To:

Honorable Madame Mayor Joens & Council

April 21, 2011

Via:

Douglas Bartosh, City Manager

From:

Rudy Rodriguez, Administrative Services General Manager

Subject:

Revenue & Expenditure Reports – Period ending December 31, 2010

At the end of the year we are beginning to see a glimmer of hope as the unemployment numbers seem to
be declining. It should be noted that a declining unemployment rate is key to economic recovery. There
are numerous other indicators, but for simplicity sake we will discuss only a couple factors that dictate
an improving local economy, unemployment and housing. Though not very obvious in the graph, the
associated chart paints a clearer picture. With the U.S. unemployment rate slowly dropping to 9.4%1,
the State of Arizona unemployment rate remained static at around 9.6%2 over the same period.
Yavapai County continues struggling around a 9.4% to 9.9%3 range.
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United
States
9.7%
9.7%
9.7%
9.9%
9.7%
9.5%
9.5%
9.6%
9.6%
9.7%
9.8%
9.4%

Arizona
10.3%
10.2%
10.1%
10.1%
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9.9%
9.9%
9.8%
9.8%
9.8%
9.6%
9.6%

Yavapai
County
10.5%
10.4%
10.1%
9.5%
9.7%
10.0%
10.1%
10.2%
9.9%
9.4%
9.6%
9.7%

The local housing market continues to
have a steady activity due to the high
inventory of existing homes. Foreclosed
homes valued at a faction their former prices still make up a sizeable percentage of the current housing
supply. New home construction continues to be weak compared to pre-2007 levels and is expected to
stay low for months to come.
According to Trulia, a leading resource for real estate professionals, homebuyers and sellers, the median
sales price for homes in Cottonwood AZ for January to March 2011 was $90,675. This represents a
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17.2% decline, or $18,775, compared to the prior quarter and a decrease of 17.6% compared to the prior
year. Sales prices have decreased in value 59.7% over the past 5 years in Cottonwood. The average
listing price for homes was $192,289 for the week ending Apr 06, which represents an increase of 1.4%,
or $2,686, compared to the prior week and a decline of 1.3%, or $2,550, compared to the week ending
Mar 16. Average price per square foot for Cottonwood AZ was $74, a decrease of 18.7% compared to
the same period last year.4
Despite the many struggles facing the City of Cottonwood, there are still several prospective businesses
looking to move to the area around the SR260 corridor.
GENERAL FUND
Overview
The City of Cottonwood is doing relatively well
this year despite the down economy. Good
planning and a conservative perspective helps to
weather this fiscal crisis we’re in. It is evident by
the graph below and chart to the left that current
revenues are slightly above current expenditures.
Remembering that this is a snapshot in time and
that some capital equipment purchases have being
delayed until the latter part of the year, this picture
may change drastically. Currently, however, we
are making efforts to stay this course and finish the
year in a positive position, with little to no use of
fund balance reserves.

Millions
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Taxes
Licenses & permits
Intergovernmental revenue
Charges for services
Fines & forfeitures
Uses of monies & properties
Miscellaneous revenues
Other Sources

$4,535,602
73,390
1,153,254
811,357
73,235
22,674
30,122
14,493

Revenues & Other Sources

$6,714,127

General Government
Public Safety
Cultural & Recreation
Capital Equipment
Other Uses

$2,224,357
3,034,723
785,765
162,134
495,863

Expenditures & Other Uses

$6,702,842

General Fund Revenue vs Expenditures
$6,714,127

$6,702,842
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Expenditures & Other Uses

Revenues
Comparing month to month
local sales tax collection,
Cottonwood is down 0.89%
over the same time last fiscal
year. This is important to
note since a 6% loss was
estimated at budget time,
expecting the economy to
recover at a slower pace.
This 6% shortfall was to be
about a $600,000 to the FY
11 budget.
We are in a relatively good
position though some of our
other revenues are not doing
well.

http://www.trulia.com/real_estate/Cottonwood-Arizona/market-trends/
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Local sales tax continues being
Cottonwood’s #1 major revenue
source for the General Fund at slightly
over 50% of the normal operating
revenues. This single revenue is
monitored very closely for changes
both positive and negative.
What this means to the City of
Cottonwood is that sales appear to be
coming back slowly and we may be
seeing the beginning of a recovery for
our local economy. This is good news
for a community that survives
predominately on Sales Tax.

