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Town of Paradise Valley, AZ

OVERVIEW
INTRODUCTION
The Strategic Revenue Plan is inspired by a Mayor’s initiative and the long-standing traditions of
Paradise Valley’s values and directives for fiscal prudence and stability. This report brings together an
ASU graduate students’ “Paradise Valley Revenue Risk Assessment” study, GFOA recommended
practices, and the Town’s revenue analysis, and the annual financial forecast and budget preparation.
The Strategic Revenue Plan looks at specific revenue trends, their basis and how likely risk factors
could influence their performance and would impact the Town’s governmental operations, obligation
repayments and capital improvement plans. This helps to determine the Town’s ability to withstand
shocks and stress in revenues while maintaining services over a recovery period.
ADOPTION
The Capital Improvement Plan and the Strategic Revenue Plan are both integral components of the
Town’s annual budget document and are stand-alone documents to serve specific purposes. The
Strategic Revenue Plan draws from the Town’s Annual Budget and is adopted by Council in a single
resolution that also includes the Capital Improvement Plan.
UPDATES
The intent of the Town is to update the Strategic Revenue Plan annually and be included in its annual
adopted budget document.
MONITORING AND COMMUNICATIONS WITH COUNCIL
Town Management currently provides quarterly reports that includes the current status of actual
quarter-to-date revenues and expenditures and forecasted revenues and expenditures through the end
of the fiscal year end.
Beginning fiscal year 2020, Town Management will monitor the Town’s revenues no less than monthly
throughout the fiscal year and provide the Town Council with written notice if any revenue trend or risk
indicator signal an onset of materially adverse conditions that could be detrimental to the Town’s fiscal
condition. Depending on the severity and estimated duration, and agenda item may be scheduled for
the next regularly scheduled Town Council meeting.
IMPROVEMENTS
In the spirit of transparency and full disclosure, this Strategic Revenue Plan document is intended to
be reader friendly and improved each year. The Town welcomes and encourages you to share any
questions, concerns, comments and / or any suggestions you may have.
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Town of Paradise Valley, AZ

SUMMARY
Major revenues are a combination of seven (7) individually reported revenue sources. Trends show
that historically, these seven revenues generally meet the benchmark of 80% of total governmental
revenues (78%-83% from 2013 to 2020). Estimating these seven sources with reasonable accuracy is
vital to adequately managing and supporting the Towns financial strategies.
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SUMMARY
The forecast below is based on the forecast in the recommended budget for FY2019/20.

The graph below illustrates the financial forecast for 2020.
If the total uses line is over the revenue line, then the Town is using fund balance, like in FY20192021. If the revenue line is over the total uses line, then the town is accruing fund balance that is
carried for future years, like FY2022-2025. If the operating expenditure line were over the revenue
line, then the Town would be facing a structural deficit.
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SUMMARY
Stressing the forecast: Based on the
previous pages, a goal is to maintain the
revenue line above the expenditure line and
focusing on major revenues is a logical step
one.
Green line: shows the current revenue
forecast that is then stressed in two
scenarios.
Yellow line: runs a trend that mirrors the
economic downturn late 2008 through 2011
for each major revenue.
Red line: represents a unique situation,
either legislative action or a change in the
revenue base for each major revenue.
Step two is to test how these two scenarios
support the Towns forecasted expenditures
for operations, debt payments, capital
improvements,
planned
repairs
and
replacement of vehicles and equipment.

The chart above compares major revenues in the forecast in the 2020 budget and a stress test modeled
after impacts to revenue 2008-2011.
The graph below shows each major revenue and the percentage the account for in the total major
revenue.
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SUMMARY
The forecast below is based on simulating patterns of major revenues with economic conditions from
late 2008-2011.

Though not as compelling as in the forecast in the FY2020 budget, the revenue line does remain
above operating expenditures. By looking at each revenue source, there are possible actions that
can be taken on the expenditure side to lower the blue line in this graph. Simply using fund balance
to cover all revenue shortfalls would leave the Town vulnerable in future years. However, fund balance
can be the bridge to navigate over this type of revenue stress.

MANAGEABLE
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SUMMARY
The chart below identifies some possible mitigation actions that could be taken on the expenditure
side, should revenues decline to the extent in the stress test.

Unassigned fund balance is the cumulative difference of revenue and expenditures carried forward to
the next fiscal year, that is not assigned or restricted. The chart below shows the amount of unassigned
balance as a percentage (%) of next year’s forecasted operating expenditures.

Strategic Revenue Plan 2020

15

SUMMARY
The second stress test applies a unique situation, either legislative action or a change in the revenue
base for each major revenue and presents the information in the same format as previous forecasts.

UNSUSTAINABLE
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REVENUES
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TRANSACTION PRIVILEGE TAX
The Arizona Department of Revenue (“ADOR”) describes the Arizona Transaction Privilege Tax as:
“although commonly referred to as a sales tax, the Arizona transaction privilege tax (TPT) is actually
a tax on a vendor for the privilege of doing business in the state. Various business activities are subject
to transaction privilege tax and must be licensed.”
“If a business is selling a product or engaging in a service subject to TPT. A license from the ADOR
would likely be needed as well as a transaction privilege tax or business / occupational license from
the city or cities in which the business is based and / or operates.”
“ADOR collects the tax for the counties and cities; however, tax rates vary depending on the type of
business activity, the city and the county.”

