Sierra Vista City Council

Work Session Agenda
June 17, 2015

1. Call to order — 3:00 p.m. in the City Hall, Council Chambers, 1011 N. Coronado Drive,
Sierra Vista, Arizona.

2. Discussion regarding 2016 Budget

3. Adjourn

City Council work sessions are informal meetings of the elected body designed to allow the Mayor and Council
Members to prepare for upcoming regular meetings, have staff briefings onissues, and provide an cpportunity for
more detailed discussions amongst themselves. The meetings are limited by City ordinance to 90 minutes, and in
accordance with the State Open Meeting Law, no discussion can take place on issues/topics that have not been
posted on the agenda at least 24 hours in advance. The public is welcome to observe the meetings in person or on
Cox Channel 12, but time is not reserved on work session agendas for public comment. The public may, however,
address the City Council at their regular twice-monthly meetings or share vrritten views through the City's website,
www, SierraVistaAZ.gov.




Work Session Minutes
June 17, 2015

1. Mayor Mueller called the work session to order at 3:02 p.m. in the Council Chambers,
1011 N. Coronado Drive, Sierra Vista, Arizona.

Present:

Mayor Rick Mueller — present

Mayor Pro Tem Bob Blanchard — present
Council Member Alesia Ash — present
Council Member Gwen Calhoun — present
Council Member Rachel Gray — present
Council Member Hank Huisking — present
Council Member Craig Mount — present

Others present:

Chuck Potucek, City Manager

Mary Jacobs, Assistant City Manager

Tom Alinen, Police Chief

Adam Thrasher, Deputy Police Chief

Ron York, Fire Chief

David Felix, Finance Manager

Pamela Weir, Management Analyst and Budget Officer
Scott Dooley, Public Works Director

Richard Cayer, Operations Manager

Sharon Flissar, Engineer

Don Brush, Community Development Director

Jenifer Thornton, Management Analyst

Judy Hector, PIO

Barbara Fleming, Human Resources Director

Victoria Yarbrough, Library and Leisure Services Director
Emily Scherrer, Library Administrator

Laura Wilson, Procurement Manager

Abe Rubio, IT Director

Jill Adams, City Clerk

2. Discussion regarding FY 2016 Budget

Mayor Mueller stated that they asked for staff to add the necessary cuts and present them
options.

Mr. Potucek stated that he is presenting an option today that is not palatable. After consensus
of the Council yesterday, cuts to personnel were not okayed.

Reduction of the Capital Improvements Fund
- Finance of police vehicles at 10% down with payments made over a 5 year period,
$450,000;
- Reduction of the street maintenance fund, approximately $500,000.

Mr. Potucek stated that it has not been stated that staff has not financed vehictes in the past in
order to keep the Debt Service Fund down, that Council did not have a consensus to reduce
street maintenance and the CAC recommended almost doubling that fund. He stressed that



this option was not a viable one but necessary if Council wanted to keep the add-ins without
increasing the revenue rates.

Council Member Mount stated the irony of raiding the capital inprovements fund and building
on the problem. He stated he wanted to take a closer look at the list.

Mayor Mueller asked the Council to go through the add-in list and consider if making cuts.

Council Member Gray stated that during her review of the list that she didn't see anything she
felt could be taken off the add-in list including the HR Analyst position.

Council Member Huisking stated her support for the HR Analyst position, the value of the $600
for community events and suggested that Council help fill in.

Council Member Calhoun asked if the $600 for the SACA show included staff time. Mr.
Potucek stated that the amount was for the booth rental and did not include staff time, which
usually falls under comp time.

Council Member Mount asked if the transit grant was supposed to flow through the Council.
Ms. Jacobs stated that the grant was initially presented to Council as a requirement of the
grant. The new process does not require the approval of the elected body.

Council Member Mount asked if there was any effect on the proposed budget. Ms. Jacobs said
that the $420,000 alluded to was included in the base budget. Council Member Mount stated
his support for the HR analyst position and suggested taking it out of one of the frozen police
officer positions.

Mayor Mueller stated that there was a consensus to add the HR analyst position.

Mayor Mueller asked if Councit wanted to add the $687,000 back for facilities maintenance.
Mr. Potucek stated that the original proposal included money for facilities maintenance that
was not enough and in order to balance budget, they cut police officers and fire positions. Mr.
Dooley outlined the top tier items totaled $306,000, which they could live with if nothing
happened.

