
portion of State distributions to the pavement
maintenance program. The program is important in
order to keep roadways in good condition and not
allow significant deterioration. An additional
component of the maintenance program is funding
for ADA compliance for curb cuts, curb returns, and
deteriorating sidewalks. The major impact on street
maintenance is the addition of roads from private
development. The Streets division has maintained
level staffing through the investment in new, more
efficient equipment.
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BBB projects will have a significant impact on
operating budget requirements. Streetscape and
FUTS trail maintenance will require an ongoing level
of effort to maintain landscaping. Greater
consideration is being given to design and
maintenance requirements for future streetscape
projects to keep maintenance costs as low as
possible. The completion of several parks projects
constructed in conjunction with the Parks and
Recreation bond program require a major increase
in the Parks maintenance budget. City Council has
determined that any increased maintenance costs
associated with the bond projects will be paid for
from BBB funds. Staff has balanced construction
maintenance responsibilities and funding sources in
the Parks and Recreation Bond program.

CAPITAL IMPROVEMENT PLAN

What is a Capital Improvement Plan?

A Capital Improvement Plan is a multi year, long-
range study of the construction and/or the
acquisition of high cost assets that have an
extended useful life usually greater than five years.
A long-range plan is needed because of the lead
times required to adequately finance, design and/or

plan, budget, and implement construction or
acquisition of the capital project needs of a
community.

Planning in one or two-year increments has proven
to be inadequate because of the complexity of
projects and the public input process, as well as the
design time needed for engineering plans,
specifications, and right-of-way acquisition.

After Council has identified priorities and input has
been received from all City departments, the
development of the actual Capital Improvement Plan
is completed. This requires coordination between
the budget function and engineering because of the
impact of constructed capital projects on the
operating budget. For example, bond funds might
be used to construct a branch library. However,
once construction is completed, the library must be
staffed, utility bills must be paid, and the facility must
be cleaned and maintained. Therefore, an effective
capital improvement plan should always be viewed
in context of its impact on the operating budget. You
will  find anticipated future operations and
maintenance impacts as projects are completed in
the Capital Improvement Project section of this
budget book.
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What does a CIP provide?

Cash management capabilities. The dollars
expended on Capital Improvement Plans in
jurisdictions experiencing substantial growth or
revitalization will often comprise 40% or more of
the total budget. By reviewing the sources and
uses of funds on a project basis and within the
context of the entire CIP, as well as the related
cash flows, a jurisdiction can maximize its
investment earnings.

Debt management. A CIP allows a jurisdiction
to plan the financing requirements and the debt
repayment schedule to allow for current and
future needs relative to debt service capacity.
Expenditure controls. Funds are expended as
they were intended to be spent. The
appropriations figure becomes the project
management budgets. It is typical for most
jurisdictions in their process to budget a 15% to
20% overhead factor to cover engineering and
design costs as well as to provide for
contingencies.

Budgetary controls.  Operating cash flow
projections on a project basis serves as a check
and balance on a project's progress both in
terms of the time schedule and expenditures to
date compared with percentage completion.
Minimize disruption to citizens. By looking at
the overall impact of the proposed CIP in any
given year, the disruption of services or
inconvenience imposed by construction activity
in a locale can be kept to a minimum. For
example, citizen complaints can be minimized
by not scheduling the chip sealing of a major
arterial street concurrently with  ongoing
construction on immediately adjacent streets.
Additionally, a comprehensive review of multiple
projects to ensure adequate coordination can
minimize multiple disruptions in a given area.
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FY 2011 CAPITAL IMPROVEMENT PLAN

The City budget for FY 2011 includes -capital
improvement projects totaling $54.2 million. This
amount includes $13.7 million in carryover items that
have been budgeted. Project funding is comprised
of the following: $10.6 million in grants primarily for
airport improvements and beautification projects.
$13.6 million in general obligation (G.O.) bonds and
capital leases for the construction of Fire Stations,
and FUTS open space and other projects that were
approved by the voters in the 2004 General Election.
In May 2004 General Election, the citizens of
Flagstaff authorized the City to proceed with ten new
projects totaling $155.2 million. These projects will
be phased in over a ten-year period with debt being
issued in conjunction with the timing of each project.
Each proposed project will be discussed below in its
appropriate fund. Project listings are located in the
Capital Improvement section of this book.

A separate Capital Budget and Capital Improvement
Plan (Five-Year) will be prepared from the Annual
Budget biannually. Detail project descriptions
including location, justification, planning document
references, operating impact, and funding and
expenditure data are provided for all funded
projects.

General Government - Fifteen projects are
scheduled for FY 2011 for a total of $23.5 million.
Projects included in this category are several of the
projects authorized by voters in the May 2004
election. These include, Fire Fighting Facilities and
open space acquisition. Also included in this
category are the Incubator Expansion, Science Park
Sewermain, and Reconstruction of Jay Lively.

Streets/Transportation — The City currently has
634 miles of paved streets, as well as an additional
14 miles of alleys and 14 miles of unpaved streets.
Three major programs are funded in the CIP for the
City’s streets and related infrastructure. These
include an annual maintenance program of chip seal
and overlay to extend the useful life of the existing
street system; a streets/arterial improvement
program to bring streets into current standards or
widen to meet existing and anticipated traffic flow
patterns; and capital projects including the
Sunnyside Street Improvements and Ponderosa
Parkway. There are a total of 19 Streets
Transportation projects scheduled at a budgeted
cost of $5.4 million. HURF revenues fund $2.0
million of these projects with Transportation Tax
funding $2.7 million.
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BBB Funds - Projects include Beautification,
Tourism and Recreation funding. These projects
include Southside Plan, Woodland/Beulah Medians
and continuing our connectivity of FUTS Trails. This
year Federal and State grants will provide funding of
$1.1 million. 29 projects are scheduled at a
budgeted cost of $5.9 million for FY 2011.

Utilities Fund — Major projects for Water production
and distribution include $1.5 million for well
development and $1.0 million for Future Water
Rights. 16 water projects and a wastewater project
are scheduled at a combined budget of $4.3 million
for FY 2011.

Airport Fund — Four projects are scheduled at a
budgeted cost of $9.3 million for FY 2011. The
projects include taxiway reconstruction and
pavement marking installation.

Environmental Services Fund - This year’s CIP
includes three projects for a total cost of $385,000
for proposed retrofit at the MRF for glass recycling,
stormwater infrastructure and maintenance building
upgrades.

Stormwater Fund — Three projects are budgeted in
the Stormwater fund with a cost of $5.4 million in FY
2011. These projects include; drainage spot
improvement and the Rio De Flag Drainage Project.

CAPITAL PLAN IMPLICATIONS

For a community to continue to grow and prosper,
capital improvement needs must be balanced with
the burden placed on its citizens to fund them.
Therefore, the capital improvement program is
evaluated in terms of its impact on a variety of
factors such as property taxes, utility rates, and
entering into other long-term commitments, i.e.,
affordability factors.

Property Tax: Servicing general obligation debt
over the previous five years is shown in the
community profile section. The table shows that
debt as a percentage of assessed and per capita
debt has actually declined. In May 2004, voters
authorized sale of bonds to implement 10 new
projects totaling $155.2M that will be phased in over
the next 10 years. The next bond election is slated
for November 2010.
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Utility Rate Structure: The City has contracted
with an outside agency to review the Water and
Wastewater rate structure and provided a new rate
modeling program. The last rate increase occurred
in January 2009. This rate model provides for major
capital improvements, additional bond funding, and
increased operating costs. The rate model has
demonstrated a need for a rate increase which will
be presented to council. If adopted, rates will
increase in January 2011. In May 2004 the voters
authorized the sale of bonds to support 3 new Utility
projects. These projects are reclaimed water system
and related wastewater improvements; water wells;
and water rights acquisition.

BBB Sales Taxes: The voters approved a 2% BBB
tax in 1988 with a ten-year sunset provision and
renewed the tax an additional fifteen years in March
1996 and 2010, extending the tax to March 2028.
Capital projects currently underway include
streetscape along corridors, and the FUTS (Flagstaff
Urban Trail System) connectivity and various
recreation projects.

Transportation Taxes: In the May 2000 election,
the voters approved a transportation tax that started
at 0.51% and increased incrementally to 0.601%.
The City Council approved an increase of 0.064% in
the transit portion of the tax effective September 1,
2001, that increased the tax rate to 0.574%. The
City Council approved another increase to the transit
tax of 0.027% effective July 1, 2003 which increased
the total transportation tax to 0.601%. In May 2008,
the voters approved an additional tax increase for
transit of 0.12%, raising the total transportation tax
to 0.721%.

DEBT

DEBT CAPACITY

The City’s legal debt margin, shown on the following
page, demonstrates adequate capacity to complete
the capital projects passed with the May 2004 bond
election and proposed for the November 2010
election. Projects will be initiated over time through
issuing new debt within capacity as old debt retires.

CURRENT DEBT POSITION

The City's underlying bond rating for general
obligation bonds is presently "AA" by Standard &
Poor's Corporation and "Aa3" by Moody's Investor
Services representing an upgrade from Al. In
assigning a rating to bond issuance, the rating
agencies analyze several factors to determine an
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entity's ability to repay its debt. Some of these
factors are described in the following text.

Economic factors reviewed include measures of
growth such as: population and housing
demographics; employment base; unemployment
rate; competitiveness of services provided by the
governmental entity with surrounding jurisdictions;
and vulnerability to revenue streams dependent on
economy, e.g., sales taxes and delinquency rates on
property tax collections. The City is well positioned
because of its location and the diversity of its
economic base.

Financial performance factors focus on the entity's
ability to maintain a balanced budget regardless of
economic circumstances. Recurring revenue
streams without reliance on one-time revenue
sources, e.g., asset seizure funds or fund balance
should support ongoing expenditures. Maintaining a
fund balance of 10% of budgeted appropriations is
indicative of sound financial management practices.

Debt factors analyzed include indebtedness trends,
debt history, current debt burden, and debt
repayment schedules. The economic feasibility and
need for projects financed with debt are also
evaluated, as there is a correlation between
perceived benefit received and ability or willingness
to repay debt. The history of past voter approved
bond authorizations is evaluated as an indicator of
taxpayer willingness to repay debt, as well as the
amount of overlapping debt imposed on the
taxpayer. Development of a long range capital
improvement plan is a primary method of planning
for future debt needs and is a meaningful way of
demonstrating budgetary and fiscal controls.