RATES & CATEGORIES
On January 1, 1999, the Town’s TPT rate
increased from 1.2% to 1.4%; increased to
1.65% on September 1, 2004 and 2.50% on
August 1, 2011.
There are numerous components and
taxable activities within the local sales tax
(TPT) and can be simplified into three (3)
main categories: Construction, Hospitality
and Retail, and All Other.
Construction is generally considered a nonrecurring revenue and is primarily used for
the Town’s Capital Improvement Plan.
Retail and hospitality is a significant category
for the Town because of its potential to be
recurring year-to-year and recent growth.
The line graph to the right shows these
categories for local sales tax from 2003-2020
(in millions).

Strategic Revenue Plan 2020
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CONSTRUCTION TPT
Construction is the most volatile of the three
TPT categories.
Construction TPT is generally considered a
non-recurring revenue, because once the
specific construction project is completed,
that activity is done.
Construction is volatile and cyclical in the
Town. The majority of the Town’s
construction is for major projects, such as
building resorts.
As the Town’s residential areas are being
“built out”, it is expected that a level of
construction will be maintained with remodels
and “scrape and build”.
The line graph to the right shows highlights
the Construction TPT from 2003-2020.
(in millions).

The risk assessment shows Construction TPT is highly volatile and has limited residential growth; and
is vulnerable to potential legislative action (at the State level) and the strength of the economy relative
to building.
The Town has a policy that the first $500,000 of
Construction TPT received can be used for general
operations and all amounts in excess of $500,000 is
transferred to the Capital Improvement Program (CIP).
When the Town experiences a reduction in
Construction sales tax revenue, the initial impact is on
the CIP. The Town’s CIP currently includes funding
from other sources than Construction TPT. Town
Council would need to determine weather to offset a
reduction in Construction TPT by deferring CIP
projections or augmenting the short fall with other
revenues or other Town programs.
20
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CONSTRUCTION TPT
The green line represents the financial
forecast for FY2020 through FY2025. It
projects that construction levels will remain at
peak for the next few years. This will then
level off as major projects are completed. This
forecast does not specifically predict the
completion in FY2024, but in years after
FY2023.
The yellow line emulates the trend of
construction TPT in the nation-wide economic
downturn that began in late 2008 and
construction resumes 3 years later.
The red line illustrates legislative action that
could be materially detrimental to the Town’s
revenue upon action.
The line graph (in millions) and charts show
the three forecast scenarios for Construction
TPT for the next 5 years.

The nation-wide economic downturn that began in late 2008 halted most major construction projects in
the state. The Town was fortunate that projects within the Town were not cancelled but delayed and
construction resumed in 2012.

Since the Town uses Construction TPT for its capital improvement plan, any factors that negatively
impacts this revenue, directly impacts the Town’s Capital Improvement Plan.
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RETAIL & HOSPITALITY TPT
Retail and hospitality is a significant revenue
category. In 2016 it became the most
predominant of the three categories of
Transaction Privilege Tax (TPT).
Retail and hospitality TPT is a recurring
revenue and is available to support the
Town’s governmental operations, which
includes Public Safety.
Retail and hospitality revenue was consistent
between $2.4 million and $2.8 million from
2003 to 2011. Beginning in 2012, this
revenue began a continued steep increase
from $3 million to an estimated $9 million in
2020. This is a direct result of new amenities
within the Town.
The graph (in millions) highlights the Retail
and hospitality TPT from 2003-2020.

The risk assessment shows the nature of the Town’s Retail and hospitality has low volatility and not
susceptible to legislative action, state allocation or stagnant population. But, since Retail and hospitality
is dependent on tourism, it does have a high risk should there be impacts on income levels, such as a
recession.
There are no specific legislative or Town designations
imposed on Retail and hospitality revenue, other than
laws regarding the use of public funds.
Retail and hospitality revenue is for general use and
provides funding for the recurring governmental
operations of the town and is also available to
supplement other programs where other funding may
temporarily fall short, such as the Capital Improvement
Program.
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RETAIL & HOSPITALITY TPT
The blue line is the forecast for FY2020 and
continues to include new retail and hospitably
amenities opening over the next few years.
Consist with prior years, revenue for new retail
space is estimated by using a “per square foot”
formula. The tapering of the steep increase in
2023 isn’t specific to that year but recognizing
less “new” amenities in out years.
The yellow line trends the economic
downturn from late 2008-2011. The impacts
on the Town’s Retail and hospitality revenue
were not as sever compared to the other
revenue sources and the rest of the state.
The red line calculates a two-year decline of
5%. The reason for this to occur could be a
change in rates, revenue basis, income levels
or a natural or other event that effects tourism.
The graph (in millions) and charts show the
three forecast scenarios for the next 5 years.

In the timeframe of 2008-2011, the total dollar impact to this revenue stream wasn’t as significant when
compared to other revenues or the rest of the state. However, as this revenue has grown, that
percentage change equals larger dollars. This model recognized that if there was a 2008 type of
economic downturn that impacts construction, then building new amenities would be delayed.

Even though 2 years of 5% reduction are followed with 3 years of 5% growth, such an occurrence that
negatively affects tourism would be detrimental to the Town’s revenue stream.
Strategic Revenue Plan 2020
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ALL OTHER TPT
“All other” is the category that contains all
other classifications of Transaction Privilege
Tax (TPT) other than “Construction and
contracting” or “Retail and hospitality”.
All other TPT, in total, is the most
consistent but is still vulnerable to business
and building cycles.
All other TPT, in total, is generally considered
recurring revenue and is available to support
the Town’s governmental operations,
including Public Safety.
Since 2003 to 2020, All other TPT has ranged
from $1 million to $2.7 million and is
estimated at $2.1 million for 2020.
The graph (in millions) highlights the All other
TPT from 2003-2020.