Mayor Mueller asked if they could add back the $306,000. CM — if that's what we get we'll
have to make due.

In response to Council Member Huisking, Mr. Potucek clarified that the $687,000 would be in
addition to what was already included in the budget for facilities maintenance.

Mayor Mueller asked what the past history of the facilities maintenance account was over the
last few years. Mr. Potucek stated that he did not have that number and would need to get
back to him.

Mr. Potucek listed the first priority projects budgeted within the $306,000 for facilities
maintenance, including:

- Carpet replacement at the police station, $75,000;

- Structural review of the Cove (Phase 4), $7,500;

- Pool decking at the Cove, $38,000;



- Dual side door for the Ethei Berger Center, $35,000;

- Repaint Fire Station #2, $8,000;

- Repair roof at Fire Station #1, $38,000;

- Card readers at Pete Castro Center, $31,500;

- Office panel reupholster for the clerical area, $20,000; and
- Painting Pete Castro Center (Phase 1), $18,000.

Mayor Mueller stated that the police department could live without carpet and the engineers
could wait for paint, unless water seepage was invoived. He stated that all 2" tier projects can
be delayed one year to drop the maintenance budget from $687,000 to $306,000 minus the
two projects he listed.

In response to Mayor Pro Tem Blanchard, Mr. Dooley stated that the roof project at Fire
Station #1 was a reroofing.

Council Member Gray asked if the full $687,000 was necessary and what the potential costs
would be next year. Mr. Dooley explained that the $306,000 included $35,000 for O & M. He
stated that many of the projects have been deferred since 2008 and can be deferred another
year.

Mayor Mueller stated that with all that needs to be spent, $308,000 definitely needs to be there
and asked Mr. Dooley, based on his judgment, if the 2" Tier items needed to be added as
well. Mr. Dooley stated that the security cameras at Airport were a must at $75,000. Mayor
Mueller stressed that the airport cameras should be a higher priority.

Council Member suggested that instead of adding the $371,000 in second tier projects, adding
back the Neighborhood Officer, Sports Supervisor, ED analyst, HR analyst positions and the
funding for the branding, which added up to the same amount.

Mayor Mueller stated that $687,000 is a big nut and to cut that in half and do okay. He stated
that security at Airport is a priority, however, carpet and paint are not and he saw a way to
save $300,000 in tax dollars to constituents.

Council Member Gray stated that she is not concerned with details and that it was not up to
Council but to rely on staff. She asked if the $687,000 was needed or could it be reduced.

Mayor Pro Tem Blanchard stated that part of problem is that we keep putting things off into
next year when we're not sure we will be in a better financial situation next year.

Mayor Mueller stated that he would rather not raise taxes this year and would rather do it next
year.

Mr. Potucek stated that the City could use whatever funds Council approves effectively
whether it be more or less. He thanked the Council for their level of attention to the matter and
would follow up to take out the more cosmetic projects from the first tier.

Council Member Gray asked if funding was included to replace the HVAC system and what
would happened if it wasn't in the budget and needed to be replaced. Mr. Potucek stated that it
was not a new situation, that if the system goes out they would find a way to cover the
emergency through unanticipated employee turnover or some other means to cover the costs.



Council Member Huisking asked if they could agree on a total. Mayor Mueller clarified that the
total would be the amount already budgeted plus the $306,000 for a grand total of $460,200.
Council Member Husking suggested rounding it up to $500,000.

Mayor Mueller stated that the add back for today’s purposes would be $306,000, clarifying that
he did not want to round it up and adding an additional tax burden on the citizens needlessly.

Council Member Huisking stated that she agreed with Council Member Gray on the flexibility
issue, and that the $40,000 could serve as emergency funds. Mayor Mueller and Council
Member Mount agreed that adding to the budget was not a good policy.

Mayor Mueller stated that there was a consensus of bringing the $687,000 to $306,000 for
deferred maintenance.

Council Member Ash stated that nothing in the recommended $687,000 increase was included
in the proposed budget and that $308,000 is a substantial increase.

Council Member Mount stated that he would like to follow the proposed budget as much as
possible since they were told it was manageable. Mr. Potucek stated that he still believes that
the proposed budget is manageable and any increase would still not be ideal.

