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Six-Year Revenue Forecast

INTRODUCTION AND OVERVIEW

Revenue forecasts have been prepared for the General Fund by revenue category. Consistent
with city financial policies, forecasts have been prepared for a medium (or base) forecast, a
high forecast, and a low forecast. The medium forecasts reflects an analysis of city revenue
trends against a moderate range of economic assumptions, while the high forecast reflects
more optimistic forecast assumptions and the low is based on more pessimistic forecast
assumptions.

The high forecast reflects the forecasts of the Washington State Economic and Revenue
Forecast Council adjusted to reflect local conditions. The Forecast Council is responsible for
preparing the official financial forecasts for the State of Washington. This state level forecast
assumes a relatively robust recovery in the state, generally resuming by 2011 state revenue
flows that were generated at the peak of economic activity in 2008 (State Fiscal Year) before
the advent of the great recession in the fall of calendar 2008 year. This set of assumptions
reflect past experience in several recessions where recovery was achieved within three years of
the previous peak of activity (which was for this state, 2008)

The medium forecast reflects a more cautious view of the ability of governmental revenues to
rebound after this recession. This view anticipates that the depth of this recession will require
a longer time frame for recovery, reaching the previous peak five years later, rather than three
as assumed by the state. The medium forecasts apply economic perspectives that have been
expressed by the Rockefeller Institute, the Public Policy Institute of the State University of New
York.

The low forecast reflects more stagnant economic conditions with a very slow recovery from
the current recession. While these assumptions take a much more conservative view than the
other forecasts, it does not reflect a worse case set of assumptions that would be reflected in
what economists refer to as a “double dip” recession. Such a forecast would anticipate another
substantial decline in important revenues such as the sales tax, rather than a stagnate pattern
of a prolonged period of little or no growth as reflected in the low forecast.

While the base of assumptions applied in these forecasts are derived from alternative economic
forecasts and assumptions at the state and national levels, the assumptions related to these
forecasts must be adapted to local conditions. This adaptation is made primarily on the basis of
the analysis contained in the mid year financial report. As noted there, the city is heavily
dependent on sales tax to support city services. Variations in this revenue, account for most of
the current adverse fiscal conditions that the city is experiencing. As such, the forecast
methodology presented here is focused on anticipating how these revenues might change over
the next several years in response to the various economic scenarios described above.
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This is the initial forecast of the 2011-2012 Biennial Budget Process. The first two years of the
medium forecast will be used as the revenue estimates for the budget. The initial forecast will
be reevaluated and revised throughout the budget process as new information becomes
available. All forecast data is in nominal dollars (i.e. including inflation).

FORECAST METHODOLOGY

Sales Tax

Sales Tax Trends

Sales tax is the major driver of the City of Lynnwood'’s financial fortune. The relationship
between these revenues and total City revenues is portrayed on Figure 1. As shown, sales tax
revenue has dramatically fallen since reaching a peak in 2007. Between 2007 and 2009 the City
lost more than $5.5 million in sales tax revenues, a drop of almost a quarter of sales tax
revenues. To regain the 2007 peak, sales taxes would need to grow by a third. The drop in
sales tax revenues created a loss in total revenue of over $2 millions, in spite of a $2 million
growth in other revenue categories.

Figure 1
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Figure 2
Retail Sales Activity by Sector, Lynnwood 2006 to 2009
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Total Total Taxable Sales Activity Trends by Area 2004 to 2009
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Figure 2 shows that sales tax losses during this period occurred in all revenue categories. Most
notably in all sectors the city is most dependent on.' Figure 3 shows that not only was the drop
in taxable sales activity in Lynnwood greater than the city’s immediate market area, the county,
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and the state, but the city’s taxable sales growth was slower than these areas prior to the
advent of the recession.