The risk assessment did not account for all classifications in “all other” TPT but did look at the higher
revenue classifications and combined the rest in “all other”. Though there are a few areas with the
potential for high volatility and medium legislative action, stagnant population and recession; overall
this is considered a low risk revenue, as a whole.
There are no specific legislative or Town designations
imposed on Retail and hospitality revenue, other than
laws regarding the use of public funds.
All other TPT is for general use and provides funding
for the recurring governmental operations of the Town
and is also available to supplement other programs
where other funding may temporarily fall short.
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ALL OTHER TPT
The purple line is the forecast for FY2020. To
minimize the risk of over-extending the use of
this revenue it was conservatively estimated
flat, with a modest increase to recognize a
growing inflationary factor to the cost of goods
and services.
The yellow line trends the economic
downturn from late 2008-2011. Even though
the percentage reduction was 33%, the total
amount of $0.5 million impacts on the All other
TPT revenue was not as severe compared to
the other revenue sources and the rest of the
state.
The red line calculates a two-year decline of
5%. The reason for this to occur could be a
change in rates, tax basis, manufacturing, real
estate, or income levels.
The graph (in millions) and charts show the
three forecast scenarios for the next 5 years.

The overall, 5-year negative impact to All other TPT in the 2008-2011 economic downturn model is
$831,311.

A dip of 5% for two consecutive years would have larger impact than a 2008-2011 type of event. The
5% reduction could be from a combination of changes in the taxable activities tax basis, manufacturing,
real estate, or income levels
Strategic Revenue Plan 2020
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OCCUPANCY (BED) TAX
Tourism and the hospitality industry are
critical elements and contribute greatly to the
Town’s character. This industry generates a
good portion of the Town’s operating
revenue. As a result, the Town dedicates
significant resources to invest in tourism
promotion.
Occupancy tax is a recurring revenue and
has specific legislative restrictions regarding
how the Town can use this revenue.
Occupancy tax revenue was consistently less
than $2.5 million until 2013. With the addition
of new resorts, the Town has seen a
significant increase in Occupancy tax
revenue with an estimated $4.6 million in
2020.
The graph (in millions) shows a history of the
Occupancy (bed) tax from 2003-2020.

The risk assessment views Occupancy tax to have medium volatility and susceptibility to legislative
action. Though the risks for state allocation and the Town’s stagnant population are low, there is a high
risk of impact form shifts in income and recession. Overall, this revenue has a medium risk.

{This section is under review}
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OCCUPANCY (BED) TAX
The blue line is the forecast for FY2020 and
like Retail, continues to include new amenities
opening over the next few years. Revenues
are estimated based on the growing number
of room keys and the expected occupancy
rate. The tapering of the steep increase in
2024 isn’t specific to that year but recognizes
that major projects will be completed in out
years.
The yellow line trends the economic
downturn from late 2008-2011. The impacts
on the Town’s Occupancy tax were visible, but
quick to recover, unlike other revenue sources
and the rest of the state.
The red line calculates a two-year decline of
5%. The reason for this to occur could be a
change in rates, revenue basis, income levels
or a natural or other event that effects tourism.
The graph (in millions) and charts show the
three forecast scenarios for the next 5 years

Even though in 2008-2011 the Occupancy tax was quick to recover, there was still a significant dollar
impact in the next 5 years. This model recognizes that if there were a 2008 type of economic downturn
that impacted construction, then additional room keys would not be cancelled, but delayed.

Even though 2 years of 5% reduction are followed with 3 years of 5% growth, such an occurrence that
negatively affects tourism would be detrimental to the Town’s revenue stream.
Strategic Revenue Plan 2020
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STATE INCOME TAX
The State of Arizona imposes and collects
an income tax.
The income tax is part of the state’s revenue
sharing program and is distributed to Arizona
cities, towns and counties based on their
population.
State shared income tax is a recurring
revenue and is available to support the
Town’s governmental operations, including
Public Safety.
This revenue is dependent on the state’s
economic conditions and has ranged from
$2.1 million in 2009 to $1.1 million in 2012.
Since 2012, this revenue has gradually
increased each year.
The graph shows the Town’s portion of the
State’s shared income tax from 2003-2020 (in
millions).

The risk assessment shows the nature of the State shared income tax has medium volatility and is
highly sensitive to legislative actions, state allocation methods and the Town’s stagnant population
compared to the rest of the state. Overall, this revenue has a high-risk rating.
There are no specific legislative or Town designations
imposed on the State shared income tax revenue,
other than laws regarding the use of public funds.
State shared income tax is for general use. It provides
funding for the recurring governmental operations of
the Town and is also available to supplement other
programs where other funding may temporarily fall
short.
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STATE INCOME TAX
The hazelnut line is the forecast for FY2020
that continues to follow the current trend, but
with less of a slope.
This revenue is
distributed based on population and the
Town’s population is growing less than the
state average. This results in the Town’s
revenue increase being lower than the state’s
average. The 2020 census will be important
to the Town.
The yellow line trends the economic
downturn from late 2008-2011. The impact
was significant to the Town’s portion and the
entire state.
The red line calculates a two-year decline of
5%. This could occur by a change in rates,
revenue basis, legislative action, state
allocation, or income levels.
The graph (in millions) and charts show the
three forecast scenarios for the next 5 years.

The economic downturn of 2008-2011 was significant to State’s shared income tax revenue. This
stress test shows that this revenue is still vulnerable should this type of incident occur again.

