A municipality has essentially two local revenue streams it can assess to pay for annual operational expenses:
alocal municipal sales tax and/or a property tax. There are advantages and disadvantages of each revenue
stream as illustrated in the below tables:
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Sales Taxes:

Sales taxes are considered a volatile revenue stream as it tracks with economic cycles. The table below
illustrates the fluctuations of sales tax revenue in Carefree (illustrated in blue) and for comparison purposes, at
the broader state level (illustrated in orange). Due to Carefree’s limited tax base, the sales tax revenue can
make dramatic swings which makes it difficult to pay for the persistent costs to provide municipal services.
When compared to other nearby communities, Carefree has one of the highest sales tax rates. As a result, this
establishes a ceiling as further increases in this rate would result in business migrating out of Carefree to
nearby lower taxed communities and a potential reduction in sales tax revenue.
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two fiscal years, due to economic growth, enough revenue was generated by the 1% sales tax to pay for the
fire coverage. It is important to note with the recent short-term contract renewal with Rural Metro at
approximately $1.86MM, a structural deficit may once again occur as economic activity contracts and reduces
sales tax revenue. With a shift to Automatic Aid, it is anticipated that the most cost-effective approach would
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The Town hired fiscal analyst Rounds and Associates to study the Town’s sales tax centric financial model to
further determine if it had sufficient capacity to fund the additional annual financial commitment based upon
its current sales tax centric funding. Rounds and Associates specializes in studying the fiscal impacts of public
policy and provides consulting services to local, county and state governments. The model assumes there is
no change to the Town's current tax revenue structure and a portion of the recent sales tax revenue gains are
transitory. The following assumptions were also folded into the model.

Midpoint Forecast - Select Considerations

e Town specific tax revenue history and trends were reviewed. Inflation will be an issue for
2+ more years.

e The Federal Reserve Board will continue to increase interest rates and remove money
from the economy at a sufficient pace to cause a recession. The forecasted national
recession in 2023 was adjusted for the Town.

e The "Midpoint" forecast assumes the economic recession will be a "hard landing."
However, the worst-cast scenario will not be fully realized.

e Greater Phoenix will exit the downturn with enough strength to allow for reasonable rates
of growth for the rest of the decade and beyond.

e The federal government will continue to spend at relatively high rates for the next 2 years
and then moderate the spending moving forward.

Based upon these economic assumptions, Rounds and Associates modeled the capacity for the Town to pay
for the additional reoccurring expenses associated with the costs of joining Automatic Aid. The following
three scenarios were run. The first two scenarios assume that the Town uses its saving funds allocated for
maintaining its aging assets such as its streets and drainage structures and positions these funds to cover the
future costs associated with Automatic Aid. Both scenarios illustrate that the Town will be in a negative
financial position and unable to keep up with maintaining its aging infrastructure. This provides an
unsustainable and financially insolvent position for the Town. On the other hand, if nothing changes and the
Town maintains its relationship with Rural Metro and is not part of the Automatic Aid regional dispatch
system, the Town can financially maintain a more solvent position by funding Fire and Emergency Services at
the current level without qualifying for Automatic Aid but still fund future investments in its aging streets and
drainage structures. As stated earlier in the report, staying with Rural Metro will create a higher level of risk for
the community as regional assistance associated with simultaneous, long duration, widespread and/or unique
emergency events may not be available.

Scenarios 1-2:

Midpoint Forecast Summaries: Reduced capacity to annually save
funds to replenish Capital Reserve
Scenario 1: Assumes Capital Improvements Will Be Required Beyond the Current Plan Funds.

[Ending Fund Balance w/Reserves (Deficit) | $14.76 | $10.61 $8.34 $9.04 $7.45 $2.67 $110 ($0.65) (52.81) ($5.19) I[sv.u:l When neXt_ cycle of Str.eet prqgcts
are added in, there are insufficient

Scenario 2: Extended Capital Improvements Requirements + Losing One Major Retail Store funds to maintain assets.
|Ending Fund Balance w/Reserves (Deficit) | $14.76 | $1051  $8.04 $858 $675 $177  (50.00) ($1.95) (54.31) (56.89) N$9.63) I Scenario 3:

Does not permit Automatic Aid but
maintains ability to fund street
projects.