Administrative factors reviewed include the
professionalism of the administration relative to
budgetary policies and practices, financial reporting
and results of independent audit, and effective
management practices. Debt limitations, tax rate
and levy limitations and unused debt margins are
also assessed. Focus on management capabilities
includes personnel turnover, labor relations, and
legal and political constraints evident in the
organizational structure. Finally, assessment
procedures are reviewed and property valuations
are trended and analyzed.

Quality of Life factors include the physical,
environmental, and social/cultural amenities of a
community, which enhance the desirability as a
place to live and thereby add to the valuation of the
tax base.
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Legal Debt Limitations are assessed at 6% and
20% of the assessed valuation of real property. The
20% category includes water, sewer, artificial
lighting, parks, open space, recreational facilities,
public safety, law enforcement, fire and emergency
services, and street and transportation facilities. The
6% category includes everything else. The following
table reflects City capacity in each category.

General Obligation Debt
July 1, 2010

20% Limitation
(Water, Sewer, Lighting, Open Spaces,
Recreation, and Fire Facilites Purpose Debt)

Assessed Valuation $ 864,039,469
Allowable 20% Debt $ 172,807,894
20% Debt Outstanding (31,555,000)
Allowable Debt Margin $ 141,252,894

6% Limitation
(All Other General Obligation Debt)

Assessed Valuation $ 864,039,469
Allowable 6% Debt $ 51,842,368
6% Debt Outstanding -

Allowable Debt Margin $ 51,842,368
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DEBT SERVICE

At July 1, 2010, the total actual indebtedness is
$131 million. FY 2011 annual debt payments are
projected to be $16.6 million. At the start of the fiscal
year, July 1, 2010, the City's 20% general obligation
debt of $31,555,000 is well below the legal limit of
$172,807,894. The City has no outstanding general
obligation debt in the 6% category. Thus, the full
allowable debt margin of $51,842,368 is available.

The following table illustrates the total actual
indebtedness through the life for all currently
outstanding debt.
Principal Interest Total
2011 $ 11,378,717 $ 5,212,718 $ 16,591,435
2012 11,869,980 4,768,193 16,638,173
2013 9,945,826 4,291,262 14,237,088
2014 8,409,561 3,890,134 12,299,695
2015 8,006,575 3,551,922 11,558,497
2016 8,105,510 3,234,446 11,339,956
2017 7,846,421 2,888,667 10,735,088
2018 8,034,946 2,570,793 10,605,739
2019 8,386,161 2,237,997 10,624,158
2020 8,745,616 1,888,622 10,634,238
2021 6,268,435 1,543,106 7,811,541
2022 6,519,752 1,311,989 7,831,741
2023 5,595,900 1,074,118 6,670,018
2024 4,012,638 884,766 4,897,404
2025 4,051,827 746,189 4,798,016
2026 4,099,667 611,651 4,711,318
2027 1,820,776 473,875 2,294,651
2028 2,182,785 348,105 2,530,890
2029 1,660,545 250,853 1,911,398
2030 1,460,000 173,101 1,633,101
2031 1,285,000 99,375 1,384,375
2032 1,345,001 33,624 1,378,625
$ 131,031,639 $ 42,085,506 $ 173,117,145
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FY 2011 CITY COUNCIL PRIORITIES:

PUBLIC SAFETY
Increase the visibility and availability of public safety services, through best practices and maximizing resources,
to prevent crime and fires.

FAMILY, YOUTH & COMMUNITY
Improve opportunities for all members of our community to actively participate, invest and feel a part of a high
quality of life community.

AFFORDABLE HOUSING

Facilitate an environment where housing opportunities, both in acquiring and sustaining, match the income
diversity of our community.

Facilitate a regulatory, market and where necessary, assisted housing environment to match the income
continuum of Flagstaff.

FACILITIES & BASIC SERVICES
Identify and provide the desired or current service levels and accompanying facilities of basic municipal services.

COMMUNITY SUTAINABILITY

Encourage the community and operate the government in a manner that sustains economic vitality, environmental
protection, and social inclusion so that current and future residents and visitors may enjoy the same or better
quality of life.

FISCAL HEALTH (Management Goal)

Maintain good fiscal health through sound financial management and fiscal integrity. The City shall maintain
written policies that provide for a balanced budget that meets the vast array of community needs, which ensure
that resources are available to meet future need, allows for community infrastructure to be maintained at
adequate levels and other sound financial practices.
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POLICIES AND PROCEDURES

FISCAL POLICIES

The City balances current revenues against current
expenditures (balanced budget approach) in all
funds on an annual basis. Additionally, all City funds
must balance these funds on an on-going basis for a
minimum of five years. Both operational and capital
efforts must be sustainable to assure continuity of
service to citizens.

A five-year Capital Improvement Plan is updated
annually and includes anticipated funding sources.
The City's accounting records for General
Government operations (General, Special Revenue,
Debt Service and Capital Projects Funds) are
maintained on a basis consistent with Generally
Accepted Accounting Principles (GAAP) with
measurable revenues recorded when they become
available to finance expenditures in the current fiscal
year. "Available" is defined as collectible within the
current period or soon enough, thereafter, to be
used to pay liabilities of the current period.
Expenditures, other than principal and interest on
debt, are recognized in the accounting period in
which the liability arises. State statute allows for
encumbrances to be recognized for a 60-day period
following the end of the prior fiscal year as uses of
prior year appropriations. To ensure that
appropriations do not lapse, departments are
directed to re-budget for all items that are expected
to be delivered after June 30.

For the Enterprise Funds, the annual budget is
prepared on a basis that differs from GAAP because
state law requires capital purchases and debt
service payments to be budgeted as expenses, and
bond proceeds and grants that are to be utilized are
to be budgeted as revenues.

As a matter of general policy, the City of Flagstaff
attempts to realize the following goals and
objectives:

GENERAL

The City maintains a moderate property tax rate.
The secondary property tax rate relates directly to
voter-approved debt. General Obligation (G.O.)
debt, supported by property tax revenues, may
change based on one or both of the following
factors: 1) assessed valuation; or 2) property tax rate
changes commensurate with community consensus.
Additionally, debt service requirements are repaid
through a specified revenue stream whenever
possible, e.g., water and sewer G.O. bond debt
service requirements are built into utility rate
structure.
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The City's sales tax is used to meet the general
operating needs of the City. An additional two cents
($.02) BBB tax has been levied on lodging,
restaurant, and bar services. This latter tax has
been designated for enhancing the quality of life
through Beautification projects, Economic
Development, Tourism efforts, Arts & Science
contributions, and Recreation projects.

The City has dedicated ($.00721) sales tax for
transportation purposes, which will expire in 2020.

The City's goal is to maintain a minimum general
fund balance of 12%. The projected fund balance
for FY 2011 is 33% (primarily due to carryover of
capital projects) and for FY 2012 is 14%.

Current revenues will be sufficient to support current
operations. Grant funds are considered to leverage
City funds. Inconsistent and/or fluctuating grants are
not used to fund ongoing programs.

ENTERPRISE FUNDS

The City has a policy of utilizing a systematic
methodology to determine the rate increase in water
and wastewater charges and fees based on the
philosophy of "cost of service." All Utilities Fund,
Environmental Services Fund, and Stormwater Fund
operations are managed on the basis that they must
be self-sustaining operations. The rate models
include all capital costs and routine maintenance
items. A new rate model study was conducted in the
FY 2010 to assess future rate adjustments. The
Environmental Services fund implemented a rate
increase for FY 2008 and has a 5% annual escalator
for commercial and residential refuse, commercial
and curbside recycling, and tipping fees thru
FY2013. As a matter of policy, the City will raise the
landfill fee to an amount higher than the tipping fee
at the Material Recovery Facility (MRF) to
encourage recycling.

The stormwater program has scheduled a series of
increases from FY 2006 to FY 2010 to fund

increased operational and needed capital
improvements.
An Environmental Services reserve will be

determined and evaluated annually to provide
funding for costs of landfill closure.

The City’'s goal is to maintain enterprise fund

balances in excess of 10% due to the fluctuations of
usage not in the control of the departments.
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REAL ESTATE PROCEEDS FUND

The disposition of funds from real estate proceeds is
governed by ordinance. Proceeds from the sale of
real property assets will only be used for costs of
acquisition or sale of real property.

DEBT PERFORMANCE

To ensure that the City's debt position and bond
ratings remain favorable, the City's borrowing
program strives to meet the following general debt
performance goals:

= The City will limit long-term debt to only those
capital improvements that cannot be financed
from current revenues.
= The terms of repayment for any debt will not
exceed the estimated useful life of the project or
asset acquired nor will debt be used for
recurring expenditures normally considered
operational and maintenance expenditures.
= Minimize the impact of debt obligation on the
general taxpayer, by:
¢ Using Special Improvement Districts (SID),
revenue bonds (street projects), or user
charges (water and sewer bonds) whenever
possible.
¢ Determining if BBB funds (Beautification,
Economic Development, Tourism,
Recreation, and Arts & Science) should
underwrite all or part of a proposed project.
¢ Creating sinking funds when possible to
provide for expansion or replacement of
capital items.
¢ Seeking out grant support to the maximum
extent possible as well as other lower
interest debt options such as state revolving

loan funds or redevelopment district
designation.
¢ Collaborating with the City’s financial

advisors to structure debt in such a way the
debt load is explicitly related to the operating
budget and the ability to handle debt will not
impair operating needs. General obligation
debt load will not exceed 15% to 20% of the
operating budget and debt expenditures to
allow sufficient resources to meet ongoing
needs without placing an undue burden on
the taxpayer.

¢ Preparing an Official Statement on all bond
offerings and notes, including Certificates of
Participation.

¢ Maintaining good relations with its financial
advisor, bond rating agencies and insurance

carriers, and providing full and open
disclosure on all financial reports and
prospectuses.
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DEBT MANAGEMENT

The City will not pledge General Fund taxing
authority to secure long-term debt except when
marketability can be significantly enhanced.

At least 25% of capital outlay (including capital
equipment acquisition) will be funded on a pay-as-
you go basis. The City will fund on a pay-as-you-go
basis as much as possible rather than using debt
financing.

A feasibility analysis will be undertaken in-house for
proposed long-term financing to determine current
and future budgetary impact and reliability of
revenue stream to support both debt service
requirements and operations. Council will review the
financing program annually.

