SPECIAL COUNCIL MEETING
CITY OF CROSSLAKE
WEDNESDAY, SEPTEMBER 3, 2014
6:00 P.M. — CITY HALL

The Council for the City of Crosslake held a Special Council Meeting in the Council Chambers
of City Hall on Wednesday, September 3, 2014. The following Council Members were present:
Mayor Darrell Schneider, Steve Roe, Gary Heacox, John Moengen and Mark Wessels. Also
present were City Administrator/Consultant Dan Vogt, City Clerk Char Nelson, Finance
Director/Treasurer Mike Lyonais, General Manager Paul Hoge, Sergeant Erik Lee, Public Works
Director Ted Strand, Northland Press Reporter Kate Perkins, Echo Publishing Reporter Nancy
Vogt, and Charlesmead Advisors LLC Representatives Frank Gallagher, Brad Williams, and
Anwar Gorham, There were approximately ninety people in the andience.

Mayor Schneider called the meeting to order at 6:03 P.M. The purpose of the meeting was to
receive report from Charlesmead regarding Crosslake Communication’s operations.

Frank Gallagher gave a brief history of Charlesmead Advisors LLC and his experience advising
small telephone companies. Mr. Gallagher presented an overview of Crosslake Communication’s
situation, including the purpose of the study, Crosslake’s service territory, products offered,
network highlights and emplovee summary. Mr, Gallagher reviewed telecom, broadband data
and video trends for the industry.

Brad Williams gave an overview of how other telecom companies are approaching challenges in
today’s market and what opportunities there are for growth. Some opportunities include increase
to scope and scale, diversification, or hybrid of the two. Expansion into neighboring territory is
limited for Crosslake Communications because it is owned by a municipality. Big telecom
companies as well as small companies are facing the same challenges.

Anwar Gorham reviewed the financial outlook and metric comparison for Crosslake
Communications. A base case 5-year projection shows that Crosslake Communications’ revenue
is expected to remain constant because broadband is growing and voice is declining. Expenses
are expected to continue to rise due to inflation. Crosslake Communications has been successful
at marketing cable with an 82% saturation rate. Programming costs have been rising every year
for premium channels, Smaller companies have less negotiating leverage.

Frank Gallagher gave an overview of several valuation methodologies used to put values on
companies. The base case valuation for Crosslake Communications is from $2.8 to $3.3 million
dollars. The discounted cash flow analysis for the next five years shows decreases from $366,000
to $108,000. These amounts do not include the bond principal and interest paymenis of
approximately $450,000 per year. It will be difficult for the City to sustain the transfer from
Crosslake Communications of approximately $277,000 each year to offset the City levy.
Crosslake Communications needs to increase revenue or decrease expenses. Even if revenue
stays flat, operating costs will go up due to inflation, Crosslake Communications could consider
outsourcing part of the operations. . :



Mayor Schneider asked if copper is compatible with fiber, as only a portion of the City has fiber
to the home. Mr. Gallagher replied that there is no competition for Crosslake Communications to
have fiber to the home and both copper and fiber provide good service to the customer, Anwar
Gorham stated that if fiber does not increase the number of subscribers, there is no reason to
install it. Brad Williams stated that very few communities have 100% saturation of fiber to the
home.

Mark Wessels asked if wireless would eventually overtake fiber users, Frank Gallagher replied
that the technology of wireless will not be competitive to fiber anytime soon. Wireless-continues
to have issues with speed and quality.

Steve Roe asked if satellite is a major competitor for cable. Frank Gallagher replied that satellite
is cable’s only competition and that most people are drawn to satellite for the initial savings.
Brad Williams stated that satellite lacks speed and satellite companies are now looking to pariner
with cable companies.

The Council recessed at 7:30 P.M. so that written questions from the audience could be
compiled,

The Council reconvened at 7:50 P.M.,

Questions were raised on why larger companies were used to compare Crosslake
Communication’s operations. Company size does not matter because all telecom companics are
struggling with the same issues.

Questions were raised on what the recommendations of Charlesmead were. Crosslake
Communications must take control of expenses. There is little room for Crosslake
Communications to grow. Culting expenses will be necessary. Outsourcing or sharing services
are good options.

Paul Hoge answered many questions which included what the top three expenses at the company
are: wages, programming and equipment. In response to being asked what would happen to the
service if Crosslake Communications were sold, Mr. Hoge stated that all the employees would be
let go and services would be limited to what the new owner wanted to provide. Frank Gallagher
stated that negotiations could include employee retention and reasonable rates. Dick Elmquist of
13543 Loveland Harbor stated that his son worked for Hickory Tech which was recently sold
and all the employees except the installers were laid off, Steve Roe stated that the biggest toser in
the sale of the company would be the City. Mayor Schneider stated that another owner would not
have the same amount of care for services and customers that the current employees have.

Dave Fischer of 36412 Rushmoor Blvd asked how Crosslake Communications could get to the
best case scenario. If the number of subscribers and rates increased at the same time, while
operating expenses decreased, the company could increase revenue,

Mark Wessels asked what would happen if the Council were to take no action. Cash flow would
continue to decrease to a point that Crosslake Communications would be unable to make its bond



payments, The City may have to write a check to Crosslake Communications to keep it running.
Taxes would increase. Paul Hoge stated that he is working with Northland Securities to refund
the current bond with a principal of 2.8 million and is negotiating for a lower interest rate.

There being no further business at 9:00 P.M., MOTION 0951-01-14 WAS MADFE BY JOHN
MOENGEN AND SECONDED BY DARRELI, SCHNEIDER TO ADJOURN THE
MEETING. MOTION CARRIED WITH ALL AYES.

Respectfully Submitted,

ol lton

Charlene Nelson
City Clerk
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