Scenario 3: Using Rural Metro Instead of Town Fire Dept.
[Ending Fund Balance w/Reserves (Deficit) | $14.76 | $11.70 $9.78 $1152 $11.07 $7.53 §$7.30 $7.01 $6.43 §576  $5.05 |
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PRIMARY PROPERTY TAX

The analysis by Rounds and Associates identifies that Carefree will not have sufficient funds to pay for the
option that includes Automatic Aid within the forecast period and beyond. Furthermore, there are only two
realistic options to cover the costs for Automatic Aid: a sales tax increase or the implementation of a property
tax. Within Carefree the sales tax has historically been very volatile from one year to the next which makes
fiscal planning more difficult. A property tax will prove to be a more stable source of revenue. If Automatic Aid
is demanded by the Town, in the specific case of Carefree, the implementation of a property tax would be
recommended if fiscal sustainability is also a concern.

When comparing the current property taxes paid in Carefree (collected by entities not associated with the
Town), it clearly illustrates that Carefree residents have the lowest tax rates in the region and perhaps the
state. Even if a modest property tax is considered to offset the financial commitment the Town needs to meet
to qualify for Automatic Aid, the citizens would continue to enjoy one of the smallest property taxes in the
region. The following chart illustrates what different ranges in the tax assessment would yield and how it
compares to neighboring communities.
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In Arizona, property taxes are levied on limited property value (LPV) not the value someone pays for your
property, market value. LPV is a reduction in the market value of your residence which limits growth of the
value of your property for purposes of taxation. For reference, the average residential LPV in Carefree is
approximately $630,000 but the average market value is significantly above this number. Annually, the
Maricopa County Assessor’s Office distributes a statement which defines the LPV on one’s property. Based
upon this LPV, in the next chart, one can compare the tax payment in nearby jurisdictions to the current
Carefree tax payment and the impacts if a tax levy between between $1 million and $2 million is assessed.
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Primary Property Tax (continued)

PROPERTY TAX COMPARISON
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More specifically, from a dollar perspective, the following charts compare the respective increases.
Using the average LPV in Carefree of $630,000:
e a $1.5 million tax levy would translate to $41.73 per month or $501 annually,
e a$1.75 million tax levy would translate to $48.69 or $584 annually,
e a $2 million tax levy would translate to $55.64 per month or $668 annually.
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What would the tax levy be?

It is anticipated that a primary tax levy should be $2.0 million. However, this levy does not cover the entire
costs of funding the contract with an Automatic Aid partner. The Town will balance the annual costs of its
new fire contract with the Town’s annual sales tax collection. This levy will offset the past structural deficit of
the fire fund which has averaged over $400,000 annually, pay for the cost differential in joining Automatic
Aid, cover annual cost increases over the first 10 years of the contract and provide funds to retire aging fire
equipment.

As stated above, a primary tax level of $2.0 million would translate for the average home in Carefree with a
LPV at $630,000, to $55.67 per month or $668 per year. From a comparative perspective, prior to the Town
assuming the master contract with Rural Metro, residents were paying an average of $750 annually to Rural
Metro for an individual subscription. Today, that annual subscription would exceed $1,000 annually. In other
words, under the scenario that a $2.0 million levy is approved by the residents of Carefree, they would be
paying less than they were originally paying for individual subscriptions and be provided a higher level of Fire
and Emergency Services. This levy of $2.0 million will permit the Town to make the 25-year commitment to
Automatic Aid through Daisy Mountain Fire Department while closing the structural deficit on the current
Fire Fund and permit the Town to continue to maintain its aging infrastructure and reinvest in capital assets
as their useful life are exhausted.
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