Figure 4

Percent of Total Sales Tax Revenues from New Construction
2009 by Area
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The above graphs and other graphs presented in the mid-year financial report, note the

following key points for anticipating further sales tax growth as economic conditions improve.

e In 2009, mall related taxable sales activity (in apparel and accessories, and general

merchandise—including department stores) constituted 28% of taxable sales activity,
which is significantly higher than the state average of 13% and the county average of

17%.
e Lynnwood is losing market share in mall oriented retail (apparel and general

merchandise) both in the long term (2004) and in the recession (since 2007). This lost is
both in SW Snohomish County and more dramatically as a share of the entire county.

This suggests that since 2002, a large amount of mall oriented activity has shifted to
northern Snohomish County.

e Automotive sales (16% of Lynnwood taxable sales activity) have responded to the
recession very similarly from place to place.

e The taxable sales sector quickest to rebound in a recession is construction. Construction
makes up a low percent of total taxable sales in Lynnwood; about 10% (10% in 2004 and
7% in 2007 dropping to 5.7% in 2009) in a good year compared to 20-25% in most other
cities (21% statewide in 2007). Figure 4 presents the percent of total sales tax revenue

in a poor year, 2009. Since Lynnwood has a low portion of its revenue in the

construction sector this will result in a much slower recovery then the state and other

areas with larger construction activities.

0 Law & Justice sales tax should rebound sooner since the tax base is countywide
and includes more new construction. However, this is offset by a slower rate of

population growth in Lynnwood than the county as a whole.
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e Figure 3 indicates that relative to 2004, the sales activity is almost 20% less than the
state level. This gap indicates that in a recovery, the city has more ground to cover than
the state. Taxable sales in Lynnwood must grow almost twice as much to regain the
20077 level of activity (28.5% compared to 15.7%).

e While the market share of the City of Lynnwood in all types of taxable sales activity has
slipped since 2004, in general and during the recession in particular, the city does have
the built capacity to eventually achieve its past peak of activity (and probably beyond).

Given these observations, this forecast reflects the following assumptions; it is very probable
that the recovery of sales tax revenues in the city will lag well behind sales tax growth of the
state and many other areas, irrespective of the forecast.> Nonetheless, city taxable sales
activity should reach its 2007 previous peak. Once at the peak, sales taxes should resume a rate
of growth similar to its growth prior to the recession.

Sales Tax Forecasts by Others
There are a wide range of forecasts for fiscal recovery from the economic recession.

The Washington State Economic and Revenue Forecast Council is forecasting a brisk recovery of
sales tax revenues, returning to their peak collection in 2008 by 2012; with a 9.7% increase in
2011 from 2012. This reflects the point of view that the recession in Washington will follow the
patterns of other recessions and will recover to its previous peak in 3 years after the peak. The
sales tax forecasted by the council is portrayed on Figure 5.*
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Figure 5
Washinton State Forecast Council
Forecast of State Taxable Sales
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Other local governmental fiscal experts forecast a much slower recovery, especially in sales tax
revenues. These experts note that this recession is deeper than most, most closely resembling,
but even deeper then the 1980 recession, which took up to five years for recovery. This is
illustrated in Figure 6, taken from: “Recession or No Recession, State Tax Revenues Remain
Negative Another Double-Digit Decline in Third Quarter 2009; Weakness Extends to End of
Year,” by Lucy Dadayan and Donald J. Boyd of the Rockefeller Institute January 2010.

As Donald J. Boyd, Senior Fellow Rockefeller Institute The Public Policy Institute of the State
University of New York has noted:

“Most economists expect slow economic recovery. Consumption recovery is likely to be
modest given housing overhang, auto oversupply, efforts by consumers to rebuild
balance sheets.” September 2009

“State fiscal troubles far from over. In “normal” recovery tax revenue can take 3-5 years
to reattain prior peak. In slow-growth economic recovery, fiscal recovery will take longer
still.” January 28, 2010
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Figure 6