Even though 2 years of 5% reduction are followed with 3 years of 5% growth, such an occurrence of
legislative action, state allocation, or an event that effects income levels or recession would be
detrimental to the Town’s revenue stream.
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STATE TPT (SALES TAX)
Commonly referred to as a “sales tax”, the
State of Arizona levies a Transaction
Privilege Tax (TPT) on various business
activities. The state rate is 5.60%
State shared TPT is part of the state’s
revenue sharing program and is distributed
to Arizona cities, towns and counties based
on their population.
State shared TPT is a recurring revenue and
is available to support the Town’s on-going
governmental operations, which includes
Public Safety.
This revenue is dependent on the state’s
economic conditions and has ranged from
$1.0 million in 2012 to $1.5 million estimated
in 2020.
The graph shows the Town’s portion of the
State shared TPT from 2003-2020
(in millions).

The risk assessment shows the State shared TPT has low volatility and has medium sensitivity to
legislative actions, state allocation methods and the Town’s stagnant population compared to the rest
of the state and high sensitivity to income and recession. Overall, the rating is medium-risk.
There are no specific legislative or Town designations
imposed on the State shared TPT revenue, other than
laws regarding the use of public funds.
State shared TPT is for general use and provides
funding for the recurring governmental operations of
the Town. It is also available to supplement other
programs where other funding may temporarily fall
short.
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STATE TPT (SALES TAX)
The blue line is the forecast for FY2020 that
continues to show mild year-to-year change in
this revenue as compared to other sources. As
economic conditions are favorable for
commerce, State shared TPT collections are
expected to maintain its trend. The Town uses
estimates provided by the Arizona League of
Cities and Towns for its budget preparation.
The yellow line trends the economic
downturn from late 2008-2011. The impacts
on this revenue were significant for the Town
and the State.
The red line calculates a two-year decline of
5%. The reason for this to occur could be a
change in rates, revenue basis, income levels
or a natural or other event that effects
commerce activities
The graph (in millions) and charts show the
three forecast scenarios for the next 5 years.

The economic downturn of 2008-2011 was significant to the State shared TPT. This stress test shows
that this revenue is still vulnerable should this type of incident occur again.

Even though 2 years of 5% reduction are followed with 3 years of 5% growth, such an occurrence of
legislative action, state allocation, or an event that effects commerce activities would be detrimental to
the Town’s revenue stream.
Strategic Revenue Plan 2020
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HIGHWAY USER REVENUE
Arizona Department of Transportation
explains: “Arizona taxes motor fuels and
collects a variety of fees and charges
relating to the registration and operation of
motor vehicles on the public highways of the
state. These collections include gasoline
and use-fuel, motor-carrier and vehiclelicense taxes, motor vehicle registration fees
and other miscellaneous fees. These
revenues are deposited in the Arizona
Highway User Revenue Fund (HURF) and
are then distributed to the cities, towns and
counties and to the state highway fund.”
These taxes represent a primary source of
revenues available state-wide for roadway
construction, improvements and other
related expenditures. volatile of the three
The graph shows Town HURF revenue from
2003-2020 (in millions).

The risk assessment shows the HURF has medium volatility and is highly sensitive to legislative
actions, state allocation methods and the Town’s stagnant population compared to the rest of the state.
Overall, this revenue has a high-risk rating.
Legal restrictions on HURF revenue are to be used for
street construction, improvements and other related
expenditures.
The Town budgets HURF as part of the Town’s
“operating fund” and dedicates significant general fund
resources along with HURF for street construction,
improvements and other related expenditures.
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HIGHWAY USER REVENUE
The purple line is the forecast for FY2020 that
continues an upward trend. As economic
conditions are favorable for motor fuels, HURF
collections are expected to maintain this trend.
The Town uses estimates provided by the
Arizona League of Cities and Towns for its
budget preparation.
The yellow line trends the economic
downturn from late 2008-2011. Due to HURFs
sensitivity to economic conditions, the Town’s
share of was significant impacted.
The red line calculates a two-year decline of
5%. The reason for this to occur could be a
change in rates, revenue basis, legislative
action or state allocation, income levels or a
natural or other event that effects fuel
consumption.
The graph (in millions) and charts show the
three forecast scenarios for the next 5 years.

The economic downturn of 2008-2011 was significant to HURF. This stress test shows that HURF is
still vulnerable should this type of incident occur again.

Even though 2 years of 5% reduction are followed with 3 years of 5% growth, such an occurrence of
legislative action, state allocation, or an event that effects fuel consumption would be detrimental to the
Town’s revenue stream.
Strategic Revenue Plan 2020
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COURT FINES
Courts fines is by far the most volatile and
unpredictable of the Town’s revenues. This
revenue is collected by the Town’s Municipal
Court.
This revenue has ranged from $331 thousand
in 2004 to $1.9 million in 2016.
Court fines are a recurring revenue and is
available matched with Public safety costs,
for budget reporting.
Photo radar is included in this account but
impacts of that public safety program is not
exclusive to revenue. Photo radar also
reduces costs and is an integral component
of the Town’s public safety initiatives.
The graph shows the Court fines revenue
from 2003-2020 (in millions).

The risk assessment shows the nature of the collection of Court fines is highly volatile and has medium
sensitivity to legislative actions and recession, with low risks to state allocation methods and the Town’s
stagnant population. Overall, this revenue has a risk rating of medium.
There are no specific legislative or Town designations
imposed on these Court fines.
For budget reporting purposes, Court fines are
matched with Public safety expenditures.
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COURT FINES
The blue line is the forecast for FY2020 that
attempts to find a smoothing average for
revenue expectations. The inherited volatility
of this revenue is a reminder that there are
better methods to balancing a municipal
budget than with fines.
The yellow line trends the economic
downturn from late 2008-2011. Court fines
were dramatically impacted with the events of
2008-2011
The red line simulates a legislative action that
bans the use of photo enforcement for Arizona
municipalities. Since this document is focused
on the revenue side only, the costs for
additional patrol officers is not full captured in
this scenario.
The graph (in millions) and charts show the
three forecast scenarios for the next 5 years.

