CITY OF COSTA MESA
FINANCE DEPARTMENT
INTEROFFICE MEMORANDUM

TO: DIlSTRIBUTION

FROM: CAROL MOLINA, FINANCE DIRECTOR

DATE: MARCH 4, 2025

SUBJECT: %ZL;SS TAX INFORMATION - 3RD QUARTER (JULY 2024- SEPTEMBER

Attached are the Third Quarter Sales Tax Receipts Report (July thru Sep 2024). Adjusting for reporting aberrations,
actual sales for the City of Costa Mesa were down 7.1% versus the same period in 2023. The percentage decline of
the results modestly differs from the decline in receipts for Orange County (-2.3%), and Statewide (-2.3%), due to
Costa Mesa's larger share of general consumer goods and auto businesses versus those other regions.

,In the City’s largest sector - consumer spending — lackluster results were due in part from weaker sales in
department/electronics stores, as well as apparel merchants along with increased competition from online retailers
versus brick-and-mortar locations. Consistent with the State and County, sales in the City’s second largest sector -
autos and transportation - continued to struggle due to a lack of affordability from persistent high interest rates and
dealer prices, although the automotive sector is projected to have an improved fourth gquarter. Continued healthy
consumer activity at fast/casual dining establishments helped once again to modestly elevate receipts in the
restaurant sector for the fourth 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.

ASE ach out to me directly if you have any questions.

| free-tore

Carol Molna— S

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: $ 18,639,395

CITY OF COSTA MESA
SALES TAX UPDATE

3Q 2024 (JULY - SEPTEMBER)
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CITY OF COSTA MESA HIGHLIGHTS TOP 25 PRODUCERS
Costa Mesa's receipts from July through Business-industry experienced sluggish | Apple Orange Coast Chrysler
September were 10.8% below the third returns due to softer sales and one-time | Audi Fletcher Jones Dodge Jeep Ram Fiat
sales period in 2023. Excluding reporting allocations in the prior year that did not Pacific Auto Center

aberrations, actual sales were down 7.1%.

One of the City’s largest sector, autos-
transportation,  showed  weakened
comparative activity by new car dealers
hurting the overall results. The drop is
largely attributed to a change in reporting
by a dealerand the continued high interest
rate environment resulting in buyers
hesitating on high dollar purchases, like
vehicles.

General consumer goods also declined
as brick-and-mortar retailers like apparel
and electronic stores struggle to compete
with online merchants during a time of
tightening by shoppers. Group results
were also temporarily impacted by
a misallocated payment and remain
hindered by a recent vendor closeout.

www.hdlcompanies.com | 888.861.0220

reoccur, while lower crude oil prices
pulled fuel-service stations receipts
down.

These local point-of-sale decreases had a
direct impact on the City's allocation from
the countywide use tax pool allocation,
which fell 3% compared to a year ago.

However, gains from restaurants,
especially quick-service and casual dining
establishments, remained steady as the
summer period ended. The opening of
a grocery store and improved cannabis
activity helped the food-drugs group
grow.

Net of aberrations, taxable sales for all of
Orange County declined 2.3% over the
comparable time period; the Southern
California region was down 2.3%.
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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 July through
September were 2.3% lower than the
same quarter one year ago after adjusting
for accounting anomalies. The calendar
year third quarter traditionally is noted for
pleasant weather and statewide tourism;
however, taxes fell when compared to a
year ago. As such, it also means a weak
start of the 2024-25 fiscal year for many
California agencies.

Once again, autos-transportation receipts
took a hit and declined 4.8%. This period
marks the seventh consecutive quarter of
downturn for the sector. While used autos
returns and leasing activity have improved,
revenues from new car sales struggled due
to sustained high interest rates, tightened
credit standards, and increased cost of
auto insurance. As such, inventories for
many dealers remain elevated, applying
downward pressure on prices and growth
into 2025.

The
advantageous time for home repairs and
construction work, however, this industry
is also struggling with high consumer
interest rates and limited access to equity
for homeowners. New projects remain
sidelined as

summer season is usually an

developers await more

favorable investment conditions.
. TOP NON-CONFIDENTIAL BUSINESS TYPES
Brick-and-mortar general consumer

retailers pulled back 3.8% - worsened by
lower gas prices. Consumers appear more
interested in lower priced/discounted items
vs higher priced/luxury goods, forcing
merchants to again consider inventory
Additionally,
online merchants is as fierce as ever, as

needs. competition from
shoppers look for greater value. With
holiday shopping around the corner, local
store expectations remain soft.

Fuel generating taxpayers had a rough
quarter; a combination of consumption
declines and falling fuel prices thrust
comparisons by 13%. Further
contraction of national drug store locations
coupled with the steady fall from cannabis
merchants dating back to 2021, caused a
decrease of 2.8% in the food-drugs category.
Expect similar percentage declines for the
upcoming end of 2024 quarter.

down

Although statewide tourism appears to
have improved over 2023, revenue from
restaurants experienced only a modest gain
of 0.7%, which included a dramatic drop
from fine dining establishments - consistent
with spending trends in other sectors. State

SALES PER CAPITA*
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mandated minimum wage requirements
remained a challenge, with higher menu
prices reducing patron visits.

These sluggish results solidify 2024 as a
down year. Recent reductions to the Fed
Funds Rate aren’t considered to help until
later in 2025. Agencies should expect
fiscal year 2024-25 sales taxes to stay flat
or decline slightly as sluggish economic
conditions leave consumers cautious in their
spending patterns, especially for big ticket
items and discretionary products.
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*ADJUSTED FOR
ECONOMIC DATA

Costa Mesa County HdL State
Business Type Q3 '24* Change Change Change
New Motor Vehicle Dealers 19566 -233%@ -15%@ -8.0%@
Family Apparel 15802  12%@ 12%@ -02%@
Used Automotive Dealers 12545 27%@  35%@ 32%@
Jewelry Stores 10638 -46%@ 21%@ -1.1%@
Casual Dining 9833 24%@ 05%@ 1.1%@
Home Furnishings 8104 15%@ -26%@ -67%@
Department Stores 7594 -284%@ -150%@ -52%@
Women's Apparel 677.7 -4.9% 0 -4.2% o -5.8% o
Service Stations 6264 -17.1%@ -133%@ -128%@
Building Materials 4897  -107%@ -17%@ -42%@
*Allocation aberrations have been adjusted to reflect sales activity *In thousands of dollars