Council Member Huisking stated that she had recommendations not on the list regarding the
rollover of non-Police vehicles and asked to hear rotation urgency and safety. Mr. Dooley
stated that he did not believe there was a safety issue, only a budgetary issue. Most of the
vehicles in the City fleet are police vehicles. Eight police cruisers are scheduled to be rotated
out and a couple Public Works vehicles - a pickup truck and a one ton truck.

Council Member Mount proposed to fund the Economic Development Analyst position at 2
time with a later start date to allow for stability in the department and to coincide with the
branding phase out.

Mayor Mueller asked how soon the position could be filled. Mr. Potucek stated that it could be
three to four month process if the person is moving. Mayor Mueller replied that it would be
okay to delay the process. Council Member Mount added that he didn't think it needed to be
filled right away, citing a need to find the right person and save $45,000.

Council Member Calhoun stated that we need to see what we've done to the community. She
stated that she didn’t want to raise the revenue but they keep cutting jobs without giving
raises. Council Member Calhoun stated that she appreciates wanting to cut the $686,000
down but would rather see them keep it. The citizens look to Council to be responsibie for the
decisions and the money they make and to continue cutting is insincere, and she
recommended raising the revenue as needed to bring the City back to where its needs to be.

Mayor Mueller stated that Council hasn't budgeted for a January start date in the past practice
and asked Mr. Potucek if he would be comfortable with a January 1 start date. Mr. Potucek
stated that they have always budgeted for the full year because the employee will be back
next year as part of programming. Mr. Potucek stated that we don't spend that money anyway
and it gets rolled into next year's budget. Mr. Potucek asked for Council to look at the revenue
options and added that staff can balance the balance the budget if the difference is under
$100,000.



Council Member Mount stated that taxes will be raised this year and may not need to be next
year if done right this year. He clarified that budget money for branding this year can be rolled
into the $90,000 next year since the branding would not occur next year. He stressed a need
to a need to be careful in raising taxes on residents who will not see raises this year,
highlighted the importance of giving raises to the employees who take care of those residents,
and that Council should do everything they possibly can before passing tax dollars onto
residents.

Council Member Gray stated that she didn't want to have this discussion next year and is
seeking long term solutions. There is $45,000 for branding this year which will need more
money next year. When it comes to the revenues, it is necessary to fund the entire amount
because she doesn't want to raise taxes this year and then next year because we didn't do
encugh.

Council Member Ash asked about the difference between an implementation and a typical
marketing budget. Ms. Jacobs stated that as part of the branding implementation, there are a
couple target areas that Ms. Hector reviewed in her plan that still remain target areas. It's
possible the City could afford to target those areas next year and maybe it won’t. Northstar
made a recommendation on how the branding could be implemented and staff budgeted a
minimal amount based on those recommendations. Ms. Jacobs stated that the brand is about
managing our identity and it's going to be a slow process.

Council Member Mount expressed his concerns about the implementation process and would
like to have a better measure on the return on investment.

Mayor Mueller asked to hinder the debate and established a consensus to fund $797,159 to
add back into the revenue, including the HR analyst position.

Mayor Pro Tem Blanchard asked how Community Development planned on implementing the
Sign Ordinance without a Nit meter. Mr. Potucek expiained that a nit meter would be
purchased this fiscal year with surplus funds.

Mayor Mueller asked what the Council wanted to recommend in terms of revenue.

Mr. Potucek explained that in the long term, there are a number of risks out there and outlined
the following three difficulties with the budget going forward:
- Reductions in state shared revenues as redistributed to the cities as a resuit of
populations counts, in which the City is a net loser,
- Anticipated increases to the Public Safety Retirement System;
- Step plan implementation which will add $400,000 per year.

Mr. Potucek stressed how difficult this budget is with the problems we face this fiscal year.
Mayor Mueller added that the good news is that since the City continues to pay down debt, the
Debt Service Fund continues to decrease. Mr. Potucek clarified the real reduction in the debt
service will not occur until 2021.

Council Member Huisking stated that the City is getting $1 million in HURF for street
maintenance and asked for clarification on the $13 million the City needs. Mayor Mueller
replied that the $13 million is what the City would need if all projects were done in one shot.

Council Member Huisking asked why more wasn't budgeted for street maintenance. Mr.
Potucek stated locally generated sales tax performed well and he was surprised he was able



to project growth. He stated that with the state shared revenue situation, he hopes the City will
make it through and continue to see growth.