The economic downturn of 2008-2011 was significant to the State’s shared income tax revenue. This
stress test shows that this revenue is still vulnerable should this type of incident occur again.

This is not being presented as a solid number as this revenue account contains more than photo radar
related collections. The nominal amount not related would be reclassified to a non-major revenue
account. Banning of photo radar would affect more than just revenue. There could be more patrol
staffing costs and reduced processing costs (staffing and contractual). The total net is estimated near
the amount in the forecast below but needs to be fine-tuned.
Strategic Revenue Plan 2020
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BUILDING PERMITS
Total Building permit revenue tends to be
rather volatile yet has a reliable base.
Building permit revenue over $600,000 is
considered
a
non-recurring
revenue,
because once the specific construction
project is completed, that activity is done.
Construction is volatile and cyclical in the
Town. The majority of the Town’s
construction is for major projects, such as
resort development and renovations.
As the Town’s residential areas are being
“built out”, it is expected that a level of
construction will be maintained with remodels
and “scrape and build”.
The graph shows the Town’s Building permit
revenue and its allocation for recurring and
non-recurring purposes from 2003-2020
(in millions).

The risk assessment shows Building permit revenue being highly volatile, with low risk of being affected
from a state allocation or stagnant population; but has a medium risk of legislative action and changes
in income levels or recession. The overall risk rating is medium.
There are no specific legislative or Town designations
imposed on the use of Building permit revenue. All
amounts in excess of $600,000 are matched to nonrecurring expenditures each budget year.
Building permit revenues are for general use. Town
management budgets the first $600,000 revenue to be
available to provide funding for the recurring
governmental operations of the town and available to
supplement other programs where other funding may
have a temporary short fall, such as the Capital
Improvement Program.
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BUILDING PERMITS
The purple line represents the financial
forecast for FY2020 through FY2025. It
projects that construction levels will remain at
peak for the next few years. This will the level
off as major projects are completed. This
forecast does not specifically predict the
completion in FY2024, but in out years.
The yellow line emulates the trend of Building
permit revenue in the nation-wide economic
downturn that began in late 2008 with
construction resuming three years later.
The red line calculates a two-year decline of
5%. The reason for this to occur could be a
change in valuations, legislative action or an
event that effects local building.
The graph (in millions) and charts show the
three forecast scenarios for Building permit
revenue for the next five years.

The nation-wide economic downturn that began in late 2008, halted most major construction projects
in the state. The Town was fortunate that projects within the Town were not canceled but delayed with
construction resuming in 2012.

Even though two years of 5% reduction are followed with three years of 5% growth, such an occurrence
of a change in valuations, legislative action or an event that affects local building would slow the Town’s
revenue stream.
Strategic Revenue Plan 2020
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APPENDIX
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Developed by ASU’s Marvin Andrews Fellows
Alison Matthees, Rachel Hudgins, Taylor Reimann, and Aaron Robinson

Paradise Valley Revenue Risk Assessment
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• Analyze sustainability of Paradise Valley
revenue model via a risk analysis of
revenue streams
• Identify alternative ongoing revenue
options (e.g. benchmarking with similar
municipalities, researching alternatives)

Objectives

• Benchmark with comparable municipalities to
identify:
í Similarly situated residential
metropolitan suburbs
í Common revenue streams utilized
• Perform data analytics on Paradise Valley
revenue trends / forecasts to identify highrisk areas

Scope

The intent of the project is for Paradise Valley to identify and evaluate risks to its revenue streams in order to assist council and city
staff as they make policy and financial decisions for the town. Based on the analysis performed, the top risks facing Paradise
Valley’s revenue include: State Pre-emption / Legislative Action Risk, State-shared Revenue Modification / Reduction Risk,
Population Change / Census Risk, and Income / Recession Risk. These risks, as well as the volatility and materiality of various
revenue streams indicate that sales tax, particularly construction sales tax, as well as state shared revenue are at the highest risk
for future changes in revenue.

A number of potential threats to Paradise Valley’s revenue streams exist (e.g. the town has no annexable territory and is near
build-out). In June and July of 2018, ASU’s Marvin Andrews Fellows identified and analyzed key risks to Paradise Valley’s
revenue. Utilizing the top risks identified, the Fellows assessed the current and forecasted risk to Paradise Valley revenue streams
using qualitative and quantitative factors.

The Paradise Valley revenue model is based on: 1) Tourism (Special Use Permits and collection of bed tax) – accounts for 55% of
the Town’s operating revenue; 2) New construction sales tax and permit revenues – accounts for 13% of the Town’s operating
revenue; and 3) State-shared revenue. The Town of Paradise Valley does not have a primary or secondary property tax or any
commercial or industrial zoning-based sales tax.

Executive Summary

Paradise Valley Revenue Model – Research and Analysis
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The Revenue Risk Heat Map graphically displays potential risks to Paradise
Valley's revenue streams based on their likelihood of occurring and quantitative
impact if were to occur.

