CITY OF COSTA MESA
FINANCE DEPARTMENT
INTEROFFICE MEMORANDUM

TO: DISTRIBUTION

FROM: CAROL MOLINA, FINANCE DIRECTOR

DATE: NOVEMBER 15, 2024

SUBJECT: SALES TAX INFORMATION — 2ND QUARTER (APR. 2024- JUN. 2024)

Attached are the Second Quarter Sales Tax Receipts Report (April thru June 2024). Adjusting for reporting
aberrations, actual sales for the City of Costa Mesa were down 4% versus the same period in 2023. These results
exceed the decline in receipts for Orange County (-2.8%), and Statewide (-0.7%), due to Costa Mesa’s larger share
of general consumer goods businesses versus those other regions.

As the last of consumers’ remaining pandemic savings decline, coupled with higher interest rates on debt and
lingering inflation pressures, a general slowdown in the City’s largest sector - consumer spending - was reflected in
weaker sales in department/electronics stores, as well as apparel merchants. Consistent with the State and County,
sales in autos continue to struggle due to a lack of affordability from high interest rates but were slightly offset by the
addition of a new car dealership in the City of Costa Mesa, thereby modestly raising overall sales tax receipts within
that sector in the second quarter despite lower sales. Increased consumer activity at fast/casual dining
establishments helped modestly elevate receipts in the restaurant sector for the quarter.

Looking ahead, we continue to track key economic indicators and leverage available expertise such as HdL in order
to anticipate impacts to the City’s sales tax revenues.

Please feel free to reach out to me directly if you have any questions.

Carol Molina
Finance Director

Attachments
Distribution:
City Council Members (7)
Planning Commissioners (7)
Department Directors and Staff
Finance and Pension Advisory Committee (7)
Chamber of Commerce



COSTA MESA
TOTAL: $ 18,778,755

CITY OF COSTA MESA
SALES TAX UPDATE

2Q 2024 (APRIL - JUNE)
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SALES TAX BY MAJOR BUSINESS GROUP
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CITY OF COSTA MESA HIGHLIGHTS TOP 25 PRODUCERS
Costa Mesa’s receipts from April through purchases waiting for lower interest | Apple Orange Coast Chrysler
June were 8.0% below the second sales rates to help with affordability. Audi Fletcher Jones Dodge Jeep Ram Fiat
Pacific Auto Center

period in 2023. Excluding reporting
aberrations, actual
4.0%.

sales were down

The recent closeout of an electronic-
appliance retailer coupled with sluggish
sales by department stores and family
and women’s apparel merchants,
combined to pull the City's largest
sector - general consumer goods - down
9%. While business-industry remains
hindered by vendor closures and weaker
activity overall.

Although auto-transportation
experienced moderate growth, it is
mostly attributed to the recent addition
of a new car dealer. If removed, the
trend for the group would be consistent
with the county and state, down due to
consumers pulling back from high dollar

www.hdlcompanies.com | 888.861.0220

Gains by restaurants, mostly quick
service and casual dining establishments,
helped partially offset the declines. The
recent opening of a grocery store lifted
food-drugs and slightly higher gas prices
improved receipts from service stations.

In comparison, taxable sales for all of
Orange County declined 2.8% with the
Southern California region was down
0.5%, slightly less than the City. This
quarter, under performing categories
make up approximately 50% of the City’s
base, compared to only 30% statewide.
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CITY OF COSTA MESA SALES TAX UPDATE

STATEWIDE RESULTS

California’s local one cent sales and use
tax receipts during the months of April
through June were 0.6% lower than the
same quarter one year ago after adjusting
for accounting anomalies. The calendar
year second quarter is traditionally the
beginning of the summer spending season;
however, returns were relatively flat when
compared to a year ago. For many California
agencies, this also marks the end of the
2023-24 fiscal year, where statewide sales
tax revenues were down 1.3% from the
2022-23 fiscal year.

Consistent with recent trends, auto-
transportation receipts fell 6.2% - the
this quarter.
Sustained high interest rates, tightened
credit standards, and increased cost of

insurance all converged to impact returns.

largest sector decline

While inventory-levels for many dealerships
have rebounded, it's only proving to create
downward pressure on prices, further

constraining receipts.

Summer weather usually marks fruitful
periods for building-construction, however
as property owners struggle to access
equity for improvements, year-over-year
receipts declined. The price of lumber and
other materials are now more affordable,
but new projects have been sidelined by
developers until financing and mortgage
costs drop further.

Similarly, as the price of consumer goods
has cooled with moderate inflation rates,
returns from multiple merchants have
curtailed. Men’s and women’s apparel,
home furnishings, electronic-appliance
and specialty stores could not escape the
change in shopper’s preferences for lower
priced items from large brick-and-mortar

retailers like discount department stores.

Restaurants experienced only a modest

gain of 0.7%. As AB 1228 is enacted -
state law increasing California’s minimum
wage at designated eateries - third party
data reports that foot traffic to all such
establishments decreased during this same
time period. Not only are diners selecting
less expensive places to eat, but many may
have been pushed to limit their frequency to
dine out.

Multiple of sectors experienced mild growth
including allocations from the countywide
use tax pool and the business-industrial
group, both benefiting from online shopping,
and fuel-service stations as drivers continue
to hit the road even as gas prices remain
elevated.

REVENUE BY BUSINESS GROUP

Costa Mesa This Fiscal Year*

Halfway through the current calendar year,
revenue trends remain slightly lower than
a year ago overall. Although the Federal
Reserve recently reduced the Fed Funds
Rate helping temper the cost of financing,
personal consumption forecasts remain
insipid through the remainder of 2024.
Consumers are more likely to wait for greater
improvement of household economic
conditions before extending themselves
again, inspiring the next sales tax growth

cycle.

Cons.Goods
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Bus./Ind.
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Others
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11%
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21%

*ADJUSTED FOR
ECONOMIC DATA

TOP NON-CONFIDENTIAL BUSINESS TYPES

Costa Mesa County HdL State
Business Type Q2 '24* Change Change Change
New Motor Vehicle Dealers 20071 58%@ -181%@ 77%@
Family Apparel 17196  1.9%@ 1.9%@ 09%@
Jewelry Stores 12142 -43%@ 14%@ -28%@
Used Automotive Dealers 11231 54%@ 19%@ 72%@
Department Stores 10366 -147%@ -98%@ -51%@
Casual Dining 9991 21%@ 01%@ 07%@
Home Furnishings 7353  -34%@ 0% @ -82%@
Women's Apparel 6959 -115%@ -63%@ 66%@
Service Stations 6854 25%@) 04%@ 23%@
Building Materials 47119 07%@ -13%@ -31%@
*Allocation aberrations have been adjusted to reflect sales activity *In thousands of dollars
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