Council Member Calhoun asked if $13 million was needed for street repairs, how the City
planned to address it over the next 5 years and eradicate that loss. Mayor Mueller stated it
was a good point and asked for a quick answer. Mr. Potucek stated that at current levels, we
don't catch up. We take care of some repairs as other areas deteriorate. They have
maintenance treatments for the streets that need it.

Mr. Potucek explained that Avenida Cochise needs to be redone which is a big number and is
looking at ways to have it completely repaired next fiscal year. On a street that has
deteriorated that much, it doesn’t make sense to chip seal it, but to chip seal in areas where it
will be more effective. The City will never have enough to ever fix all streets but won't ever turn
into a Tucson-like situation.

Council Member asked where we would be in 5 years. Mr. Potucek stated that the City is
doing better than a couple years ago and with the passage of the SSVEC franchise fee, we
are sitting at better levels than we could have been, to the tune of the $300,000 range.

Mayor Pro Tem Blanchard stated how lucky the City was in getting grants to redo the three
major streets: Wilcox Drive, Fry Boulevard and 7" Street. Mr. Potucek stated that the streets
are the largest asset, added that the City did complete the widening of Coronado Drive, and
hopes that the MPO can do major maintenance on Buffalo Soldier Trai! between the two
gates. He stated that there are some major projects getting done, the City will never catch up
but will do the best job with funds that are available.

Council Member Huisking asked what the policy on materials was on street maintenance. Mr.
Potucek stated that they concentrate maintenance on the more heavily traveled streets by
using better quality materials. The local streets continue to deteriorate. Mr. Dooley stated that
for the chip sealing work, it was determined the streets that went long enough could use the
standard, less expensive materials used by the County. Looking forward, they need to use
better materials for heavily utilized streets.

Mayor Mueller stated that a 5-year catch up plan to bring funding up for street maintenance is
a good plan to come up with this next year. Mayor Pro Tem stated that it isn’t up to Council to
tell staff how to fix the streets. Mayor Mueller stated that coming up with a 5-10 year plan
would be beneficial to look at potential costs and to consider a secondary property tax
assessment.

Mr. Potucek presented the following revenue recommendations of the CAC:
1. Increase the Retail Sales Tax with a Tiered Rate for Purchases >$5,000
- .2%-.5% increase to base retail/use tax rate.
- 1% - 1.75% tier rate, depending on revenue generated and final rate.
- Brings an additional $1,070,000 - $2,685,000.
- Each .1% rate increase without a tiered structure brings an estimated $578,515
2. Increase Bar/Restaurant Tax
- .3%-.4% rate increase
- Brings an additional $221,000-$300,000
- Every .1% rate increase brings an estimated $68,000
3. Increase various user fees - included in Proposed Budget
- Fees might include ambulance fees, Animal Control adoption fees, library fines, etc.



- The CAC recommends a minimum of $100,000 in additional revenues through
carefully selected fee adjustments.

In response to Council Member Calhoun, Mr. Potucek stated that the user fee increases
amounted to close to $100,000 in additional revenue.

Mr. Potucek presented several different tax options, noting that they could be adjusted by
suggestion of Council.

Revenue Option #1 — Retail Transaction Privilege Tax (sales tax) increase to cover the cost of
add-ins {based on Total Adds: $1,110,600).
- New Retail TPT Rate: 1.95%
« 2% increase from current rate of 1.75%
- Only impacts retail purchases; does not affect expenditures at bars,
restaurants, hotels, utility companies, construction, etc.
+  Sierra Vista would maintain the second lowest sales tax rate in Cochise county,
and still be .05% lower than Tucson.
« All other tax rates would remain the same.
- City Sales tax revenue would increase by roughly $1,157,030

Mr. Potucek noted that the total sales tax rate remains below that of Tucson's rate of 2.0%.

In response to Council Member Calhoun, Mr. Potucek clarified that it does not include the
Tiered Tax.

Revenue Option #2 — Retail Transaction Privilege Tax (sales tax) and Restaurant/Bar Tax
increases to cover the cost of add-ins (based on Total Adds: $1,110,600).
- New Retail TPT Rate: 1.90%
« .15% increase from current rate of 1.75%
« Sierra Vista would maintain the second lowest sales tax rate in Cochise County
and Arizona, and still be .10% lower than Tucson
+ Revenue increase of $867,772
- New Restaurant/Bar Rate: 3.0%
« 4% increase from current rate of 2.6%
» Revenue increase of $272,000
- Tax revenue would increase by roughly $1,139,772

in response to Council Member Calhoun, Mr. Potucek stated that the City would still be
competitive on large ticket item purchases and to be mindful of the regressivity of taxes. A
pbalanced revenue approach does not work in Arizona since the legislature took most items out
of property tax. The most regressive tax is the utility tax because everyone has to use them,
along with sales tax.