Purpose

Risk Name
Stagnant Population
Revenue Sharing Redistribution
Recession
State Pre-emption
Home Sharing Popularity
Reduced Construction
Resident / Council Priorities Change
Occupancy Rates Decrease
Autonomous Vehicles
Revenue Collection Inefficiencies
Severe Weather / Climate Events
Demographic Changes
Red Light Camera
Partnership Agreements
Misappropriation / Fraud

#
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15

Paradise Valley Revenue Risk Heat Map

Statement of Activities
General Revenue
Sales Tax**
Construction
Hospitality
Communications and Utilities
Retail Trade
Manufacturing, Finance, Insurance and
Other
Bed Tax
Franchise Tax
State Revenue Sharing
State Sales Tax Revenue Sharing
Auto Lieu Tax Revenue Sharing
Investment Income
Program Revenue
Fees, Fines and Charges for Service
Operating Grants and Contributions
Capital Grants and Contributions
Total Revenues
H
H
H
M
M
L
M
H
M
M
M
L
L
H
M
L

4,719,896
1,144,233
208,085
27,994,742

Significance / Materiality

17,151,386
4,327,639
5,287,561
957,578
2,082,847
441,528
721,164
3,701,739
1,056,547
1,703,256
1,277,675
548,523
185,141

Year Ended
June 30,
2017

Volatility

H
M
H

M
H
L
L
H
H
H
M
M
M
L
L
H

State Pre-emption /
Legislative Action Risk

M
L
L

M
L
L
M
M
M
L
M
L
H
M
M
L

State-shared Revenue
Modification / Reduction

L
L
L

L
L
L
L
L
L
L
L
L
H
M
M
L
L
L
L

M
+
L
M
L
L
M
L
L
H
M
L
L

Population Change /
Census Risk

Qualitative*

M
M
L

H
H
H
M
H
L
M
H
M
L
H
L
H

Revenue Risk Rating

M
L
L

M
L
L

L
M

H
M

H
M
L

L

L

M

M

M

L

L

L

L

L

M

M

L

L

H

H

M

H

H

Calculated Risk Rating (H,
M, L)

Quantitative*
Income / Recession Risk

The Revenue Risk Assessment qualitatively and quantitatively evaluates the vulnerability Paradise Valley's revenue streams.

Purpose

Paradise Valley Revenue Risk Assessment

Overall Risk Rating (May
be manually adjusted)
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$3DUDGLVH9DOOH\5HYHQXH5LVN$VVHVVPHQW6HW8S
'DWD6RXUFHV
3DUDGLVH9DOOH\&RPSUHKHQVLYH$QQXDO)LQDQFLDO5HSRUW 6WDWHPHQWRI$FWLYLWLHV IRU)LVFDO<HDUVHQGLQJ-XQHWKDQG
5LVN$VVHVVPHQW5DQNLQJ&ULWHULD
(DFKUHYHQXHVWUHDPLVHYDOXDWHGDQGUDQNHGDV+LJK0HGLXPRU/RZULVNIRUWKHTXDQWLWDWLYHDQGTXDOLWDWLYHFULWHULDRXWOLQHGEHORZ(DFK
LQGLYLGXDOFULWHULDZLOOEHFRPELQHGWRJHQHUDWHDFDOFXODWHGVFRUHXVHGDVDSUHOLPLQDU\LQGLFDWRURIULVNDVVRFLDWHGZLWKWKDWUHYHQXHVWUHDP7KLV
FDOFXODWHGULVNUDWLQJLVMXVWDVWDUWLQJSRLQWMXGJPHQWPD\EHDSSOLHGWRGHWHUPLQHWKHILQDOUDWLQJ5HIHUWRWDE%5LVN$VVHVVPHQW&DOFXODWLRQV
IRUWKHWKUHVKROGVXWLOL]HGWRTXDQWLI\WKHFDOFXODWHGULVNUDWLQJ
4XDQWLWDWLYH
6LJQLILFDQFH0DWHULDOLW\ 'HILQHGDVWKHLPSRUWDQFHRIWKHLQGLYLGXDOUHYHQXHVRXUFHDVDSHUFHQWDJHRIWRWDOUHYHQXH7KHKLJKHUWKH
PDWHULDOLW\WKHODUJHULPSDFWRQWKHFLW\ VILQDQFLDOVWDWXV6LJQLILFDQFHDQGPDWHULDOLW\LVDVVHVVHGDVQRWHGEHORZ
DQGWKHVHULVNDVVHVVPHQWDVVXPSWLRQVPD\EHPRGLILHGRQWKH%5LVN$VVHVVPHQW$VVXPSWLRQVWDE
+LJKRIWRWDOUHYHQXH
0HGLXP!DQGRIWRWDOUHYHQXH
/RZRIWRWDOUHYHQXH
9RODWLOLW\
'HILQHGDVWKHKLVWRULFSHULRGRYHUSHULRGFKDQJHLQWKHUHYHQXHVRXUFHLQGLFDWLQJWKHHDVHZLWKZKLFKLWFDQEH
UHOLHGXSRQPRQLWRUHGDQGIRUHFDVWHG7KHJUHDWHUWKHGHJUHHRIFKDQJH\HDURYHU\HDUWKHOHVVSUHGLFWDELOLW\
IRUWKHUHYHQXHVRXUFH9RODWLOLW\LVDVVHVVHGDVQRWHGEHORZDQGWKHVHULVNDVVHVVPHQWDVVXPSWLRQVPD\EH
PRGLILHGRQWKH%5LVN$VVHVVPHQW$VVXPSWLRQVWDE
+LJKIOXFWXDWLRQ\HDURYHU\HDU
0HGLXP!DQGIOXFWXDWLRQ\HDURYHU\HDU
/RZIOXFWXDWLRQ\HDURYHU\HDU
4XDOLWDWLYH 7RSIRXUULVNVLGHQWLILHGYLDKHDWPDS
6WDWH3UHHPSWLRQ
/HJLVODWLYH$FWLRQ5LVN