Figure 6. Real Retail Sales — A Sales Tax Driver — Were Hit Hard
Real Retail Sales in Szlected Recessions
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Sources: Cleveland Federal Resenve Bank (pre-1990 refail sales), Census Bursau (19590+}, and Bursau of Labor Statestics (CP1)

Application of Sales Tax Forecasts

The City of Lynnwood forecast applies the assumptions of the Washington State Economic and
Revenue Forecast Council adapted by the assumptions noted above for Lynnwood for the High
Forecast. However, instead of sales tax revenues reaching the 2007 peak in 2012 as forecasted
by the Forecast Council For the State, the Lynnwood forecast anticipates a lag between sales
activity in the City and the state, with the City reaching its peak in late 2014.

The medium forecast applies the perspectives of the Rockefeller Institute applied through the
Lynnwood assumptions, which lags behind the recovery of revenues that the Institute
anticipates for states nationwide. Under these assumptions, Lynnwood reaches its previous
peak in 2016.

The low forecast does not apply any particular forecast methodology, but reflects the general
fear that the economy will be very slow in recovering—experiencing a prolonged period of
stagnation. The Lynnwood low sales tax forecast anticipates very low rates of growth through
the next biennium, gradually picking up thereafter, but still at relatively low growth rates as
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compared to the other forecasts. City sales activity does not reach the previous peak through

the forecast period.

The alternative sales tax forecasts are presented in figure 7.

Figure 7
Sales Tax Forecast
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Property Taxes

General Property Tax

As compared to sales taxes, forecasting property taxes is more straight-forward. In Washington
law there are two legal limits on the amount of sales taxes the city can levy. Property taxes
cannot exceed $3.10 per thousand of Assessed Value. The current tax rate of the city is 1.504,
well under this limit. The second limit restricts the amount the city can levy with a council vote
to 1% above the amount of the previous levy plus the value of new construction. Since the city
assessed value would have dropped by more than half for the first limit to apply, the second
limit is the operative one for the general levy. Here, the two significant variables are whether

10
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the council will apply the 1% and the value of new construction. All of the forecasts assume the
1% each year.

The value of new construction added to the assessed value has been very low in the county
during the recession. The 2008 value applied in the 2009 tax rolls was only 0.368% of the
assessed value (this means the taxes levied in the city increased by only 0.368% between 2008
and 2009 due to new construction). In the next year, 2009 for 2010 taxes, the amount was only
slightly higher 0.545%. The high forecast uses the 2008 for 2009 taxes and increases this
amount in subsequent years by the State Forecast Council forecast of housing starts for each
year. The medium forecast starts with the rate of 2009 for 2010 and applies the Forecast
Council forecast for construction (which is a decline in 2011), but forecasts a pick up of housing
starts in 2013. The low forecast maintains the lower forecast of construction activity though
the forecast.

EMS Levy

The EMS levy is also a property tax. But unlike the general property tax, the tax will be at its
limit of $.50 per thousand assessed value in the 2009 for 2010 tax roll. This means the levy will
be limited by the amount of assessed value. The collapse of the housing market has caused
assessed value to drop. Recently the city received new valuations of its property from the
County assessor. These values dropped by 20%. Applying this factor to the assessed value of
the city would cause the EMS levy to fall by 20% in 2011. It is generally assumed that these
values will stop free falling in 2012 and resume at least a bit of growth. As long as the assessed
value increases by at least 1% each year after 2011, the EMS levy will follow the increases of the
general property tax after 2012. Consequently, each forecast applies the general property tax
increases to the EMS levy after 2011.

Utility Taxes

The utility tax is a relatively stable tax compared to the sales tax. While the general economy
does affect receipts, the City has little history on this tax to gage its performance under varying
economic conditions. In the long run, the utility tax tends to be driven strongest by population
and to a lesser extent by general business growth. It also tends to increase with inflation as
utilities increase their rates to keep pace with their costs.® The revenue from these taxes is
then increased by assumptions regarding inflation and population growth. Population is
forecasted at the rate that would be needed to achieve the GMA growth allocation to the city
between 2010 and 2025 (1.45% per year). The medium forecast applies the rate of growth that
occurred over the last decade (0.66 percent). The low forecast applies a lower rate of half the
current growth rate (0.33 Percent). Assumed inflation rates are noted in the table below under
Inflation Driven Revenues.’