In response to Council Member Calhoun, Mr. Felix explained that food can be taxed or not
taxed up to a certain dollar amount. Approximatety $2.6 million would be lost in revenue if food
was not taxed, based on an estimation conducted 10 years. Rating Bond agencies look at food
tax as a stable revenue generator and clarified that food stamps are tax exempt.

Revenue Option #3 - Retail Transaction Privilege Tax (sales tax), Restaurant/Bar Tax, and
Property Tax increases to cover the cost of add-ins (based on Total Adds: $1,110,600).
- New Retail TPT Rate: 1.90%
« .15% increase from current rate of 1.75%



+ SV would maintain the 2nd lowest rate and be .10% under Tucson
« Revenue increase of $867,772
- New Restaurant/Bar Rate: 2.8%
+ 2% increase from current rate of 2.6%
« Revenue increase of $136,000
- New Property Tax Rate: $.1608 per $100 of assessed value
« Increase of $.0472 from current rate of $.1136
« For a $200,000 home, the city property fax bill would increase by
$9.44/year
+ Revenue increase to the City of $151,000
- Tax revenue would increase by roughly $1,154,772

Mr. Potucek added that this option brings the biggest increase allowed by State on assessed
value.

Council Member Calhoun asked if the County college district was raising property taxes. Mr.
Potucek stated that since it is County, he was aware what the exact rates were but to assume
it was slightly increasing.

Revenue Option #4 - Retail Transaction Privilege Tax (sales tax), Restaurant/Bar Tax, and
Communication/Utility Tax increases to cover cost of add-ins(based on Total Adds:
$1,110,600).
- New Retail TPT Rate: 1.85%
- 1% increase from current rate of 1.75%
« SV would maintain the 2nd lowest rate and be .15% under Tucson
+ Revenue increase of $578,515
- New Restaurant/Bar Rate: 2.8%
« 2% increase from current rate of 2.6%
+ Revenue increase of $136,000
- New Communications & Utilities Tax Rate: 4.0%
» Increase of 2% from current rate of 2%
+  Would not have a net impact on SSVEC bills (Franchise fee absorbed)
« Revenue increase of $478,613
- Tax revenue would increase by roughly $1,193,128

Mr. Potucek stated that this option does not impact franchises of gas and electric already in
place, but primarily cell phone and water utilities.

In response to Council Member Calhoun, Mr. Potucek stated the current tax rate on water is
currently at 2% and would go up to 4% with this option.

Tiered Retail TPT
Scenario 1: Base retail rate of 1.95%, 1.45% on any amount above $5,000 on a
single purchase.
«  Total revenue: $790,030; roughly $367,000 less than a flat rate of 1.95%

- Scenario 2 Base retail rate of 2.05%, 1.55% on any amount above $5,000 on a
single purchase.
. Total revenue: $1,368,545; roughly $367,000 less than a flat rate of 1.95%

In response to Council Member Ash, Mr. Potucek clarified that purchases outside of vehicle
sales would amount to more than the estimation.



Council Member Mount asked if vehicle sales were projected to increase in the projections.
Mr. Potucek stated that they are not projecting an increase in sales in a conservative
approach. He stated that proprietary information from dealerships would be needed to see
how their sales grow over time, adding that he could only predict that revenue would grow but
not by how much.

Council Member Calhoun asked what the normal increase would be for vehicle sales. Mr.
Potucek stated that getting exception reports from the local dealers about vehicles purchased
in Tucson would be useful information to have to figure out if revenue could be gained by
keeping purchases in Sierra Vista.

Council Member Calhoun asked if TPT is up then people would buy more and if TPT was
down, if people would not be buying tess. Mayor Mueller clarified that it was the opposite
effect. Council Member Calhoun clarified that she meant revenue. Mr. Potucek explained that
if revenue went up, they would analyze the current rates and revenue went up, they would
evaluate local economy.

Council Member Ash asked if there was a certain percentage rate accepted by budget experts
to help incentivize people to purchase luxury goods. Mr. Potucek stated that local business
owners already take advantage of the sales tax rate in Sierra Vista being .2% lower than
Tucson and could be a reason to attract new and retain buyers.