Financing will not exceed the useful life of the
infrastructure improvement.

Debt financing will be on a competitive basis.
Private placements (negotiated financing) may be
used when the market is highly volatile or the debt
structure is highly unusual and complex as to
financing structure or security structure.

Debt schedules will be prepared and included in the
Annual Budget and Financial Plan (budget
document) as well as the Five-Year Capital
Improvement Plan with an annual update.

The City will diligently monitor compliance with all

bond covenants as well as strict adherence to
federal arbitrage regulations.
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FUND BALANCES AND RESERVES

The City will strive to maintain fund balances of at
least twelve percent (12%) in the General Fund and
ten percent (10%) in the Special Revenue and
Enterprise Operating funds. Five percent (5%) is
considered the minimum level necessary to maintain
the City's credit worthiness (bond rating). However,
a more stringent level is recommended so as to
provide for:

= Economic uncertainties

= Assurance against vagaries and uncertainties in
the bond market

= Cash flow requirements (60 days operating
revenues)

= Adequate contingencies

A Landfill Sinking Fund has been established to
provide for future closure and environmental
regulation requirements and equipment needs. For
closure costs, amounts are legally designated for
future construction needs in order to insure financial
compliance. Current estimates are almost $16
million. The landfill rates include an allocation to the
sinking fund.

EXPENDITURE LIMITATION CONTROL
The State of Arizona provides for several options
regarding expenditure control limitations. State
statute determines the allowable expenditure limits
for each municipality. There can be a one-time
adjustment, a permanent adjustment, or charter
cities have a homerule option. The City operates
under the state expenditure limitation rather than the
home rule option allowed to Arizona municipalities,
which requires voter approval every four years. The
City has a permanent adjustment to the base as a
result of the BBB tax approved by voters in FY 1988,
which allows the City to increase the expenditure
level base by the amount of the additional revenues
generated by the tax.

The City received voter approval for a second
permanent base adjustment in the May 2006
general election. The adjustment was necessary to
align previous citizen approved expenditures with
the maximum allowable amount per the Economic
Estimates Commission.

Expenditure Limitation is presented as the basis of
accounting presented by the uniform expenditure
reporting system, which excludes expenditures of
certain revenues specified in the Arizona
Constitution.
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BUDGET POLICIES

Budget Basis of Accounting — The accounting and
budgeting systems for the City are in accordance
with  Generally Accepted Accounting Principles
(GAAP) format, with minimal variances between the
two systems. Budget basis for enterprise funds
differ primarily due to state laws. The major
differences are as follows:

= Encumbrances (contractual commitments) are
considered the equivalent of expenditures.
Encumbrances at year-end for goods or
services, which are not received prior to the end
of the fiscal year, are cancelled.

= Fund balances reserved to inventory and
bonded debts are not included in the budget.

= Certain expenditures, such as depreciation and
landfill closure and post closure accrual, are not
included in the budget.

= All funds except the Internal Service Fund are
budgeted.

= Enterprise funds budget capital expenditures
and debt service payments as expenses.

= Enterprise funds budget bond proceeds and
grants as revenues.

The City will utilize a number of different fund types
to segregate the financial activity within the City
either due to regulatory reasons or as designated
internally. The fund classifications are Governmental
funds, Proprietary funds and Fiduciary funds.

Governmental funds are typically those that account
for the tax supported activity within the City. Within
governmental funds, the sub-classifications utilized
by the City are:

= General Fund - The chief operating fund that
accounts for all activity not accounted for
somewhere else. The General Fund currently
encompasses the activities of General
Administration, Management Services,
Community Development, Public Safety, and
Non-Departmental expenditures.

= Special Revenue Funds — Accounts for certain
revenue sources that are set-aside for a specific
purpose. Special Revenue Funds currently in
existence are the Library, Highway User
Revenue, Transportation, Beautification,
Economic Development, Tourism, Art's and
Sciences, BBB Recreation, Real Estate
Proceeds, Housing and Community Services,
and Metropolitan Planning Organization.

= Debt Service Funds — Established to set aside
the resources needed to meet current and future
debt service requirements on general long-term
debt. The City has established the General
Obligation Bond Fund, the Secondary Property
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Tax Fund, and the Special Assessment Fund in
this category.

= Capital Projects Fund - Established to
separately reflect major capital acquisitions
and/or construction from other ongoing

operating activity. The City of Flagstaff has
established a Capital Project Fund.

Proprietary funds are used to account for those
activities that are expected to be self-supporting
through user fees in whole or in part. Proprietary
funds encompass Enterprise funds.

= Enterprise Funds — May be utilized for any
activity in which a fee is charged. An Enterprise
Fund is required to be utilized if the debt is
backed solely by fees or charges, if there is a
legal requirement to recover cost through fees
and charges, or there is a policy decision to
recover cost. The City has four Enterprise
Funds in the form of Waste and Wastewater,
Airport, Environmental Services, and
Stormwater.

Fiduciary funds are used when the City holds
resources while acting as an agent for a party
outside the government. The City has no fiduciary
funds.

Budgetary control accounts are maintained in the
general ledger system at a line item level to track

estimated revenues, appropriations, and
encumbrances.
The Comprehensive Annual Financial Report

(CAFR) Statement of Revenues, Expenditures, and
Changes in Fund Balance - Budget and Actual,
reflect how well the City met its budget plan at the
legal level of control which, is at the department

level. In addition, while individually budgeted, the
City combines the BBB funds for CAFR
presentation. These include Beautification,

Economic Development, Tourism, Arts & Science,
and Recreation. Conversely, the City presents the
Internal Service fund in the CAFR as unbudgeted.

REVENUE DISTRIBUTION

Highway Users Revenue Funds (HURF) will be used
to fund a portion of the Annual Streets Maintenance
Program (overlay, chip seal, reconstruction) at a
level of effort that will strive to maintain the streets
system based on availability of funding. A portion of
HURF funds will also be appropriated each year for
street and sidewalk improvements, streetlights, and
Americans Disability Act (ADA) compliance.

Local Transportation Assistance Funds (LTAF)
funding has been eliminated for FY 2011 by the
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State budget process which will eliminate funding of
a portion of the annual streets maintenance
program. We do not currently see this funding being
restored in the near future.

Debt service requirements for General Obligation
Water and Sewer bonds will be built into the
respective rate models so that sufficient revenues
are generated from user charges to cover annual
debt service.

BBB Funds are restricted to Beautification,
Economic Development, Tourism, Arts & Science,
and Recreation projects and programs. The
Beautification Fund will finance major beautification
projects including an urban trail system, bikeways,
pocket parks, streetscape, rehabilitation, area
redevelopment  enhancements, and related
maintenance expenditures. As determined at the
April 1996 Council retreat, funds for recreation will
serve to improve, maintain, and enhance park
facilities.

Annual funding for Economic Development
opportunities, $125,000 and Open Space $150,000
shall be allocated on a priority basis from excess
revenues over expenditures.

Transportation funds benefit four major categories:
Fourth Street overpass, Street Improvements, Safety
Improvements, and Transit. The Street and Safety
projects include Safe-To-School Projects, urban
links, streets widening, and gateway development.

OPERATING BUDGET IMPACT

The impact of capital improvements on the
respective fund operating budgets is required for all
capital projects. Costs are developed for first-year
start-up costs as well as an annual operating cost
estimate. For Enterprise Fund capital projects, debt
service requirements are included in the rate
projections.

Balanced revenue and expenditure forecasts will be
prepared to examine the City's ability to absorb
operating costs due to possible changes in the
economy, service demands and  capital
improvements. The forecast will encompass five
years and will be updated annually.

An analysis of impact on cost-of-service will also be
undertaken by the City staff to determine if any
changes to fees and charges should be
recommended to Council.

City of Flagstaff



MINIMUM LEVELS OF CAPITAL

INVESTMENT

The Street Improvement Program will strive to
commit $1.5 million for annual capital maintenance
of the street system which includes ADA compliance
in the street system.

The Water and Sewer system will undertake
sufficient capital improvements considered routine
operations and maintenance to prevent system
degradation. Additionally, the inner basin waterline
will be charged out over a 20-year period.

Sinking funds have been established for future
landfill closure costs. Currently, it is estimated that
$16 million will be needed over 30 years starting in
the year of closure to finance the closure and
environmental regulatory compliance costs for the
landfill.  Landfill requirements are built into the
Environmental Services rate structure.
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NON-RECURRING REVENUES

The City will balance operating revenues against
operating expenditures. Any non-recurring revenues
are budgeted for other one-time and/or non-
recurring expenditures. Should any non-recurring
revenue  source have ongoing  operating
implications, those considerations will be evaluated
before the acceptance of such funding.

City of Flagstaff



Annual Financial Plan

Numsus:ﬁﬁﬁmhﬁh

] v
— .
— e =

e

[ ] u = ’ oy ORIV

et L A0 .
‘ge.. -‘4-‘:.7.: wl:ﬂ”' ! (
< 1 2 RS
/! ‘f,{a"

LSty vl ;
S st AS
BLISHED

44

City of Flagstaff



ISSUES AND UPDATES

PERSONNEL SERVICE COSTS
COMPENSATION

The fiscal year 2011 budget does not include a
market or merit increase for classified and exempt
employees due to the financial condition of the
organization. The City’s pay plan was decreased by
1.2% on May 1, 2009 and will continue through fiscal
year 2011, which saves approximately $505,952 in
the general fund.

Employees who are in the skill based pay plan are
eligible for pay adjustments based on acquiring skills
and knowledge that are associated with skill blocks.
Each of the skill blocks will continue to be reduced
by 1.2%

Hazardous Assignment Pay is paid to employees
who perform demanding duties or duties with an
unusual degree of responsibility, a heightened level
of physical risk that is above the norm for the job,
and where additional certification and/or continuing
education is needed that is above and beyond the
minimum requirements for the position. Assignment
pay will continue to be reduced by 1.2%.

The Flagstaff Housing Authority compensation has
decreased from FY2010 Budget to FY2011 by
$37,251 due to salary being lower than the projected
and a 0.75 decrease in full time equivalents. The
total amount budgeted for compensation is
$1,109,119. As part of the ongoing alignment of
Housing Authority operations with City operations, a
$30,000 reserve has been included in the Housing
Authority budget to address any differences in pay
between the Housing Authority and City. Any
salaries that match the City pay scale will not be
adjusted.