800

700

600

500

State Shared Income Tax revenues are
$528,517 at the end of the second
fiscal quarter.
This state shared
revenue that is projected by the
Arizona Department of Revenue and the League of Arizona Cities and Towns. The distribution is based
on income tax collections from two years prior. These revenues usually come in as proposed by the
state. The current fiscal year estimate is $1,056,880. This is $345,260 less than last year’s $1,402,140.
As a reminder, Cottonwood has lost nearly $566,528 in revenue from this source alone since 2009.
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The State Shared Sales Tax is
not doing as well as estimated
by the Arizona Department of
Revenue.
Currently it is
2.1% behind state estimates
for the second quarter of the
fiscal year.
This revenue
sources is down $179.944
from its all time high of
$1,032,214 in 2007.
Cottonwood’s Motor Vehicle
Taxes ended the first six
months of the fiscal year with
a loss over last year of 2.5%.
The annual collection is
anticipated to be $595,440
which put this revenue around
FY 2005 levels.
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With the sharp drop in revenues, all departments are being asked to continue reducing their budgets and
looking for efficiencies. At this time of year most departmental expenditures are at or below the 50%
mark for the year.
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SPECIAL REVENUE FUNDS
Highway User Revenue Fund (HURF) 5
Revenues
HURF revenues are currently
down 4% from estimates at
mid fiscal year with $359,967
in the HURF coffers. The
auspicious thing is that this
fund started with about $940K
in reserves at July 1, 2010 and
at mid-year we had only
tapped into it by $97K. This
revenue source continues to
show some improvement and
we are waiting for the
legislature to make some
decisions on whether it will
raid it for the Arizona
Department of Public Safety.
We should have some news by
the next quarterly report.

Thousands

$90

Highway User Revenue Funds - HURF

$80
$70
$60
$50
$40
$30
$20
$10
$0

Expenditures
The Street Department operational budget is currently at 46.4% with the Street Construction budget at
9.6% of the budgeted amount. The street department budget is also being affected by the down turn in
the economy. Streets, as other departments, have reduced their operational costs due to the economy.
The capital projects planned with borrowed money are still in the works, however, moving slower than
anticipated. Already it looks like both the Mingus Avenue Extension Project from Willard Street to
SR89A and the 12th Street project from Fir St. to 89A will be shifted into fiscal year. Both these project
are anticipated to be funded through some financing mechanism.
Cottonwood Area Transit (C.A.T.)
As of January 1, 2011, C.A.T. will finally be merged into the Northern Arizona Intergovernmental
Public Transportation Authority (N.A.I.P.T.A.).
For more information please use this link
http://www.naipta.az.gov/media/pdf/CAT-NAIPTA%20Press%20Release.pdf.
Library
The General Fund’s operating transfers to the Library are on target for the year. We have, however, not
yet received the Yavapai County contribution of $98,625. As a reminder, our library receives two equal
contributions annually from the County. We are fortunate that the General Fund transfers in to the
Library fund are covering its expenditures. Currently, the Library Fund balance is $48,807.
Operating expenditures are at 46.8%, slightly below where they should be at this time of year. Most
every line item is in line where it should be.
5

The HURF funds streets maintenance, street construction, and also funds any shortfalls of the Cottonwood Area Transit
System.
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Airport
The revenues for the Airport are not doing as well as projected, now that the FBO is handling the fuel.
This new FBO arrangement has allowed us to have someone full time at the airport as well as having a
certified aircraft mechanic available for repairs. The City’s continues to have improved collections on
tie downs; (covered and open), airport hangars and land lease billings. Revenues are currently at 43.8%
of projections.
The expenditures for this fund are where they should be at 50.2% at the end of the first half of the fiscal
year. The Airport continues to make transfers to the General Fund as repayment for the construction of
the T-hangars back in FY 2000-01. These transfers to the General Fund will expire in 2013.
Their fund balance deficit has increased to -$13,802 from -$10,103 at the beginning of the year. This
deficit will be covered by the one-time general fund transfer at year end.
Grants
There has been very little activity in this fund. We will continue to monitor the fund and continue
reporting in our quarterly reports.