'HILQHGDVWKHULVNRIVWDWHOHYHOOHJLVODWLRQQHJDWLYHO\LPSDFWLQJUHYHQXHVRXUFHVXVHGE\WKHFLW\4XHVWLRQVWR
FRQVLGHUDURXQGWKLVULVNLQFOXGH
&RXOGWKLVUHYHQXHVWUHDPEHLPSDFWHGE\VWDWHSUHHPSWLRQ"
+DVWKHVWDWHKLVWRULFDOO\FKDQJHGOHJLVODWLRQDURXQGWKLVUHYHQXHDUHD"
$UHWKHUHDQ\SROLWLFDOO\KRWWRSLFVDURXQGWKLVUHYHQXHVWUHDP"
7KHPRUH\HVDQVZHUVWRWKHTXHVWLRQVDERYHWKHKLJKHUWKHGHJUHHRIVWDWHSUHHPSWLRQRUOHJLVODWLYHDFWLRQULVN
6WDWHVKDUHG5HYHQXH 'HILQHGDVWKHULVNRIWKHVWDWHPRGLI\LQJLQWHUJRYHUQPHQWDOUHYHQXHVKDULQJFDOFXODWLRQVRUGLVWULEXWLRQV4XHVWLRQV
0RGLILFDWLRQ5HGXFWLRQ WRFRQVLGHUDURXQGWKLVULVNLQFOXGH
5LVN
,VWKHGLVWULEXWLRQRIWKLVUHYHQXHVRXUFHGLFWDWHGE\JRYHUQPHQWRXWVLGHRIWKHFLW\OHYHO"
$UHPRGLILFDWLRQVWRWKHUHYHQXHIRUPXODDURXQGWKLVDUHDIUHTXHQW"
+DYHWHFKQRORJLFDOHQYLURQPHQWDORUVRFLDOIDFWRUVFKDQJHGVLJQLILFDQWO\DURXQGWKLVDUHDLQGLFDWLQJDIXWXUH
FKDQJHPLJKWEHIRUWKFRPLQJ"
7KHPRUH\HVDQVZHUVWRWKHTXHVWLRQVDERYHWKHKLJKHUWKHGHJUHHRIVWDWHSUHHPSWLRQRUOHJLVODWLYHDFWLRQULVN
3RSXODWLRQ&KDQJH
'HILQHGDVWKHULVNRI9DOOH\DUHDSRSXODWLRQFKDQJHVQHJDWLYHO\LPSDFWLQJUHYHQXHVRXUFHVXVHGE\WKHFLW\
&HQVXV5LVN
4XHVWLRQVWRFRQVLGHUDURXQGWKLVULVNLQFOXGH
,VWKHFLW\SRSXODWLRQWUHQGLQJRUIRUHFDVWHGWRUHPDLQVWHDG\RUGHFUHDVH"
$UHRWKHUFLWLHVLQWKHVDPHVWDWHVKDUHGUHYHQXHSRRO JURZLQJDWDIDVWHUUDWHWKDQWKHFLW\"
7KHPRUH\HVDQVZHUVWRWKHTXHVWLRQVDERYHWKHKLJKHUWKHGHJUHHRIVWDWHSUHHPSWLRQRUOHJLVODWLYHDFWLRQULVN
,QFRPH5HFHVVLRQ5LVN'HILQHGDVWKHULVNRIDILQDQFLDOUHFHVVLRQRUFKDQJLQJWDVWHVQHJDWLYHO\LPSDFWLQJFXUUHQWO\VWDEOHUHYHQXHVRXUFHV
XVHGE\WKHFLW\
+DYHSULRUILQDQFLDOGRZQWXUQVKDGDVLJQLILFDQWQHJDWLYHLPSDFWRQWKHFLW\ VUHYHQXH"
,VWKLVUHYHQXHVRXUFHVHQVLWLYHWRFKDQJHVLQUHWDLOFRQVXPHUSUHIHUHQFHVRUUHVLGHQWLQFRPHV"
+DVUHFRYHU\IURPSULRUILQDQFLDOGRZQWXUQVWDNHQDVLJQLILFDQWDPRXQWRIWLPH"
7KHPRUH\HVDQVZHUVWRWKHTXHVWLRQVDERYHWKHKLJKHUWKHGHJUHHRIVWDWHSUHHPSWLRQRUOHJLVODWLYHDFWLRQULVN
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/RZ7KUHVKROG

+LJK7KUHVKROG




/RZ7KUHVKROG

+LJK7KUHVKROG




/RZ7KUHVKROG

&DOFXODWHG5LVN5DQNLQJRI:HLJKWHG$YHUDJH5LVN6FRUHV
+LJK7KUHVKROG

9RODWLOLW\ +LVWRULFDQG)RUHFDVWHG

5HYHQXH0DWHULDOLW\

 ZHLJKWHGDYHUDJHULVNVFRUH

! ZHLJKWHGDYHUDJHULVNVFRUH
!DQGZHLJKWHGDYHUDJHULVNVFRUH

 IOXFWXDWLRQ\HDURYHU\HDU

! IOXFWXDWLRQ\HDURYHU\HDU
!DQGIOXFWXDWLRQ\HDURYHU\HDU

 RI7RWDO5HYHQXH

! RI7RWDO5HYHQXH
!DQGRI7RWDO5HYHQXH

%5LVN$VVHVVPHQW0DWHULDOLW\DQG9RODWLOLW\&DOFXODWLRQV

/RZ

0HGLXP

+LJK

/RZ

0HGLXP

+LJK

/RZ



*UHDWHU7KDQ


+LJK
0HGLXP

2U/HVV





5DQJH



6WDWHPHQWRI$FWLYLWLHV)<$FWXDO
7RWDO5HYHQXH
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5HYHQXH6KDULQJ
5HGLVWULEXWLRQ
5HFHVVLRQ
6WDWH3UHHPSWLRQ