COMPENSATION STUDY UPDATE

The Compensation Study was completed this fiscal
year and the Human Resources division has
implemented the following recommendations based
on the results of the study.

e Retention pay was eliminated as an add-pay and
was incorporated into new pay classifications,
effecting Police, Fire, Information Technology
and some positions in Legal.

e A job analysis questionnaire was created to add
the City’s values to each job description. This
will promote the use of the City’s values when
communicating job requirements and making
hiring decisions.
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¢ An implementation team of section heads has
been identified and the team has had an
introductory meeting to discuss the goals and
objectives of the assignment. The team’s
recommendation will go through the Employee
Advisory Committee and Leadership and those
proposed changes will be forwarded to City
Council.

BENEFITS

Fiscal year 2011 begins the 18" year the City has

participated in the joint purchasing of health
insurance through  Northern  Arizona Public
Employees Benefit Trust (NAPEBT). NAPEBT

includes four voting members: Coconino County,
Flagstaff Unified School District, Coconino
Community College, and the City of Flagstaff and
two non-voting members: NAIPTA and the
Accommodation School.

NAPEBT continues to fund a wellness program in an
effort to control costs. This year NAPEBT held its
second annual health fair. All of the insurance
providers and various community medical providers
and wellness vendors participated in the two day
event. Employees were able to receive flu shots
and wellness assessments free of charge. The POP
mobile was also added this year to promote prostate
health.

The overall premium increase for health insurance is
10.98%. This increase was mitigated through plan
design changes such as increases in the PPO
deductible, office visit co-pays, emergency room
access fees, urgent care co-pays, prescription drug
increases in tiers II-1V and a decrease to the Buy Up
out-of-network  coinsurance. The base plan
contribution rate has increased by two percent.
There is $300,000 set aside in one time dollars to
help off-set these increases in contribution rates and
the cost of services.

NAPEBT voted to allow an opt-out provision for
fiscal year 2011. An employee may discontinue
employee-only coverage with proof of group health
insurance outside of the Trust. This provision will
provide savings to the City, but will not provide an
incentive to the employee to opt-out.

The Trust's decision to become self insured in 2007
has led to the lower premium increases experienced
over the last three years. The overall increase for
health insurance is still below the national trend of
approximately 12-15%.

The City will continue paying the full premium for the
employee and $254 per month for dependent
subsidy. The dependent subsidy was reduced
effective July 1, 2009 and this will continue fiscal
year 2011. The total budget for employee only
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health insurance is $3.9 million dollars. The total
cost of the dependent subsidy to the City is
$898,779.

The Flagstaff Housing Authority pays the full
premium for the employee and 60% for dependent
coverage. The budget for employee health
insurance and the dependent subsidy is $158,534.

City employees who do not elect dependent health
insurance coverage normally receive $60 per month
in deferred compensation, but this benefit was
suspended beginning July 1, 2009 and will continue
through fiscal year 2011. The savings to all funds is
approximately $357,438.

The Flagstaff Housing Authority provides a deferred
compensation benefit of $50 per month to
employees who do not elect dependent coverage.
The total cost for deferred compensation is $4,800.

The City added another dental plan in an effort to
provide 100% preventive care. The employees may
choose between Plan A and Plan B. The dental
insurance premiums for both plans resulted in a rate
decrease of approximately 2%. The City pays
100% of employee coverage and employees pay
100% for dependent coverage. The cost to all
funds is approximately $291,825.

The Flagstaff Housing Authority provides Plan B to
employees and will also experience a 2% decrease
in the premium. The Housing Authority pays 100%
of employee coverage and employees pay 100% of
dependent coverage. The total cost for dental
insurance is $12,027.

The City provides a basic vision benefit for the
employee and dependents. The employee does
have a buy up option for employee and dependent
coverage. The vision insurance premiums resulted
in a rate decrease of approximately 4%. The cost to
all funds is approximately $12,500.

The Flagstaff Housing Authority provides all
employees and dependents with the buy up vision
plan. Employees are also eligible for vision expense
reimbursement of up to $150 per employee and $90
per insured dependent. The total cost of vision
insurance has decreased by 4% and is budgeted for
$2,272.

The City provides a basic life and accidental death &
dismemberment benefit in the amount of one times
the employee’s annual salary to a maximum of
$150,000. The cost of this benefit is $76,640. The
Airport Service Workers receive an additional
occupational accidental death & dismemberment
(AD&D) benefit in the amount of two times the
employee’s annual salary to a maximum of
$150,000; since this group of employees is not
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eligible for the Public Safety Personnel Retirement
System. The cost of the additional occupational
AD&D is $541.

The Flagstaff Housing Authority provides basic life
and accidental death & dismemberment coverage in
the amount of one times the employee’s annual
salary to a maximum of $150,000. The total
budgeted cost for this coverage is $2,085.

Employees of the City and the Housing Authority
may choose to purchase additional group term life
coverage for themselves or their dependents and
the employee pays 100% of those premiums.

The Public Safety Personnel Retirement System
(PSPRS) employer contribution will increase by
0.17% for Police and decrease by 1.52% for Fire.
The PSPRS employee contribution will remain
7.65% for the employee. The Arizona State
Retirement System (ASRS) contribution will be
9.85%, which is an increase of 0.45% for both the
employer and employee. The ASRS pension and
health insurance benefit will be 9.6%, which is a
0.6% increase in contribution rates. The ASRS
long-term disability will be 0.25%, which is a 0.15%
decrease in contribution rates. The cost to all funds
is approximately $2.6 million for PSPRS and $2.6
million for ASRS.

The Flagstaff Housing Authority participates in the
Arizona State Retirement System (ASRS) and the

overall contribution increased by 0.45%. The total
cost for ASRS is $108,226.

SUPPLEMENTAL BENEFITS

The City provides supplemental benefits to

employees including the Employee Assistance
Program, Repetitive Motion Therapy and the
ECOpass.

All  benefit-eligible employees are eligible to
participate in the Employee Assistance Program
(EAP). The program provides six sessions at no
cost to the employee.

There are two methods by which an employee may
be referred to the City's EAP. The first is self-
referral when the employee voluntarily calls or
contacts the EAP. The second is a referral done by
the supervisor when there is a documented
performance problem. The EAP also responds to
critical incidents, is the City’'s DOT Substance Abuse
Counselor and provides training on topics such as
Dealing with Difficult Customers, Preventing
Violence in the Workplace and Drug & Alcohol
Training for Supervisors.
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The total amount budgeted for the Employee
Assistance Program is $34,000, which includes
$20,000 of one-time dollars.

The City provides a Repetitive Motion Therapy
(RMT) benefit to all employees. The RMT sessions
are for those employees who have previous, current,
or are susceptible to a repetitive motion injury.
Thus, priority for appointments is given in the
following order.

e All  employees with current workman's
compensation claims or claims closed for less
than one year have first priority when scheduling
an appointment.  However, employees with
current workman’s comp claims who do not
follow their prescribed course of treatments will
not have priority when scheduling an
appointment.

e All other employees who are susceptible to a
repetitive motion therapy are eligible for one
therapy session per week.

The total amount budgeted for Repetitive Motion
Therapy is $12,000, which was reduced by
approximately 67% this fiscal year.

The City provides an ECOpass to all benefit eligible
employees. The ECOpass is a deeply discounted
Mountain Line bus pass to the City which allows city
employees to ride the buss for free. In FY2011 this
supplemental benefit was scheduled to be
suspended to save a total of $20,000 in the General
Fund. During budget discussions with the Council in
April, this benefit was added back.

SUCCESSION PLANNING

The Human Resources division has proposed a
phased retirement program in efforts to provide
succession planning for key personnel. The
program would provide for substantial savings to the
organization in reduced salary, payroll taxes,
unemployment, workers compensation and the
elimination of the Arizona State Retirement System
employer contribution.

All employees eligible for normal retirement with
Arizona State Retirement System and demonstrating
above average performance are eligible for the
phased retirement program. There must be a
recommendation from the supervisor and an
agreement between the Supervisor, Division
Director, Deputy City Manager and the employee
regarding the critical projects or succession steps
that will be completed during the contract period.
The contract period may be set a three months to
one year with the ability to extend the period for one
additional year.
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CLASSIFICATION

Maintenance of the job classification system is an
ongoing process to ensure that job classifications
accurately reflect the responsibilities and tasks being
performed by City employees. If a Division Director
believes that an employee(s) is functioning out of
class on a regular basis or that job responsibilities
have changed sufficiently, a request may be made
for the Human Resources division to conduct a
review. The Human Resources division then
conducts an audit and evaluates the request utilizing
Decision Band Method (DBM) methodology.

If the audit and analysis indicates that an adjustment
needs to be made to a position classification,
Human Resources procedures allow for four types of
changes.

1. RECLASS - An individual(s) within a
classification is evaluated in regard to moving
that person(s) from others in the same
classification to a higher (or lower) classification.
Some instances may include a title change.

2. RERANGE - A classification in a given pay
range is evaluated in regard to moving that
position classification to a higher (or lower) pay
range. This affects all employees in the
classification, including single incumbent
classifications. Some instances may include a
title change.

3. RETITLE - A job title is evaluated in regard to
changing the job title only. This does not affect

pay.

4. REZONE - An individual within a broadband
may be move to a higher-level zone within the
broadband based on the employee’s
performance.

The audit can also show that the position is properly
classified and/or titled and that no changes are
needed.

All requests from divisions were submitted to the
Human Resources division for review, and only
those recommended for approval were forwarded to
the Budget Team for inclusion in the FY2011
budget. The Human Resources division has notified
all Division Directors of the status of their requests,
whether approved or disapproved. All approved
changes will be effective as of July 1, 2010.