Mayecr Mueller stated that the budget number they are looking for is $797,600 and proposed
using Revenue Option #4 with the following adjustments:

- TPT Rate: .01 increase from 1.75% to 1.85%, $578,515;

- Restaurant / Bar Rate; .02% increase from 2.6% to 2.8%, $136,000,

- Increase property tax rate to make up the $83,085.

Mr. Potucek stated that the property tax rate would slightly over .5% if taken to the full amount.

Council Member Gray stated that she would not support scenario that would result to raises in
property taxes. Council Member Calhoun agreed because other would be tapping into property
taxes.

Mayor Mueller agreed that it was important to consider that the college is going to go up 2% so
the County rate will go up. He stressed a need to use a steady base to cover the cost of
personnel which will add an additional $400,000 every year infinitum and that the only steady
base was property tax.

Mayor Pro Tem stated that the legislature used to allow the cities to raise the taxes however
they wanted but have not put in restrictions capping it at 1.51% and the City should do the best
they could without hitting that cap. He suggested increasing the sales tax rate to 1.90% to stay
competitive with Tucson. Mayor Mueller noted that it would bring in more revenue than they
needed. Mayor Pro Tem Blanchard stated that they need more.

Mayor Mueller stated that the City has a dollar amount that they need to raise and that the new
scenario would put it over what we need to balance the budget. In response to Mayor Pro Tem
Blanchard, Mayor Mueller explained that local laws allow us to raise only to what we need, not
more and said that now was not the time to go through the list again.

Council Member Mount proposed a new alternative option. It consists of.



- Tiered retail system figure: 1.95 base rate, 1.25 at the tiered rate, $606,000

- .04 increase of Restaurant/Bar from 2.6% to 3.0% (like Revenue Option #2),
$272,000

- Totals to roughly $810,000 in increased revenue.

Council Member Mount stated that the tiered tax is a bet on our businesses and a way to
retain customers and bring new ones in. He stated that if people come from the outside to
make purchases, they are likely going to come in for a bite to eat at the restaurants and bars.
Council Member Mount stated that it is good to leverage our businesses and help market them
as well.

Council Member Gray stated that the tiered tax rate the car dealships felt was sustainable was
1.5% and anything under that they did not think they could make up the difference.

Council Member Mount explained he’s heard many numbers down to 1% and that he was
splitting the difference. Council Member Gray explained that the dealships are averaging sales
of 12 vehicles per month and to recoup the difference they would need to double that number.
The dealerships feit they could attain 1.5%.

Council Member Gray asked for the following scenario:
- 1.5% tiered tax rate;
- .04 increase of Restaurant/Bar from 2.6% to 3.0%

Council Member Mount stated that he's heard from many dealerships who state that they
would prefer the tiered tax rate set as low as possible.

Mayor Mueller asked who supported the tiered tax plan. Council Members Mount and Gray
affirmed their support. Mayor Mueller stated that he felt there was inequalities in making the
regular person pay a higher tax rate since they would not be making large purchases.

Council Member Ash stated that she has yet to hear an argument for the City current tax rates
that are currently .25% lower than Tucson's rate. She stated that the tiered tax rate balanced
the tax burden on retailers.

Council Member Mount stated that those businesses endorse the tiered tax such as the car
dealerships, the hotel association, the Chamber of Commerce, and the EDF. Mayor Mueller
clarified that the EDF manager endorsed it, not the EDF.

Council Member Ash stated that she has not heard any car dealerships trumpet the already
low taxes. Council Member Mount stated that the tiered tax would give them that ability and
gives a bold alternative to the holistic tax approach.

Council Member Ash asked to see a tiered tax system that would not burden retailers in to
benefit another tier.

Mayor Pro Tem Blanchard stated that he was not in favor of the tiered tax.

Council Member Huisking asked what metric and length of time would be appropriate to
measure the effectiveness of the tiered tax.

Council Member Mount stated that the tiered tax could be sunsetted out and to vote him out if
it did not work.



Council Member Calhoun suggested that they try the tier to see if it makes a difference and to
sunset it out in 3-5 years if not successful.

Mayor Mueller stated that the taxes are reviewed every year and the sunset may be an
appropriate vehicle.

Council Member Ash clarified that if TPT taxes were higher than Tucson, she would support a
Tiered Tax System and that she understands the theory in which it would work that by
decreasing taxes, sales would go up. However, since our sales are low, implementation of the
tiered tax does not make sense to her budgetary, citing a lack of evidence.