CAPITAL PROJECTS
Capital Projects
Listed below is the Capital Projects listing for FY 2011 and related expenditures.
Adopted
Budget
Investment Expenses
Riverfront Park Improvements
Land Acquisition
Fire Station Design
Old Town Parking
Old Town Jail
Architecture - Communciations Bldg.
Rec Center Remaining Expenses
Court Counstruction
Old Court Bldg Remodel
Evidence Building
Architecture-City Hall
Library Parking Lot
Portal Signs
Total Expenditures

0
116,000
120,000
150,000
70,000
360,000
0
0
100,000
0
100,000
78,000
5,000
1,099,000

Y-T-D
999
1,322
300,760
0
0
8,746
26,250
179,955
68,239
0
29,753
0
0
0
616,024

% Used
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
7.29%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
56.05%

As you can see, we have a many projects planned for this year. Funding for these projects is initially to
be through the Capital Improvement Fund which began the year with a $14.8M balance. This fund,
though large, has little income potential at this time. Its only revenue source at this time is through
investment income, which, as you may know, is at an all time low. In the future, it may be wise to shift
some sales tax to replenish the fund or seek financing to reimburse the fund.
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ENTERPRISE FUNDS
Wastewater
Revenues for wastewater are slightly behind anticipated by 1.1%. This enterprise continues to struggle
with revenues due to foreclosures and loss of investment income. The overall reason is the current
economy and its slow turnaround after such a deep recession. Revenues are reviewed on a regular basis
for any new developments. It should be noted that for a number of years this enterprise has been
operating with a deficit. This situation has been noted in several annual wastewater reports; however,
the losses have been minimal and are being absorbed by wastewater reserves. As a reminder a rate
increase was proposed last year, and it was decided that the rates should remain the same and that
wastewater should absorb any additional costs from its reserves. The budgeted transfer of $500,000
from the capital improvement fund has not materialized; however, the amount is ready and available as
needed.
Expenses for current Operations & Maintenance (O&M) and Administration are looking very good as
they are slightly behind where they should be at this time of year. All capital projects that rolled over
from last year are still being designed and some may be rolled into FY 2012. As a reminder there is a
planned debt issuance in this fund of about $4,000,000 for the construction of the SR260 extension and
other line extensions. This too will most likely be rolled into next fiscal year.
Water
The water fund revenues are on target with estimates for the first half of the fiscal year. The small
increase in the rates has assisted this fund to close the bond coverage requirement gap; however, there is
still need for improvement. Grant Hamill, the City’s our finance consultant has warned us that we may
need to increase our rates a bit more in order to refinance our current debt. Any rate increase proposal
will be brought before the City Council for their approval or modification.
The consolidated operations and administration are trending 10% behind budget allocations excluding
all reserves. This trend was anticipated as part of closing the gap on coverage and has not affected any
of the service areas. Even though we are not at the required 1.35x coverage, the water utility continues
to look into cost cutting measures as part of their everyday operations. Below is the Capital
Improvements section of the water utility.
Adopted
Budget

Y-T-D

% Used

Construction:
Investment Expense
Building Purchase
Aresinic Mitigation
Bonding Expense
Valve Replacement
Aid in Lieu of Construction
Fire Hydrant Improvements
HWY 260 H20 System Upgrades
Well Booster Station
Well Improvements
Well Acquisitions
W Mingus Reconstruction/Sys Upgrades
Water System Upgrades
Land Acquisition

4,000
0
250,000
33,690,000
25,000
130,000
500,000
1,250,000
25,000
0
250,000
256,000
500,000
200,000

1,881
14,286
283,003
0
0
117,374
27,136
450
25,261
31,018
0
0
102,175
0

0.00%
0.00%
113.20%
0.00%
0.00%
0.00%
5.43%
0.04%
101.05%
0.00%
0.00%
0.00%
0.00%
0.00%

Subtotal construction expenses

37,080,000

602,586

1.63%
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DEBT SERVICE FUNDS
Debt Service
As in the past, this fund continues to be in good shape. Sales taxes and little interest income provide all
of the revenues for this fund. Expenditures consist of principal and interest on loans and bond issues.
Also included are any trustee fees assessed for managing the Debt Service Accounts. As of June 1, 2008
the payment for the Recreation Center Bonds were transferred to the Debt Service accounts on
recommendation from our external auditors. The debt service for the Recreation Center is solely funded
by sales tax revenues.

BRIEF OVERVIEW
There are subtle signs that the local economy is trying to turn around. Until we see a clear direction, the
City will continue in its traditional fiscally responsible ways of doing business by maintaining its high
quality of services while looking for ways to reduce cost and protect its staff. Departments are
becoming more aware of what and where they are spending taxpayer dollars. We are committed to
protecting our core reserves and will work keep costs down where ever prudently achievable.
The sales tax increase of .8% has been the key to keeping staff and services intact over the past nearly
36 months. Despite not offering a merit increase to date we continue to keep our employees whole by
retaining all their benefits and not reducing hours. We continue to protect our current level of services,
while maintaining our fiscal integrity and positive outlook.

7