11
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Admission and Gambling Taxes

Admission taxes are forecasted at varying rates based on past trends. Gambling taxes are
forecasted on the basis of population growth described above under utility taxes.

Other Revenues
Other revenues tend to be driven by a variety of factors

e Revenues such as fees for development permits, increase or decline with changes in
construction and development.

e Revenues such as fees for recreational services tend to increase with population and are
often increased to keep pace with inflation.

e Revenues such as charges for rents tend to be consistent from year to year changing
only to keep pace with inflation.

e Finally, some revenues are somewhat independent of socio economic conditions and
tend to change with factors somewhat unique to them.

Development Related Revenues

Building permits, found in Non-Business Licenses under Licenses and Permits, are a prime
example of development related revenues. Other planning related permits are found in
Economic Environment and Utilities and Environment under Charges for Services. These
permits tend to rise with development activity and fall when development activity drops. There
are a wide variety of these permits ranging from building permits to zoning variances. Since
these permits tend to be required at different stages of the development process they
somewhat vary as to when they are generated. Some of these revenues tend to be early in the
development process while others are later in the process. Some can linger in the pipeline, well
after the development climate sours. During this recession, Lynnwood has experienced this
trend.

Although, when in the development process the revenue generated varies among the types of
permits, these differences tend to average out during the development cycle. Revenue from
these permits are based on construction related factors forecasted by the Washington State
Economic and Revenue Forecast Council. The medium forecast starts with the rate of 2009 for
2010 and applies the Forecast Council forecast for construction (which is a decline in 2011)
picking up the forecast of housing starts in 2013. The low forecast maintains the lower forecast
of construction activity.

As illustrated by Figure 8, this category of revenue has the most contrast between forecasts.
Since the high forecast applies the assumptions of the State Forecast Council that anticipates a

12
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relatively early recovery, this forecast assumes a resumption of a high level of development
activity reflecting general state economic growth. While such increased number of permits will
generate more revenues, this activity will also increase expenses to provide the related increase
in services. In contrast to the high forecast, the other two forecasts reflect economic
assumptions that will tend to defer a resumption of construction activity, even declining
through the next biennium.

Figure 8

Revenues in Major Development Related Permits
(Sum of Categories Dominated by Development Permits)
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Population Related Revenues

A number of fee based revenues respond to population growth, more people generate more
demand for services and thus more revenue. Usually these fees are periodically adjusted to
keep pace with inflation. The population growth factors used to forecast these revenues are
listed above under Utility Taxes. Recreation fees (Culture and Recreation) are a prime example.
Other fees in this category include:

e The Security of Persons and Property consisting of jail and related incarceration
activities and recently emergency services transport fees (this new source of income
accounted for 70% of this category during the first half of 2010.)

e State Shared Revenues are liquor profits and taxes collected by the state and are shared
among cities on the basis of population.?

e Grants vary substantially from year to year and are difficult to rely on for long range
planning. This forecast estimates future revenues on the basis of population growth

13
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since there tends to be a loose relationship between size of city and its ability to secure
grants. To err on the conservative side for this irregular revenue, inflation has not been
applied.

While many of the charges for services are population driven, the general category has changed
dramatically in recent years due to a variety of factors, as noted on figure 10.

