City of West Covina
Sales Tax Update

Second Quarter Receipts for First Quarter Sales (January - March 2012)

Q1

West Covina
In Brief

Receipts from first quarter sales
were up 12.5% from the compara-
ble period one year earlier but pay-
ment aberrations skewed the data.
Excluding anomalies, actual sales
were up 8.3%.
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New motor vehicle dealer, service
station, restaurants no alcohol, res-
taurants with liquor, department
store, women’s apparel, special-

ty store and electronics/appliance
store categories showed strong in-
creases with new business addi-
tions contributing to gains in sev-

eral of these groups. Retroactive
accounting adjustments inflated re-
sults for the specialty store, service
station and restaurant with liquor
classifications.
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Statewide Results

Adjusted for accounting aber-
California’s
and use tax revenues for January
through March transactions in-
creased 8.4% over last year’s com-

rations, local sales

parison quarter. Most areas of the
state realized gains from service
stations and auto sales; whereas
some counties received added ben-
efits in use taxes from alternative
energy plant projects. Overall, the
San Joaquin Valley, with strong ag-
riculture-related purchases, led all
other regions of the state.

The Year Ahead

Having bottomed out in 2009-
10, California made solid prog-
ress toward economic recovery in
2011-12. Job gains, easier credit,
pent-up demand for autos and
goods, higher fuel prices, contin-
ued investment in technology and
increased tourism and business
travel all contributed to rising sales
tax revenues.

Most analysts believe that the re-
covery will continue in 2012-13
although at a slower pace. How
much slower is uncertain due to
a number of major unresolved is-
sues and the extent to which they
can be avoided or mitigated.

One issue is the state’s $16 billion
budget deficit. Government has
traditionally accounted for 18%
of California’s jobs and the full ef-
tect of looming job losses will not
be fully known until after the No-
vember election.

The European financial crisis is a
problem of particular importance
to California which ships high tech
equipment, tools and software
along with a variety of agricultural
and other products to 226 coun-
tries. Exports account for roughly
25% of the state’s economy.
Additionally, California manufac-
turers that rely on foreign parts

could face a shortage if European
bank credit lines contract due to
ongoing Buropean financial prob-
lems.

The final issue involves the Federal
Budget Control Act of 2011 which
was adopted to resolve last year’s
debt-ceiling crisis. On January 1,
existing temporary tax cuts on in-
come, payroll, capital gains and es-
tates expire. If Congress cannot
overcome its ideological differenc-
es and agree on a budget package,
$400 billion in automatic spending
cuts will be activated.

There is general optimism that
another recession can be avoided
because it is unlikely that all these
issues will devolve to their worst
possible case. However, uncertain-
ty about eventual outcomes will im-
pact spending, investment and hir-
ing plans and slow the recovery in
2012’ second half. Even so, HdIL.’s
current consensus forecast is for a
4.5% to 5.0% increase in statewide
local sales tax revenues in 2012-13.

West Covina County HdL State

Business Type Q1'12* Change Change Change
Auto Lease 718 -11.2% 22.2% 6.9%
Department Stores 203.2 15.9% 1.8% 1.2%
Discount Dept Stores — CONFIDENTIAL — 5.0% 5.6%
Drug Stores 34.2 -14.1% 4.0% 2.9%
Electronics/Appliance Stores 178.8 8.2% -4.5% 0.5%
Family Apparel 1321 4.3% 13.3% 11.9%
Grocery Stores Liquor 61.2 6.7% 4.7% 5.5%
Lumber/Building Materials — CONFIDENTIAL — 14.3% 8.8%
New Motor Vehicle Dealers 714.8 9.8% 16.1% 14.5%
Restaurants Liquor 164.5 17.1% 10.9% 13.0%
Restaurants No Alcohol 2133 21.1% 10.7% 9.5%
Service Stations 334.0 39.3% 16.0% 13.3%
Shoe Stores 44.2 -1.6% 5.3% 24%
Specialty Stores 1311 92.7% 13.8% 6.5%
Women's Apparel 77.0 21.7% 2.7% 4.2%
Total All Accounts $2,995.2 13.6% 11.2% 9.9%
County & State Pool Allocation 320.8 2.7%

Gross Receipts $3,316.0 12.5% *In thousands
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