Council Member Mount added that there are 24 cities in Arizona who utilize a tiered tax and
have not abandoned that structure.

Council Member Ash stated that it was an apples and oranges comparison that would make
sense if our taxes were higher than Tucson.

Council Member Calhoun stated that people are not rushing to Sierra Vista to purchase
vehicles even though our taxes are already lower than Tucson.

Council Member Mount states that it would be an incentive to increase sales, noting that all the
car dealerships in Tucson are in County enclaves and the cities that utilize a tiered tax
structure do so to remain competitive with the counties.

Council Member Calhoun talked about how Wickenburg tried to get sales from Phoenix and it
failed even though they're taxes were .5% lower than Phoenix.

Council Member Mount what is we could show Sierra Vista that although taxes are being
raised that they are investing in the local economy, and doing something bold while still hitting
the budget.

Council Member Huisking stated that she made 2 car purchases this year but did not consider
taxes when making those purchases. She stated that it may or may not be the magic bullet
and is not convinced that it would work when there are other options that get us where we
want to go that are consistent and reliable.

Mayor Muelier stated that there was a consensus against the tiered tax.

Council Member Gray stated that there was significant support from businesses in the City, no
option will be the magic bullet and that the tiered tax was worth looking at if they review it
every year.

Mr. Felix presented a working spreadsheet (attached) showing options for a Tiered tax at
1.5%, 1.25%, and Revenue Option #4. Mr. Felix noted that the calculation for the tiered taxes
was based off of information provided by a single car dealership, and the estimated losses
would likely be greater.

Other scenarios were inputted into the spreadsheet. A consensus was made not to raise
property taxes.
The following scenario was requested by Mayor Mueller:

- Sales Tax: .1% increase from 1.75% to 1.85%



- Restaurant / Bar: .25% increase from 2.6% to 2.8%
- The total difference in revenue equated to $625.00 of the target budget.

Council Member Gray asked if a minor initial drop in sales tax was accounted for based on
historical trends. Mr. Potucek stated that it is not accounted for but is based of actual sales.

Several other scenarios were input into the spreadsheet by request of the Council by Mr. Felix.
Revenue Option #4 was input which included a 4% increase in Utility taxes.

Council Member Mount asked to stop inputting numbers into the spreadsheet and asked to
make more cuts.

Mayor Mueller's above-reference option was again inputted into the spreadsheet. Mayor
Mueller stated that the bottom line was a need to raise revenue. The difference of $625 could
be brought down by $600 to $25 by omitting the SACA Home Show booth fee.

Council Member Mount suggested the using the first tier option. Mayor Mueller replied that
they did not have support for the tier.

Mr. Potucek stated that based on what he’s heard in the discussion there was no consensus
for raising utility taxes or instituting a tiered tax. The general consensus seemed to be in a
combination in Sales Tax and Restaurant/Bar taxes.

Council Member Mount suggested making more cuts, such as moving the start date for the ED
analyst to half the year.

Mr. Potucek stated that a sale increase to 1.90% with a restaurant / bar increase between .2%
and .3% should bring them close to their target budget.

Mayor Mueller agreed with Council Member Mount to move the ED analyst start date to
January 1. Mayor Pro Tem Blanchard and Council Members Gray and Huisking agreed that
the ED analyst position should be budgeted for the full year.

Mayor Mueller recessed the work session at 4:57 p.m.
Mayor Mueller reconvened the work session at 5:10 p.m.

Mayor Mueller stated (off-mic) that they had a balance of $625 which could be taken from the
Mayor’s salary or Council's Travel & Training budget.

Council Member Mount spoke about his frustration that discussion about the revenue was
pushed until today, how they have invested a lot of time into the process and should be more
careful to integrate the CAC findings into their discussion.

Mayor Mueller stated that they have discussed the CAC finding throughout the process and
that they would not agree on everything in the community. Mayor Mueller stressed a need to
make tough decisions and expressed the discussions made with the CAC and the businesses.

Council Member Calhoun stated that she would not be making a final decision today,
expressed her discomfort in decreasing the Capital Improvements Fund, or taking funds down
to the penny. Council Member Calhoun stated that she did not want to overly raise taxes,



noted how items were discussed and completely eliminated, and how it was not enough to pin
down to $797,000 in increases.