Figure 9

Charges For Services
6,000,000
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opening of Recreation Center
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4,000,000
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3,000,000 ——Low
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2,000,000
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1,000,000
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Court fees are also an example of a population driven revenue. The more people the more
infractions. However, these revenues are more driven by population growth in the general
region. The growth rate needed (1.7% per year) by all the urban growth areas of the county to
meet the population allocation is used for the high forecast. Similarly, the somewhat lower
growth rate (1.5%) to meet the allocation to the Southwest Urban Growth Area is used for the
median forecast. Just the City of Lynnwood growth rate is used for the low forecast. The
medium forecast for the photo red and school zone enforcement program also assumes that
the number of infractions will decline over time to reach 75% of the volume in 2016; 70% for
the low and 80% for the high. Between 2010 and 2011 there is a drop in revenue in this
category reflecting a reduction in enforcement hours enacted by the council in July.

Inflation Driven Revenues

14



N =

O 00 N O U B~

10
11
12

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

July 20, 2010 City of Lynnwood Six-Year Financial Forecast

Some revenues are driven primarily by inflation. The inflation rates used in this
analysis are presented below.

Inflation rates 2011 2012 2013 2014 2015 2016
Low 0.5% 1.4% 1.5% 1.0% 1.0% 1.0%
Medium 0.7% 1.6% 2.1% 2.1% 2.1% 2.1%
High 2.0% 2.5% 2.5% 2.5% 2.5% 2.5%

Medium is based on Washington State Forecast Council forecast of Seattle Consumer price index.

High and low are estimated around this forecast for contrast.

General governmental services (under Charges for Services) currently consist of charges for
custodial services to the library. Occasionally other charges may be added but these have
generated only a minor amount of revenues. It is assumed that the current contract will
dominate this category but will be adjusted to keep pace with inflation.

Interfund service charges (under Charges for Services) are costs charged to other funds for
services provided by the general fund. These are assumed to keep pace with inflation.

Other Revenues

The remaining revenue categories are not easily forecasted. However, since they comprise only
a small share of total revenues, varying estimates do not materially affect the overall results of
the forecast. Consequently not a great deal of time needs to be spent analyzing these revenues
and they can be approximated appropriately by using past trends or similar basic statistical
techniques.

Business licenses are driven by complex business environment considerations that in Lynnwood
are not closely related to population growth. Various periods of activity have been used to
estimate trends in this category; the medium is based on the trend from 2006 to 2009.

There are a variety of intergovernmental service fees that are provided by the City of Lynnwood. These
are forecasted on the basis of trending different periods of time to produce a high, low and
median change of growth.

Under miscellaneous revenues, there are a variety of rents that are forecasted at current rates
adjusted for inflation.

Sales Tax Mitigation (under Intergovernmental Revenue—State Shared) is provided to the City
to compensate for the loss of sales tax revenue due to changing the recording of the sales tax
from the point of purchase to the point of delivery. This revenue source is intended to
gradually fade away (in theory replaced by the growth of internet sales tax revenue). While the
amount the city gets is determined by a complex formula, this formula and the related data

15
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inputs are not readily understood. What is clear is the revenues will be phasing out and the
forecast assumes this phases out at different rates (75% per year for the low forecast, 50% per
year —the current rate—for the medium, and 25% for the high). The PUD privilege tax is also
under Intergovernmental Revenue—State Shared, it grows consistently from year to year and is
forecasted by a trend line.

16
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FORECAST RESULTS.

Table 1 below presents the summary of the forecasts. A more detail presentation follows the
analysis below in tables 2 through 4.