The Human Resources division received a total of
11 requests for reclassifications/reranges and 10
requests for rezones. The following shows those
that were approved:
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7/1/10 RECLASSIFICATIONS/RERANGES
No. of
Old New Employees
Old Title Range New Title Range Effected
Equipment Operator (Zone 3) B83 Env Services Leadworker 9 2
Inspector | 8 Building Inspector 10 2
Inspector Il 9 Building Inspector 10 3
7/1/10 REZONES
No. of
Old New Employees
Current Job Title Zone New Job Title Zone Effected
Administrative Assistant B11 Administrative Assistant B12 3
Administrative Assistant B12 Administrative Assistant B13 1
Administrative Specialist B21 Administrative Specialist B22 1
Administrative Specialist B22 Administrative Specialist B23 1
Project Manager B52 Project Manager B53 1
Water Services Specialist B32 Water Services Specialist B33 1

Human Resources also received the following requests mid-year for new classifications, reclassifications,
reranges and salary adjustments:

MID YEAR CHANGES

NEW CLASSIFICATIONS

Title Range
Zoning Code Manager 12
Downtown/4™ Street Manager 12
SALARY ADJUSTMENTS

Fire Captain (3)

Promotional rates for those promoted directly from Firefighter to Fire
Captain were adjusted (to a minimum of 11%) to provide more equitability
in the Fire Captain rank.

REORGANIZATIONS

The following reorganizations have been completed:

Information Technology — The GIS function will
begin reporting to the IT Director. A help desk
technician has been added to the Information
Technology Assistance Center in order to better
meet the  organization's needs. The
reorganization successfully created progression
from the entry level technician to Specialist,
Analyst and Administrator. The two IT
Specialists in Applications and Systems have
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been reclassified to IT Analysts, the Applications
and Systems Manager has been reclassified to
an IT Operations Manager, the Senior Network
Administrator has been reclassified to a IT
Manager — Network and the Network
Administrator has been reclassified to an IT
Specialist — Network. The IT division has also
added resources to project management as part
of this reorganization.

Library — The library will establish a Library
Information Technology Services group utilizing
existing library IT staff. One of the IT
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Coordinators will be reclassified as an IT
Manager and assumed supervisory
responsibility for all other library IT staff. The
other IT Coordinator will be reclassified to an IT
Analyst. Human Resources will conduct an
additional organization study during FY 2010-
2011 to analyze the remaining IT positions in the
Library section.

Management Services — Many of the sections
within Management Services have reorganized
to build internal capacity to meet current and
future City needs. The Tax and Revenue and
Customer Service sections have merged. A
Revenue Director position has been created to
oversee the new section and the Customer
Service Manager and Tax and License
Administrator positions have been eliminated.
One Auditor 1l full-time equivalent will be
reclassified to an Auditor 1. Two mid-level
supervisory positions (Sales Tax Manager and
Administrative Specialist Supervisor) have been
created which allows for leadership development
within the Division. The copy center and
switchboard also moved from Purchasing and
Finance to the new Revenue section. There
was a slight reduction to the switchboard
position.

Public Works — The Public Works division has
consolidated seven sections into three and has
eliminated the Assistant Public Works Director
position. The new sections will be the
combination of Environmental Services and
Fleet Services; Parks, Streets and Cemetery;
and Sustainability and Environmental Manager
and Facilities Maintenance. The three section
heads have been classified, the Supervisors and
Managers have been reclassified and there has
been the creation of additional lead workers in
the Parks program. There were reductions of
personnel in Fleet and Parks.
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e Fire — The Wildland Fire program eliminated two
positions due to budget reductions. The
Wildland Fire Manager will have three grant
funded full-time equivalents, the Wildland Fire
Leadworker, the Wildland Fire Specialist and a
group of temporary employees (Wildland Fire
Crew Members). The Fire Department has also
eliminated the training Battalion Chief position.

e Community Development —  Community
Development has eliminated the Building
Inspection Manager, two Building Inspectors, ,
Materials Technician I, Engineering Tech
Leadworker, Administrative Specialists (1.5
FTEs) and a Development Engineering Project
Manager. The Construction Manager will
assume direct supervision of the Material Lab
due to the elimination of the Material Technician
II. The Housing section realigned duties for the
Land Trust Manager with the elimination of the
Housing Project Manager.

ORGANIZATIONAL STUDIES

The Human Resources division conducted two
organization studies this year. The Information
Technology study included all positions within the
Information Technology division. The Airport
Service Worker study is regarding issues related
specific to the level | and Il positions.
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POSITION ADDITIONS/DELETIONS Employees per 1000 Population

A review of the Personnel Table of Organization Population ~ Emplovees  Emp/Pop
(see Appendix Section), provides complete detalil, 1980 34,743 422 121
\ . . 1985 38,247 470 12.3
including staffing request changes that are 1990 45 857 507 115
recla55|f|cat|pr_1 requests and transfers of person_nel 1995 52,701 612 116
between divisions to accommodate changing 2000 52.894 685 13.0
program needs. 2005 61,185 743 12.1
2010 * 65,522 765 11.7
A total of 25.65 FTE’s were cut across all funds for
FY2010. The following detail highlights the five year City Employees per 1,000 Population
historical staffing trend as well as the City's
calculation of City staff in comparison to population. 2010
PERSONNEL IN EACH FUNCTION CATEGORY 2005
5 YEAR HISTORICAL TREND 2000 13.0
Fiscal Year 1995
2007 2008 2009 2010 2011
Public Safety 26475 27575 28275 267.00  260.00 1990
Public Works 205.67 241.89 250.35 159.09 153.59 1985
Comm Enrich 0.00 0.00 0.00 110.43 110.43
General Admin 76.00  80.13 8388  73.88  72.68 1980
Utilities 79.00 80.25 81.75 70.50 68.50
Community Dev 94.00 99.38 102.38 69.58 61.88
Housing Authority 0.00 0.00 0.00 0.00 23.50 10.0 11.0 12.0 13.0 14.0
Mgmnt Services 92.27 98.78 105.41 38.75 39.00
Econ Vitality 0.00 0.00 0.00 38.25 35.75
811.69  876.18  906.52  827.48  825.33 * Estimated census per July 1, 2009
Arizona Department of Economic Security
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The table below lists each section with staff level reductions for FY2011:

FY2010 FY2011 FY2011
Authorized Authorized Personnel
Section Personnel Personnel Reductions
City Manager/City Clerk 115 115 0
Human Resources 6.75 6.25 0.5
Risk Management 2 2 0
Law 14.75 14.75 0
Information Technology 13 13 0
Management Services — Purchasing 8.5 7 1.5
Management Services — Revenue 18.75 20 +1.25
Management Services — Finance 115 12 +0.5
FMPO 2.88 2.88 0
Community Development — Administration 2.5 2 0.5
Community Development — Capital Improvement 11 11 0
Community Development — Planning & Development
Services 27.2 24 3.2
Community Development — Engineering 20 17 3
Community Development — Housing 6 5 1
Flagstaff Housing Authority 24.25 23.5 0.75
Fire 99 92 7
Police 168 168 0
Community Enrichment — Library 50.77 50.77 0
Community Enrichment — Recreation 59.66 59.66 0
Public Works — Administration 4 2.5 15
Public Works — Parks 28.2 27.2 1
Public Works — Fleet 14 13 1
Public Works — Facilities Maintenance 11 11 0
Public Works — Streets Maintenance 36.31 36.31 0
Public Works — Environmental Services 53.5 52.5 1
Public Works — SEMS 12.08 11.08 1
Utilities — Administration 10 9 1
Utilities — Water Production 11 11 0
Utilities — Water Distribution 15 14 1
Utilities — Wildcat Wastewater Treatment Plant 12.5 12.5 0
Utilities — Wastewater Collection 9 9 0
Utilities — Industrial Waste 3 3 0
Utilities — Rio Wastewater Treatment Plant 4 4 0
Utilities — Stormwater 6 6 0
City Court 25.88 25.18 0.7
Economic Vitality — Economic Development 2 2 0
Economic Vitality — Airport 9.5 9.5 0
Economic Vitality — Community Investment 6 5 1
Economic Vitality — CVB 10 9 1
Economic Vitality — Visitors Center 5.75 5.25 0.5
Total 846.73 820.33 26.40*

*The total reductions for the City of Flagstaff is 25.65.

reductions of 0.75 FTEs.
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The 26.40 includes the Flagstaff Housing Authority
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CITY OF FLAGSTAFF
Cost Allocation
For Fiscal Year 2011

PROVIDING SECTIONS

General Fund Services

City Manager

City Clerk

Human Resources

Risk Management

Law

Information Systems
Management Services
Customer Services
Sales Tax

Finance

Community Dev Admin
Engineering

Community Investments
Public Works Administration
Mechanical Shop
Facilities Maintenance
Council & Commissions
Non-Departmental

Total General Fund

General Administration
Community Development
Management Services
Public Works

Economic Vitality
Non-Departmental

TRANSPOR- ENVIRON. TOTAL
GENERAL LIBRARY HURF TATION UTILITY STORMWATER AIRPORT SERVICES CHARGED OUT
001 030 40 041-044 201 210 270 280 TOTAL GF

580,392 45,396 41,246 13 91,063 5,797 12,481 72,586 848,974 268,582
144,449 11,090 9,964 7,672 25,868 1,511 2,856 20,191 223,601 79,152
343,844 35,241 24,019 - 49,843 4,496 7,417 48,935 513,795 169,951
125,243 12,669 10,992 7,440 27,544 1,697 3,143 21,404 210,132 84,889
469,911 43,314 41,813 43,659 120,650 6,207 12,386 86,297 824,237 354,326
532,925 - 34,873 - 314,524 - 26,155 78,464 986,941 454,016
501,636 47,382 57,571 51,336 227,663 21,816 36,555 56,673 1,000,632 498,996
26,921 1,291 1,043 1,045 717,877 20,937 18 194,015 963,147 936,226
399,871 41,621 884 241,756 35,976 - 28,766 58,349 807,223 407,352
649,748 65,731 64,260 29,028 119,530 6,224 29,441 87,151 1,051,113 401,365

180,737 - - - - - - - 180,737 -
1,647,382 - 689,931 - - 28,042 - - 2,365,355 717,973
738,044 37,938 36,623 38,240 105,675 5,436 10,849 75,585 1,048,390 310,346
77,796 - 179,085 - - - 12,830 69,890 339,601 261,805
74,948 510 65,983 - 17,412 427 4,776 106,890 270,946 195,998
909,274 97,642 17,596 - 32,595 12,007 99,712 162,078 1,330,904 421,630
264,310 25,031 24,163 25,230 69,723 3,587 7,158 49,870 469,072 204,762
2,660,106 86,035 107,242 59,463 333,794 14,186 69,981 253,754 3,584,561 924,455
10,327,537 550,891 1,407,288 504,882 2,289,737 132,370 364,524 1,442,132 17,019,361 6,691,824
2,196,764 147,710 162,907 58,784 629,492 19,708 64,438 327,877 3,607,680 1,410,916
1,828,119 - 689,931 - - 28,042 - - 2,546,092 717,973
1,578,176 156,025 123,758 323,165 1,101,046 48,977 94,780 396,188 3,822,115 2,243,939
1,062,018 98,152 262,664 - 50,007 12,434 117,318 338,858 1,941,451 879,433
738,044 37,938 36,623 38,240 105,675 5,436 10,849 75,585 1,048,390 310,346
2,924,416 111,066 131,405 84,693 403,517 17,773 77,139 303,624 4,053,633 1,129,217
10,327,537 550,891 1,407,288 504,882 2,289,737 132,370 364,524 1,442,132 17,019,361 6,691,824