Council Member Gray stated that the Mayor asked for options and does not want to repeat this
process next year. She suggested budgeting for the full amount in deferred maintenance to be
budgeted at $687,000 and to fund it using Option #1.

Mayor Mueller stated that the Council had a consensus at $306,000 and asked if they had
changed their minds

Council Member Huisking stated that she would be amenable to raising the budget.

Council Member Gray formally suggested using Revenue Option #1 and to reinstate the full
$687,000 for deferred maintenance.

Council Member Calhoun stated that they need to look to the future and prepare for it by
expanding on what they've settled on.

Council Member Gray stated that they will be budgeting for one-time expenses in the deferred
maintenance budget which would expand the budget in preparation for future costs, such as
the step plan implementation, and gives them room to breathe.

Council Member Huisking agreed that preparing for future increases is necessary, such as the
PSRS, and agreed that it gives more breathing room for next year.

Mayor Mueller clarified that the plan was to raise taxes this year so they wouldn't need to raise
taxes next year. Councit Member Gray explained that there would be no extra money this year
but would be applied to deferred maintenance.

Mayor Mueller asked if Council wanted to eliminate the $380,000 in savings that Council
previously had a consensus. Council Member Gray stated that it was a reluctant consensus.

Council Member Calhoun stated that it was necessary to move progress forward and that this
was perhaps the bold risk that was suggested.

Mayor Pro Tem agreed to go with Revenue Option #1 and to reinstate the deferred
maintenance, therefore establishing a consensus.

Council Member Gray asked for Mr. Felix to add the full $687,000 in deferred maintenance,
bringing the budget to $1,178,159 to input Revenue Option #1 (1.95% Sales Tax}. The
projected difference was just over $46,000.

Mr. Potucek noted that it is a 3-month process to implement the new sales tax and that they
could go below the tentative budget amount but not above. Council sets the cap on July 2",
so there is still time to make adjustments.

Mayor Mueller again established a consensus, Council Members Gray, Calhoun, Huisking and
Mayor Pro Tem Blanchard in favor of the increased budget amount.

Council Member Ash stated that she is still looking at the 1.95%, would have liked to have kept
the deferred maintenance at the $306,000 mark and kept the sales tax at or below 1.85%.



Mr. Potucek stated that staff will now rebalance the budget which will take a few days. On
Thursday, July 2™, Council sets the cap. The final budget adoptions will occur on July A
2015. Setting of the property tax rate will complete the process at a regular Council Meeting.

Mr. Potucek thanked the Council for their efforts and staff for being patient throughout the
process.

Council Member Calhoun thanked Mr. Potucek, Mr. Felix, Ms. Weir and staff for working on
the numbers. She stated it's been a long process but a good one and it was good to hear all
the details from each of the departments.

Council Member Mount thanked everyone for their help, support and knowledge. He stated
that it had been a contentious process and apologized if he acted like a jerk. Council Member
Mount stated that Council wishes to move forward, even if they don't always get what they
want, and will continue to look forward and getting other things done for the City.

Council Member Gray thanked the staff and noted how difficult it must have been for Finance
and the City Manager's Department. She stated that not everybody got what they wanted,
most got some and others got none. Council Member Gray stated that she was glad the
process was behind us and that it has been the hardest part of being on Council, however
educational.

Council Member Ash had no comment.

Council Member Huisking thanked staff and commented on dreaming about the budgeting
process. She stated her pleasure about where they are in the process and how not everyone
knows what it's like to go through. Council Member Huisking stated that this has been one of
the most difficult years in her three terms in office. She stated her appreciation for all the
thoughts, frankness and comments and will follow the Mayor’s suggestion to walk around each
department to talk to staff about their needs.

Mayor Pro Tem Blanchard thanked staff for their time.

Mayor Mueller stated that appreciated the team building of the Council and that he is looking
forward to more frank discussions. Mayor Mueller thanked staff, department heads and the
CAC. He stated that Council wasn't able to do all of their recommendations because of fiscal
restraints. He thanked the members of the audience for coming in, their interest and their
comments and for the efforts of the community.

3 Adjourn

Mayor Mueller adjourned the work session at 5:37 DZ/ / Z
/ //
/

Ma{or Frederick W. Mueller

Minutes prepared by: ttest:

/&000/1 iﬂzx Q/'\'\\ Ay

Helen Lee, Administrative Secretary Jill Adams, City Clerk
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