Tahle 1
Surnmary of Forecasts
2010

2009 Estimate 2011 2012 2013 2014 2015 2016
Low Forecast
Property Taxes 707325 FA186RR4 0 74041740 T 490683 T AVE20Z 0 FRREFAR 0 7 FAREZT 0 7 846 944
Sales Tanes 14393803 | 142657 065 | 14 257 065 | 14 399 635 14 B15 630 15064 099 15814 982 | 16,591 802
Utility Taxes 1977291 4014532 47209093 4802368 0 4836115 4957 487 | 5029933 5,103 521
Other Taxes 720 476 7R 448 77 A00 809 824 844 102 Be0,212 918 087 957 814
Licenses 1802636 0 1920660 1814823 | 1844170 1930055 23202614 25254838 | 2697 375
Intergovernmental 18590490 0 1746066 0 1395GB8F 13876800 137959300 1398040 0 1416293 0 1434 741
Charges for Services 38e0209 0 4017782 4454461 0 449784 45737830 47132080 4815001 0 4904 553
Fines and Forfeits 4733938 58971000 48477080 4R/15430 0 46283190 46438710 4RI 526 4 G5 285
Miscellaneous E51,308 520 B85 E76,358 Ga0 554 B85 166 B97 705 709,109 720 BO8
EMS Lewy 2371287 309496 24759330 2804851 2534127 0 25637360 Z2A93E00 0 2623004
Grand Total 39668 762 435335928 42831700 430269089 A3 RA8 479 A4 877 717 4B 258 480 | 47 A6R 32T
Percent of Medium 05.8% O7.9% 95.1% 05.6% 95.4% 95.1%
Armount of Difference from
hedium 524 8912) (920173 (1749443 (2041988 (22213687 (2468517)
Mediurm Forecast
Property Taxes 7207325 F2186E4 0 T AI8811 0 FAR20329 0 TEZIZ2IE 0 FFATAE0 0 T HE3IIZGZ 70940482
Sales Taxes 14393803 | 142657 065 | 14 470921 14905048 15441 B30 16182828 17 017 862 | 17 916 404
Ltility Taxes 1977201 404532 4741487 | 4833111 4945044 0 5061768 5180667 | 5302724
Other Taxes 720 476 TR 448 791 512 8336 581 881 B57 926 739 971828 | 1016922
Licenses 1802636 0 1920669 | 1882205 | 1974142 2386064 2R30082 2818779 | 2970718
Intergovernmental 18590490 0 1746066 0 1464287 1441614 0 1419883 0 1454783 14590561 1627 243
Charges for Serices 3BE02089 0 4017 7820 44830175 0 4493827 4806247 0 4969159 0 5116995 A 266364
Fines and Forfeits 4733938 5897100 0 48903015 4R47228 0 4BE2905 0 46786860 AB94 5720 4710564
Miscellaneous E51,308 520 B85 E78 223 RaAH 469 ES6 200 708 337 721 050 734 189
EMS Lewy 2371287 3094 M6 247559330 28008130 2544157 2578971 0 ZR14261 0 2650034
Grand Total 39558 762 43533928 43356612 | 43947 162 | 45 407 923 A6 919704 | 48 450 BE7 | 40,025 544
High Farecast
Propery Taxes 7207326 T7a186RE4 | 7433449 0 FAR0033 0 THREE 447 FFEA AT 7910873 8034 946
Sales Taxes 142392803 | 14257 065 | 14948522 16,1028 538 17,104,108 | 18,161,208 | 19 283 640 | 20475 443
Liility Tanes 1877291 4014532 4790445 0 4956944 0 H127B71 0 6306869 | 54090792 | 5 RAZ 701
Other Taxes 720476 Fd6 448 818,256 8958 103 OEE M2 | 1085706 0 1195629 0 1,317 055
Licenses 1802636 0 1920669 23580866 | 316E441 0 3539934 0 3816731 4033706 | 4002739
Intergovernmental 1850490 1746066 15349158 | 1505755 1536635 15746583 0 1584059 | 1641760
Charges for Semices 3EE0209 0 4017782 0 448960130 4852172 A0R2535 0 5267 039 0 5443600 0 5580768
Fines and Forfeits 4733938 5897100 0 4914242 0 4R71 174 4706813 4740954 0 4776 6E06 0 4812774
Mizcellaneous 51,308 520 685 582,731 G965 581 711,386 726 B35 742338 758 503
EMS Lewy 2371287 309496 24759330 248147660 25R4206 0 2A94 2660 2 E34 054 0 2 G7R2A0
Grand Total 29558 ,762 435330928 44 553384 | 46 021 507 | 40997 B46 | 51,051 832 53 005197 | 54 933 970
Percent of Madium 102 8% 106.8% 107 9% 108.8% 109 6% 109.9%
Armount of Difference from
hedium 1196772 28974345 | 3589723 | 4132127 0 4F36330 0 4 958 326