COST ALLOCATION

The cost allocation plan has been developed
utilizing a methodology that is in accordance with
generally accepted accounting principles (GAAP).
Incorporated within GAAP are three basic principles
related to the allocation of central service support
costs to operating departments that have been
adhered to in the preparation of the cost allocation
plan. First, costs should be necessary and
reasonable for proper performance of a program.
Second, costs should be charged or allocated to
programs in accordance with relative benefits
received. A program should only be charged for
services it utilizes or benefits from, and should only
be charged in relation to benefits derived from the
service. Third, costs should be accorded consistent
treatment as either direct or indirect. A cost should
not be charged to a program as a direct cost if any
other cost incurred for the same purpose in like
circumstances have been allocated to the program
as indirect costs. The methodology accommodates
detailed analysis of all service areas through the
provisions of a structure that identifies total costs
(both direct and indirect) by activity and
allocates/assigns costs to benefiting services
utilizing a base that appropriately represents the
level of benefit provided or derived from each activity
by each service. The cost allocation is based on
actual expenditures for the fiscal year ending June
30, 2009. The City utilized the services of a
consultant to prepare this year’s plan. The City also
utilizes the cost allocation plan to calculate an
indirect cost rate that is allowable in accordance with
OMB A-87. The City will annually update the indirect
cost rate based on actual expenditures, as required
by OMB A-87.

METHODOLOGY

A multiple allocation base methodology has been
utilized to prepare the Plan. This methodology
acknowledges that the utilization of central
administration and support (indirect) services by
users varies by type of service. The cost of each
indirect service or activity of a service is allocated to
users based on an appropriate allocation base
related to the service performed. For example,
general accounting has been allocated to users
based on total budgeted expenditures; accounts
payable activities have been allocated on the
number of accounts payable transactions processed
during FY 2009; and human resources activities
have been allocated on the number of budgeted full-
time equivalent positions served.

In selecting an allocation base to be used, the
objective has been to utilize a base for each service
that is available and reasonably results in the
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allocation of a service to users based on the relative
benefit they receive or derive. A list of the allocation
basis is provided in the Appendix.

FLEET MANAGEMENT

Fleet Management is dedicated to sustaining and
preserving resources by providing vehicles and
equipment that maximizes fuel efficiencies, reduces
greenhouse gas and preserves the environment for
the Citizens of Flagstaff.

Fleet Management has set the goals of:

= Preserving the environment

= Purchasing environmentally
vehicles

= Improving fuel efficiency

= Conserving resources

= Downsizing vehicles

= Reducing green house emissions by using
alternative energy

= Rotating under-utilized vehicles

compatible

Each piece of equipment submitted for review is
evaluated by the Fleet Superintendent and fleet
staff. Units are forwarded to the Fleet Review
Committee that is comprised of a few supervisors
and line workers familiar with equipment use and
application. Based on the evaluated vehicle physical
condition, fiscal year-to-date costs, and probability of
major component failure, units are recommended for
retention or replacement. Recommendations are
determined by Fleet Review Committee using strict
budget funds and guidelines.

This past fiscal year the Fleet committee saw a large
number of units being deferred for budget cuts.
None the less, Fleet committee was very busy as
follows:

o Fleet Review committee reviewed 31
replacement requests. 90% were purchased
as hybrids, diesels, E-85 Ethanol Flex-
fueled.

e Continued policy of purchasing diesel
engines for 3/4 ton and larger trucks so as to
operate on Biodiesel.

e Purchased 6 E-85 (Ethanol) Flex-fueled
vehicles for the Police department.

e Provided Fleet Review committee members
with training on the Fleet computer system.

e Updated the five and ten year fleet
equipment/vehicle plan using the H.T.E.
fleet system.

e Continued to monitor
utilization and rotation.

practical vehicle
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FLEET FISCAL YEAR 2011 REPLACEMENTS
DIVISION AMOUNT DIVISION AMOUNT
17 ENGINEERING 41 ENVIRONMENTAL SERVICES
PICKUP TRUCK $ 21,850 REFURBISH G8018 COMPACTOR 300,000
REFURBISH G8024 DOZER 350,000
22 POLICE PAC RAT REFUSE TRUCK 150,000
PATROL SEDANS (2) 48,000 FUEL TANKER 150,000
FULL SIZE SUV (1) 33,500
TOTAL ENVIRONMENTAL SERVICES FLEET 950,000
26 PARKS 32 STREET MAINTENANCE AND REPAIRS
PICKUP, 3/4 TON 4X4 DIESEL W/UTIL 49,500 1 TON DIESEL DUALLY W/UTIL 65,000
1 TON DIESEL CREW CAB W/UTIL 65,000
TOTAL GENERAL FUND FLEET 152,850 | TOTAL HURF FUND FLEET 130,000
TOTAL FLEET REPLACEMENTS $ 1,232,850

Proposed objectives for FY 2011 include:

e Coordinate with the sustainability division to
review each replacement or new addition that
could be hybrids, diesels, Ethanol (FFV'S).

e Coordinate with Purchasing to include estimated
MPG estimates in all bids for vehicles and
equipment and awarding bids to the most fuel
efficient when possible.

e Continue to identify and to reduce units from the
fleet that are under-utilized.

e To purchase 90% of all replacement and new
additions that will be hybrids, FFV'S, diesels,
and more fuel efficient vehicles that are lower
emissions and reduces greenhouse gasses.

e Provide quarterly fleet system training to all City
employees, if interested.

e Continue to participate in the Valley of the Sun
Clean Cities Coalition of other agencies
dedicated to conserving and promoting the use
of alternative fuels and vehicles.

Five-Year Information Technology Plan

The City of Flagstaff's IT Division will continue to
refresh end-user equipment as well as servers and
other equipment on an as needed basis. The goal is
to continually improve the quality of service which IT
provides to the City’'s employees as well as to the
citizens of the Greater Flagstaff area.

Items to consider

e Replacement of old telephone system with voice
over IP in a 3-4 year phased approach

Annual Financial Plan

54

Implementation of Sales Tax Software

e Continuation of disaster recovery planning
including real time off-site data replication

e Development of 5 year strategic plan

e Data sharing and collaboration with public and

private agencies

FY2011 Acquisitions - $696,556

IT expenditures have decreased in FY2011 in line
with the city-wide 11% decrease. Large purchases
include the Microsoft Enterprise agreement and the
next phase of VOIP implementation.

PC and Network Replacements & Upgrades -
$91,500

The budgeted amount will allow replacement of
those pieces of end-user equipment on an as
needed basis.

E-Government - $10,000

Implement the expansion of video streaming of
council meetings to include television broadcast.

Public Safety - $189,700

The police departments Information Technology will
be replaced on an as needed basis.
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IT Five Year Projection FY2011-2016

IT Five Year Projections Actual Budget Actual Budget
EY2009 EY2010 EY2010 EY2011 EY2012 EY2013 EY2014 EY2015 EY2016
Replacement Programs
Replacement PC's and Printers 425,674 173,000 173,000 45,750 70,000 70,000 70,000 70,000 70,000
Network equip - 143,448 143,448 45,750 240,000 240,000 240,000 240,000 240,000
Total - Replacement Programs 425,674 316,448 316,448 91,500 310,000 310,000 310,000 310,000 310,000
GIS
Hardware upgrades/replacement - 10,000 10,000 - 10,000 10,000 10,000 10,000 10,000
Software upgrades - 10,000 10,000 - 10,000 10,000 10,000 10,000 10,000
Total GIS - 20,000 20,000 - 20,000 20,000 20,000 20,000 20,000
E-Gov - 90,000 90,000 10,000 30,000 30,000 30,000 30,000 30,000
New Hardware & Software and Upgrades
Sales Tax Software - - - 20,000 20,000 20,000 20,000 20,000 20,600
Scheduling Software - - - 90,000 - - - - -
Automated Time Entry - - - 50,000 - - - - -
Parking Solution - - - 90,000 - - - - -
Microsoft Enterprise Agreement - 185,000 185,000 185,000 138,750 138,750 138,750 - -
VOIP Migration - next phase - 100,000 100,000 95,750 - - - - -
Hardware & Software Purchases 152,371 587,500 587,500 113,456 116,860 120,365 123,976 127,696 131,527
Equipment - - - 52,350 - - - - -
Total New Hardware & Software 152,371 872,500 872,500 696,556 275,610 279,115 282,726 147,696 152,127
Public Safety
Police Upgrades - 199,700 199,700 117,700 121,231 124,868 128,614 132,472 136,447
Add PD to City Email - 45,000 45,000 45,000 - - - - -
PD MS Office - - - 10,000 - - - - -
PD Booking Photo Import - - - 10,000 - - - - -
PD POS - - - 7,000 - - - - -
Total Public Safety - 244,700 244,700 189,700 121,231 124,868 128,614 132,472 136,447
Total Expenditures 578,045 1,543,648 1,543,648 987,756 756,841 763,983 771,340 640,168 648,573
Funding
General Fund MIS allocation - - - - - - - - -
One time monies - - - - - - - - -
Carryover - - - - - - - - -
Grants - - - - - - - - -
Total Funding - - - - - - - - -
Expenditure Summary
Replacement Program 425,674 316,448 316,448 91,500 310,000 310,000 310,000 310,000 310,000
Local & Wide Area Network - - - - - - - - -
GIS - 20,000 20,000 - 20,000 20,000 20,000 20,000 20,000
E-Gov - 90,000 90,000 10,000 30,000 30,000 30,000 30,000 30,000
New Hardware & Software Purchases 152,371 872,500 872,500 696,556 275,610 279,115 282,726 147,696 152,127
Public Safety - 244,700 244,700 189,700 121,231 124,868 128,614 132,472 136,447
Total Expenditures 578,045 1,543,648 1,543,648 987,756 756,841 763,983 771,340 640,168 648,573




FY 2011 ISSUES

NEW ECONOMIC DEVELOPMENT MODEL

The City of Flagstaff staff conducted a Listening
Tour associated with Economic Development (E.D.)
activities. It was started this in February of 2009.
This tour evolved into a series of “Summits”
associated with trying to find a new model that was
more inclusive, financially diverse, and kept the City
in the business. The last point was important
because the City is responsible for the BBB revenue
earmarked for Economic Development; the City is
the only one who can provide tax incentives as a
E.D. tool (beside the State); and the City is one of
the largest land owners in town and often business
attraction and retention deals involve land.