+RPH6KDULQJ3RSXODULW\

5HGXFHG&RQVWUXFWLRQ

5HVLGHQW&RXQFLO3ULRULWLHV
&KDQJH
2FFXSDQF\5DWHV'HFUHDVH
$XWRQRPRXV9HKLFOHV
5HYHQXH&ROOHFWLRQ
,QHIILFLHQFLHV
6HYHUH:HDWKHU&OLPDWH
(YHQWV
'HPRJUDSKLF&KDQJHV












5HG/LJKW&DPHUD

3DUWQHUVKLS$JUHHPHQWV

0LVDSSURSULDWLRQ)UDXG















5LVN1DPH
6WDJQDQW3RSXODWLRQ




'HPRJUDSKLFFKDQJHVLQWKHFLW\UHVXOWVLQGLIIHULQJRULQFUHDVHGGHPDQGIRUVHUYLFHVUHTXLULQJ
DGGLWLRQDOUHYHQXHVRXUFHV
/HJLVODWLRQFRXOGFKDQJHUHJDUGLQJUHGOLJKWFDPHUDVUHVXOWLQJLQDPRGLILFDWLRQLQSXEOLFVDIHW\
UHYHQXH
3DUWQHUVKLSDJUHHPHQWVZLWKVHUYLFHSDUWQHUV ZDWHUVHZHUHWF PD\EHPRGLILHGRUFDQFHOOHG
UHVXOWLQJLQWKHQHHGIRULQFUHDVHGUHYHQXH
(PSOR\HHPLVDSSURSULDWLRQRIIXQGVIUDXGRUFROOXVLRQLPSDFWVFLW\UHYHQXH

$QDWXUDOHYHQWRUFOLPDWHFKDQJHGHFUHDVHVWKHSRSXODULW\RIWKHFLW\DVDWRXULVWGHVWLQDWLRQ

,QFUHDVHGKRWHOURRPVZLWKLQFLW\ERXQGDULHVGHFUHDVHWKHFLW\ VKRWHORFFXSDQF\UDWH
6HOIGULYLQJFDUVFDUVKDULQJFRXOGUHGXFHDXWRVKDUHGUHYHQXH
,QHIILFLHQFLHVLQUHYHQXHFROOHFWLRQPLVDOLJQPHQWEHWZHHQVHWIHHVDQGELOOLQJSUDFWLFHV

/RFDOSULRULWLHVVKLIWYRWHUVDQGFRPPXQLW\OHDGHUVSXUVXHFKDQJHVLQUHYHQXHVWUXFWXUH

















5LVN'HWDLO
/LNHOLKRRG
7KHFLW\ VSRSXODWLRQGRHVQRWJURZDVIDVWDVRWKHUDUHDFLWLHVDFFRXQWLQJIRUDUHGXFHGSHUFHQWDJH

RIVWDWHSRSXODWLRQDQGUHVXOWLQJLQDVPDOOHUVKDUHRIVWDWHVKDUHGUHYHQXH
6WDWHOHJLVODWLYHDFWLRQPRGLILHVUHYHQXHVKDULQJIRUPXODVRUFDOFXODWLRQVUHVXOWLQJLQUHGXFHG

UHYHQXHIRUWKHFLW\
$UHFHVVLRQQHJDWLYHO\LPSDFWVKRWHORFFXSDQF\UHGXFLQJDPDMRUUHYHQXHVRXUFH

6WDWHOHJLVODWLYHDFWLRQUHPRYHVRUVLJQLILFDQWO\DOWHUVRQHRIWKHFLW\ VUHYHQXHVRXUFHVRUDVWDWH

VKDUHGUHYHQXHVRXUFHVFROOHFWLRQUHVXOWLQJLQUHGXFHGUHYHQXHIRUWKHFLW\
5LVLQJLQWHUHVWLQKRPHVKDULQJ HJ$LU%Q%+RPH$ZD\ OHDGVWRDGHFUHDVHRFFXSDQF\UDWHVLQ

UHVRUWVDQGGHFUHDVHGEHGWD[
&RQVWUXFWLRQLQWKHFLW\VORZVQHJDWLYHO\LPSDFWLQJWKHSHUPLWWLQJDQGIHHVUHYHQXHFROOHFWHGIURPLW


5LVN$Q\LWHPZKLFKFRXOGQHJDWLYHO\LPSDFWRQHRUPRUHRIWKHFLW\ VUHYHQXHVWUHDPV
/LNHOLKRRG5DWHGRQDVFDOHOLNHOLKRRGLVWKHSUREDELOLW\RIWKHULVNRFFXUULQJ
,PSDFW5DWHGRQDVFDOHLPSDFWLVWKHPDJQLWXGHRIWKHQHJDWLYHHIIHFWRQWKHFLW\ VUHYHQXHLIWKHULVNGRHVRFFXU

$SSOLFDEOH'HILQLWLRQV


























,PSDFW



























7RWDO


7KHIROORZLQJOLVWRIULVNVUHSUHVHQWVSRWHQWLDOQHJDWLYHLPSDFWVRQ3DUDGLVH9DOOH\ VUHYHQXHVWUHDPV7KLVUDQJHRIULVNVVKRXOGEHFRQVLGHUHGLQIRUHFDVWLQJUHYHQXHVDQG
HVWDEOLVKLQJUHYHQXHUHODWHGSROLFLHVDQGSURFHGXUHV

6XPPDU\

&3DUDGLVH9DOOH\5HYHQXH5LVN5DQNLQJV

MITIGATING ACTIONS
The chart below is from page 15 in the Summary Section identifies some possible mitigation actions
that could be taken on the expenditure side, should revenues decline to the extent in the stress test.
This chart is shown here as a quick reference guide.
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