Figure 10 presents the median forecast trended with past receipts. The lines on the graphic
portray the other two forecasts. Figure 11 present the forecasts broken into sub parts for total
taxes and sales taxes.
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Figure 10
General Fund
Forecast Based on Medium Range Assumptions
By Revenue Source and Compared to High and Low Forecast
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$50,000,000 enforcement _
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[ Charges for Services
I Intergovernmental
Licenses

I Other Taxes

== Utility Taxes
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B Property Taxes
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Sales tax _ _
revenues fall ‘ New utility taxes picks up some of sales tax‘

$20,000,000
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[]

$10,000,000 -
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As noted on the graphic, total revenues dropped dramatically between 2008 and 2009, lead by
the decline in sales tax that occurred in 2007 and after. Revenues increased into 2010 primarily
due to an increase in photo enforcement (in Fines and Forfeitures) and by the addition of utility
taxes. The forecast shows 2011 picking up from the revenue increases in 2010, but total
revenues nonetheless will tend to stall into 2011 and 2012. While some categories such as
charges for services will increase significantly, these increases will be offset by a drop in photo
red income due to a change in the hours of enforcement in school zones and a drop in the EMS
levy due to a decline in assessed value.
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Figure 11
General Fund Alternative Forecasts Forecasts
—— Operating
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Figure 12 tends to highlight other aspects of the forecasts. While sales tax is still stalling in all
forecasts, other taxes led by the new utility taxes are picking up some of the slack, helping to
resume to near prerecession levels. Other revenues then help the total to rise above
prerecession levels but dropping down again as some revenue categories slump.
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July 20, 2010 City of Lynnwood Six-Year Financial Forecast

! Sales tax data for the various economic sectors is derived from the Quarterly Business Review reporting system
http://dor.wa.gov/Content/AboutUs/StatisticsAndReports/Default.aspx of the Washington State Department of
Revenue. This source was used in this analysis since it provides detailed information for all areas of the state.
These reports report taxable sales activity, and not the distribution of sales taxes. Since there is a two-month lag
between the sales activity as reported by the Quarterly Business Review and the distribution of tax revenues,
reports based on the review do not necessarily agree with reports based on the distribution for any particular time
frame. The difference can be significant since Christmas sales occur in the calendar year of Christmas, while the
distribution of tax revenue occurs in the following calendar year.

2 The State peak occurred in calendar 2007 as noted here, or in the State Fiscal year of 2008 as noted in the
forecast of the State forecast council.

* Automotive sales often tend to lead in an economic recovery. Since the city has held its market share in this
sector in recent years, this might suggest that the recovery of sales tax growth in Lynnwood might be better than
the assumption in the text. While automotive is the city’s largest single sector, it comprises 16% of total activity,
probably not enough of a share of total activity to offset the low proportion of construction activity and the lagging
in other sectors. Not placing an accent on the potential of automotive sales in a recovery reflects the conservative
nature of this forecast.

* Information in this analysis is derived from the Forecast Council web site http://www.erfc.wa.gov/ in
general and the Washington State Economic and Revenue Forecast, February 2010, Volume XXXIII, No.
1 in particular.

® See http://www.rockinst.org/about us/staff/researchers/boydd.aspx. for additional information.

® This forecast does not yet apply the anticipated rate increases in the city’s utilities.

’ The water utility tax is reduced by 4.38% to reflect a legal requirement for the general fund to reimburse the
water utility for water supplied to fire hydrants.

® The forecast for 2011 is based on population in this forecast. A more precise estimate can be made later in the
budget process when the state releases the per capita amount it will use to distribute these revenues next year.
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