The Summits spent a great deal of time struggling
with the governance issue. We would find a
framework and then find a problem with that
framework. Finally a small subcommittee took the
key elements of the discussion and put together a
concept. The Summit participants preferred the
name Economic Collaborative of Northern Arizona
(ECoNA) and we are now working under that title.
All of the participants in these Summits have signed-
off on the concept meaning they agreed with the
concept and would take it back to their decision
makers for consideration. That process has
occurred during the month of April and May.

In summary, there are four tiers to this model. In
Tier 1, there is an Advisory Council. Anyone would
be welcome to participate at this Advisory Council
level (by organization or by individual). At the start,
the Advisory Council would consist of the 32
individuals  representing 16 agencies that
participated in the Summits, but would grow to those
interested. The second tier would consist of an
Executive Committee made up of a single
representative from each of eight sectors of the
economy—City, County, Small Business (Chamber
of Commerce), Large Business, Education,
Development, Utilities, and Non-Profits. Each would
need to make a financial contribution to sit at the
table and pick a single representative for that slot.
The Executive Committee would manage an
Executive Director and make appointments to the
Economic Development Teams. The Executive
Director would be responsible for coordinating and
providing staff support to five Economic
Development Teams —Business Attraction, Business
Retention & Expansion, Workforce Development,
Redevelopment and Economic Gardening. These
teams are made up of agencies appointed by the
executive Committee.  For example, Economic
Gardening may consist of NACET, NAU Tech
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Transfer, SEDI, and SBDC working collaboratively to
facilitate entrepreneurs into the market.

Four of the Summit participants have verbally
committed to funding this new model pending
approval by their Board. The City is one of them.
These Founders would each contribute $40,000 per
year for three years. They are, City of Flagstaff,
Coconino County, Flagstaff Chamber of Commerce,
and Greater Flagstaff Economic Council (GFEC). It
is anticipated that GFEC would dissolve with this
action and transfer their assets and organization (i.e.
Articles of Incorporation, bylaws and 501(c)(3)
status) to ECoNA (obviously there are more specific
legal actions that need to be taken but that would be
the net effect). Along with financially supporting the
Founding of this new organization, they want to
earmark a portion of their assets for a micro-loan
program.

Again, all parties to the Summit have signed-off on
the concept and agreed to seek their agency’s
participation in this new collaborative. We believe
that the City must be in the Economic Development
business, but that we will not succeed if we go it
alone. Working in a collaborative arrangement
maximizes our resources, includes public and
private expertise, and diversifies the funding
mechanism so that the activity can survive changes
in any one participant.

OUTSIDE LEGAL COUNSEL

The City Charter (Article IV Section 4) states that the
City Attorney is the City’s chief legal advisor and
responsible for all legal matters. Given the staffing
level and specialization required for certain legal
matters, for years the City has utilized the services
of contracted attorneys to assist the City Attorney’s
office. The City Attorney has a system in place to
track and monitors the legal activities of these
contracted attorneys. However because the
budget(s) for these outside Attorneys are not within
the City Attorney Divisional budget, there is not a
clear process to monitor the expenditures.

Administrative Policy

When a Division, other than the City Attorney or City
Court Divisions, require the legal services of a
contracted attorney, the request will be made in
writing to the appropriate Deputy City Manager, with
a copy to the City Attorney. Such requests will
include: reason, funding source, estimated duration
of the project/services, and approximate cost and
budget for the services. The Deputy City Manager
will consult with the City Attorney and approve,
disapprove or amend the request and inform the
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requesting division. It will be the responsibility of the
Deputy City Manager to receive from the requesting
Division regular reports as to the project cost and
duration. Supervision of the contracted attorneys
shall be by the City Attorney'’s office.

PROPERTY
IMPACT

MANAGEMENT ORDINANCE

For several years the City has considered adopting
a Property Maintenance Ordinance (PMO) that
would apply Citywide to provide for clear
enforceable regulations for the maintenance and
upkeep of all properties. Following a number of work
sessions with the City Council on the PMO, and
discussion with key stakeholders such as the
League of Neighborhoods, staff has received very
clear direction on the structure and content of the
PMO, and how it should be applied and enforced in
the community. There is also consensus that the
PMO is important to the City Council and numerous
members of the community, and hence as soon as
staff has completed work on the adoption and
implementation of the new zoning code, work will
commence on the PMO.

Possible Future Budget Impacts

It is anticipated that the City Council will adopt the
new zoning code in January 2011. At least three
months will be needed thereafter to ensure that the
new zoning code is implemented smoothly with
training on the new code with staff, developers,
designers, contractors and interested citizens,
completion of desired user’s guides, completion of
the new documentation for revised processes, etc.
Thus, in April 2011 work on a PMO can commence
in earnest with adoption anticipated in the late
fall/winter of 2011.

After adoption of the PMO, consistent with
community desires and the City Council's direction
thus far, it is anticipated that the PMO will be phased
in with City staff initially seeking compliance via
education and employing a more lenient
enforcement approach rather than achieving
compliance through the courts. Also, staff will only
respond to complaints rather than actively seek out
possible violations. Minimal enforcement will result in
minimal impact; significant enforcement will see
significant impact.

Thus, at least for the first year of the PMO's
implementation, it is reasonable to assume the
following:

e There will be a need for one additional Code
Compliance Officer in the Planning and
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Development Services Section to enforce the
PMO. This will increase the size of the Code
Compliance Program to a total of two individuals
who between them should be able to handle the
tasks associated with general code compliance
and the implementation of the PMO through
outreach and education, and employing a more
lenient enforcement approach.

e There will an impact on the City Attorney’s office
as there is a strong likelihood of many questions
during the educational phase, and there will be a
need to be getting geared up for the active
enforcement phase. Thus there will be the need
for hiring at a minimum one new attorney.

e |t is not expected that there would be a
significant impact on the Municipal Court at the
inception of the PMO.

However, in the medium to long term, there may be
a community desire for more active enforcement and
possibly for an expanded PMO. Under this scenario,
even with a new civil hearing process in place, it is
reasonable to assume that:

e There will be a need for at least one additional
Code Compliance Officer in the Planning and
Development Services Section and possibly an
additional Code Compliance Officer in the
Sustainability and Environmental Management
Division to enforce the PMO.

e There will be an increase in the number of civil
cases for review and prosecution by the City
Prosecutor’s office and the Municipal Court that
may warrant an increase in staff, implementation
of a night court, etc.

Conclusion

In the short term assuming that the PMO is not
aggressively enforced and City staff employs a more
educational approach rather than achieving
compliance through the courts, an additional Code
Compliance Officer and an additional attorney will be
needed to handle the increased work load resulting
from the adoption of a PMO. However, in the
medium to long term assuming a community desire
for more active enforcement there is likely to be a
need for additional Code Compliance Officers and
there will be a potential impact on the City
Prosecutor’s office and the Municipal Court.

CONSTRUCTION STIMULUS

In January 2009, the idea of a local stimulus
package was introduced by the City Manager. One
of the tools in that package was a sales tax rebate
program for new and used autos. That program was
funded at $100,000 and rebates the 1% sales tax to
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those who purchase an automobile in Flagstaff.
Also introduced and presented was a construction
stimulus proposal. This proposal would essentially
waive building permit fees for new construction. The
price tag and conditions associated with this
program was $250,000 and was contingent upon the
State adopting its balanced budget. This latter
conditon was because we had set aside
contingency funds in the FY2010 budget to deal with
and decrease in state shared revenue that might
arise and that was how we would fund a
construction stimulus program.

At this time, the State just passed a balanced budget
for FY2010 and we knew that decreases associated
with State shared revenue will consume the entire
contingency. Therefore the original funding source
identified for the construction stimulus is not
available.

As FY2010 progressed, there has been very low
participation in the Auto Sales Tax Rebate program.
As of March 31, 2010 there have been a total of 46
rebates and $7,821 spent.

The City will now discontinue the Auto Rebate
Program on May 1 and transfer the money to the
Construction  Stimulus program. Community
Development staff developed the guidelines for the
program. We will provide $80,000 in fee waivers for
construction while allowing funding for any
outstanding auto rebates to be processed. |If there
are surplus funds when that program is closed out,
we could move it to the construction stimulus
program. The $80,000 is only a third of the original
program, but we believe it may be enough to
influence this building season.

BBB-RECREATION REVENUE TRANSFERS

The BBB-Recreation portion of the City BBB tax is
33% or approximately $1.6 million dollars per year.
The specific issue is the possible reallocation of the
BBB funds earmarked for Parks and Recreation
capital projects to be used to supplement other
Recreation operating costs (programming) on an
ongoing basis.

Overview

Within the BBB funding allocation there are three
programs that are funded within Parks:
Streetscapes/Medians, BBB Recreation Fields, and
FUTS. The BBB Recreation Fields funding
allocation amount is approximately $1.1 million
annually, of which roughly $200,000 goes towards
the maintenance of FUTS and the remainder is for
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maintenance of other projects associated with sports
fields constructed by the 1996 Bond Election.

The primary function of the BBB funding has long
been considered a mechanism to construct parks
and recreation capital projects. However, as
construction occurs a greater portion of the tax
dollars has been allocated towards the maintenance
of these projects. Some of these capital projects
have included Thorpe Park improvements ($6.3M),
Foxglenn Park improvements ($2.7M), Continental
Park  improvements  ($1.6M), school field
improvements ($1.9M), and FUTS trail construction
($1.6M).

After transfers are completed for maintenance and
construction, the ending fund balance is carried over
and used for future unfunded projects, as
determined by the Parks and Recreation
Commission. For several years, the fund balance
was in the negative, due to planned overdraws to
fund projects such as the Thorpe improvements.

In 2008, the Parks and Recreation Commission
prioritized their top unfunded capital projects with
hopes to be able to acquire BBB revenues over the
years to fund these projects. One of the primary
responsibilities of the Commission is planning for
future parkland acquisitions, improvements, and
construction. At the March 24, 2010 meeting, the
Commission was presented the proposal to transfer
BBB capital money into recreation operational
funding. In a unanimous vote, the Parks and
Recreation Commission endorsed the transfer for
the FY2011 only. They expressed a desire to have
future transfers come before them annually for their
review before making any recommendations to City
Council.

An ongoing/annual transfer of $200,000 from the
BBB-Recreation fund towards Recreation operations
and programming would significantly reduce the
accumulation of funding towards future Parks and
Recreation capital projects.

Recommendation

While additional funding in recreation operations
would be highly beneficial, particularly for those
program areas and centers that have limited
resources, there remains a significant impact
towards planning for future capital projects in a
community already deficient in its inventory of sports
fields, new parkland acquisition, and community
facilities. With millions of dollars worth of unfunded
Parks and Recreation capital projects in the CIP
database, transferring BBB funding into recreation
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operations would hinder our ability to strategically
plan for the future by eliminating a key funding
mechanism. Recreation programs would indeed
benefit from the transfer, but at the cost of
significantly reducing the accumulation of funding
towards future Parks and Recreation capital
projects. The City will transfer $200,000 to the
General Fund to pay for Recreation programs in FY
2011. We will revisit the transfer during next budget
cycle and provide a recommendation to the Parks
and Recreation Commission in the Spring of 2011.

DOWNTOWN MANAGEMENT PLAN UPDATE

The Downtown Management Plan seeks to address
community  stakeholders concerns  regarding
parking, enhanced downtown maintenance, and
business support services in the Central Business
District. The concerns with parking include
managing the current parking supply efficiently so as
to minimize the need of new parking, managing the
spill-over affects of changes in downtown parking,
and increasing the supply of public parking. Desires
for enhanced maintenance needs include
comprehensive management, capital maintenance,
additional cleaning, and additional snow removal.
Downtown businesses seek additional support
including a Downtown Manager, ambassadors,
common marketing, event and seasonal decoration
planning, common trash service, and traditional
business attraction and retention specialized and
dedicated to downtown.

Proposal Goals

The community stakeholders are proposing to phase
the development and implementation of the
Downtown Management Plan. The first phase
would include the installation of approximately 60
new on-street parking spaces, instituting business
and residential permit parking programs, the
installation of parking meters, and increasing
enforcement to cover all areas served and for more
frequency. All of this phase occurs in north
downtown. It is proposed that the revenues from
parking (permits and meters) would cover program
costs and that the surplus would be saved for future
garage construction, lessening the amount financed.

Future phases include the formation of a business
district, garage construction, an expanded parking
management area, downtown maintenance, and
business support services would all be developed
and implemented at an unspecified later date as
future phases.

Overview
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The Downtown Management Plan Concept 2009
previously presented to the City Council,
comprehensively addressed community
stakeholders concerns with several effective but
ambitious strategies. Notable features included:

e The formation of a district (PBID for
convenience) that could provide overall
comprehensive management and that through
assessment and parking revenues could provide
district operational income and capital for garage
construction.

e A public/private partnership that would use
municipal bonds to finance the garage
construction and that split the construction cost
between the PBID and the City as a whole with
both portions reduced by potential grants.

e A contract whereby the PBID would receive City
funds currently dedicated to downtown
maintenance, would be responsible for
performing the work, and could supplement
those funds with their own funds to enhance the
maintenance.

e Boundaries that formally united north downtown
and south downtown as well as peripheral areas
toward Columbus Avenue and Franklin Avenue.

Update

Since the concept was presented to the City Council
(August 25, 2009), additional community
stakeholders were sought out and focus groups
were convened to develop the various aspects of the
plan in detail. The process involved approximately
75 people from all over the district, and City staff,
and over 30 planning meetings were held between
August 2009 and present. Some groups continue to
meet though the work has been cut down to match
current phased proposal. Over the same period of
time, a series of public meetings were convened,
with outreach designed to reach all parts of the
district and with meetings conducted in various
venues around the district.

Some highlights of the work completed includes
inventorying all services provided by the City and
assigning costs to those services, developing and
calculating budgets and potential assessments for
services that were sought by the stakeholders,
researching and discussing the merits of various
district types that could be used, developing new on-
street parking plans, and developing three types of
parking permit programs.

In arriving at the current proposal, to proceed with

one limited phase, the Steering Committee had

several things in mind:

e Being a comprehensive plan, and the process
being fully transparent, adds another notable
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feature — the concept is multi-faceted and
detailed, and thus complicated. The Steering
Committee expressed that they were having
difficulty understanding it themselves much less
communicating the plan to others in any simple
terms. Staff has similarly struggled with
balancing “transparency” and “simplicity” in light
of the multi-faceted goals.

e The EDA grant, that would have covered about
a third of the garage construction cost, was not
accepted. However, two other grants (FTA) are
currently being pursued that would cover 80% of
the cost, with City owned land making up the
remaining  20%. Responses to these
applications could come at any time, but also
could come as late as six months from now.

e The political realities of forming a PBID do not
seem favorable right now. The limitations of
Arizona law, in terms of possible district types
and governance requirements, have been a
particularly challenging discussion for the group.
As well, businesses and property owners not
involved in the development of the concept, and
those in the peripheral areas, have not yet seen
the advantages of such an organization or
recognized the plan as more than a parking plan
serving the core area. Both of these elements
need more time for resolution.

e Continuing from there, the political realities of
enacting an assessment, notably in light of the
current economic circumstances, also did not
seem favorable. The economic challenges
currently facing businesses have been the
subject of much discussion. Even businesses
and property owners that have been engaged
and involved have been struggling with the
concept of volunteering to pay more taxes for
any purpose.

e Steering Committee members had great
concerns that the garage(s) would not be
included in the upcoming bond election and that
even if included, the bonds would not pass.
Their discussion on this centered on the idea
that a bond at a later date would separate this
project from the tax renewals and the current
bond effort, and that the savings of parking
revenues in the intervening years would allow a
future bond request for a lesser amount.

e Across all City Departments, staff support has
been overwhelmingly positive in facilitation,
participation, and the development of plan
content. However, regardless of what staff, or
how many, this leadership is (and will be)
insufficient without numerous stakeholders, of
varied interests, who can spread the vision and
gain support in the community at large.
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The fiscal impact of proceeding with only phase one
at this time is entirely positive. The business plan
shows that the costs of the services sought are
significantly outweighed by the revenues generated
from parking permits and meters and that saving up
for a garage (or down payment) is quite feasible.

RIORDAN MANSION STATE HISTORIC PARK
Overview

Due to the State’s dire budget situation and State
Parks funds being ‘swept’, Riordan Mansion is
slated for closure. Originally the Park was to be
closed indefinitely beginning February 22; however,
a number of community partners came forward with
a proposal to keep the Park open and subsequently
delayed the closure. Recently, the Arizona State
Parks (ASP) board considered a proposal
recommending that the Park be leased by the
Arizona Historical Society, and operated by Northern
Arizona Pioneer Historical Society (NAPHS) for
three years. This recommendation is currently
pending approval by the Arizona Historical Society.
Additionally, Riordan Action Network (RAN) is
providing a reliable funding source through
donations and fundraising to support ongoing
operations of the Park. Staff presented a
recommendation on February 16 for Council
consideration that included funding landscape
maintenance and/or snow removal both in the
current fiscal year ($10,000) and next fiscal year
($20,000).

Our goal is to provide funding for Riordan Mansion
State Historic Park (RMSHP) in FY11 for landscape
maintenance and/or snow removal services as part
of a greater community partnership which will allow
the Park to remain open and continue providing
valuable educational and visitor programs. We can
achieve this by:

e Working with other community partners to
provide services to help offset the Park’s
operating costs.

e Providing funding for landscape maintenance
and/or snow removal services.

e Keeping Riordan Mansion open in order to
provide valuable historic, arts, and cultural
programming for residents and visitors alike.

Fiscal Impact

At the February 16 meeting, Council supported
funding $10,000 this fiscal year towards landscape
maintenance. These dollars will come from the BBB
Beautification Fund, specifically the Redevelopment
Opportunities  budget. The Redevelopment
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Opportunities budget has an allocation of $50,000
that in years past has been used primarily for
concept drawings for economic development
purposes; however, no funds have been spent in
this line item year-to-date. This budget has been cut
for next fiscal year and therefore not available to
provided future funding.

Four funding options were provided to council for the
$20,000 needed for FY 2011. These options come
from the BBB Beautification Fund

e Utilizing a portion of the fund balance normally
set-aside for Capital beautification projects. The
annual allocation is approximately $450,000,
and a portion of this is normally carried forward
for larger projects. Notable projects currently

being saved up for include streetscape
improvements along Butler Avenue and
streetscape improvements along the Fourth

Street Corridor. The projects will be delayed or
have the scope of work somewhat reduced.

e Two projects slated for construction this spring
and into next fiscal year (Southside Streetscape
Improvements and the Woodlands/Beulah
Medians and Sidewalks) are also being funded
through the above mentioned fund balance and
could be reduced in scope or delayed.

e There are seven (7) Beautification and Public Art
projects anticipated for next year. Although
smaller in scope, these projects could be
delayed or reduced in scope to allow for Riordan
Mansion funding. They include: City Hall
Flower Beds, Route 66 Northside Streetscape,
Chamber Plaza, Wheeler Park Seasonal
Lighting, City Hall Lawn — Xeriscape, Fourth
Street Neighborhood Gateway, and
Neighborhood Gardens.

e There are available funds in the Special
Projects/Unprogrammed Work budget that could
be utilized for Riordan Mansion. This approach
would not impact any specific, planned, or
committed projects, but would limit our ability to
respond to other unforeseen needs next year.
This line item has $50,000 allocated for such
uses.

Staff recommended and council approved the last
option above as the funding source for landscape
maintenance and/or snow removal for Riordan
Mansion in FY2011.

UTILITIES BLANK SLATE
The Utilities Department was asked to write up an
issue paper to e