CITY OF LONG BEACH  R.7

OFFICE OF THE CITY MANAGER

333 WEST OCEAN BOULEVARD o LONG BEACH, CALIFORNIA 90802 e (562)570-6711 o FAX(562)570-6583

PATRICK H. WEST
CITY MANAGER

December 13, 2011

HONORABLE MAYOR AND CITY COUNCIL
City of Long Beach
California

RECOMMENDATION
Authorize the City Manager to amend and modify the Sales Tax Sharing
Agreement between the City of Long Beach and Circle Automotive Group
(District 4).

DISCUSSION

On March 17, 1992, the City Council approved a Sales Tax Incentive Program to
encourage large-scale retail development, stimulate private investment in the retail
sector, and enhance sales tax revenue in the City. New retail businesses or existing
businesses planning to expand, which generate or are projected to generate more than
$5 million in annual sales, may be eligible for the program. To an expanding business,
the City would return up to 50 percent of the sales tax generated in excess of the
existing tax revenue received by the City (the base amount).

On October 1 2002, the City Council approved a Sales Tax Sharing Incentive
Agreement (Agreement) with Circle Automotive Group (Circle) as an incentive to
encourage the expansion and redevelopment of the dealership located adjacent to the
traffic circle on Lakewood Boulevard (Attachment A). At that time, Circle managed
Mitsubishi, Volkswagen, Audi and Porsche automobile dealerships, all located within the
City of Long Beach. The expansion and redevelopment project included renovation of
the existing Audi dealership located on Lakewood Boulevard, and expanding its
operations by acquiring and renovating the adjacent 1.44-acre property for a separate
Porsche dealership.

Circle acquired the existing facility for $3.8 million and paid $2.8 million for the 1.44-acre
expansion property. In 2002, the cost for renovating the buildings for dealership use
was estimated to be $2.75 million for a total cost of $ 9.35 million. Circle requested
financial assistance using the Sales Tax Sharing Incentive program to help defer the
cost of expansion and redevelopment.
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Under the 2002 Terms and Conditions, the City and Circle would share 50/50 the sales
tax generated above the base year amount of $294,465, which reflects the amount of
sales tax generated during the four quarters ending June 2002. This Agreement was to
commence in the third quarter of 2002, and terminate in 15 years (2017) or upon the
City paying Circle $3 million, whichever came first. The Agreement was never
confirmed by Circle through an executed agreement and the City has not paid any tax
revenue to Circle. James Speck, principal owner of Circle, attributed not executing the
Agreement to a variety of reasons, including a very complicated process of
redeveloping the Porsche and Audi dealerships and divesting his ownership of the
Volkswagen dealership to allow Timmons Volkswagen to operate independently in Long
Beach.

Circle has now completed the contemplated expansion and renovation of its facilities
and is now requesting to execute the Agreement. Staff is recommending that the Circle
Agreement be modified while staying within the parameters of the 2002 Agreement as
follows:

‘Proposed Terms and Conditions: The City and Circle will share 50/50 the sales tax
generated above the 2002 base year amount of $294,465. Upon City Council approval,
this Agreement will commence with sales tax receipts beginning in December 2011 and
terminate for sales tax receipts as of December 2022 or upon the City paying Circle
$2.5 million, whichever comes first.

Keyser Marston Associates (KMA) Inc., the City's fiscal advisor, estimates that the
completed project cost was $15,107,455, and estimates that Circle has an annual
building cost of $1,510,746. Based on revenue projections, they can support an annual
building cost of $1,075,211, which leaves an annual feasibility gap of $435,535 that
KMA values at $4,355,350 over the term of the Agreement. Tables 1 and 2 (Attachment
B and C) contain sales projections and analysis of the financial assistance proposed.

This item was reviewed by Heather Mahood, Assistant City Attorney and Victoria Bell,
Budget Management Officer on November 21, 2011.

TIMING CONSIDERATIONS

City Council action is requested on December 13, 2011 in order to execute the Sales
Tax Sharing Agreement to Tax facilitate the dealership’s ability to cover the annual
capital costs of the completed expansion and renovation as was previously
contemplated.
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FISCAL IMPACT

Projections of future sales tax revenue are based on a gross sales estimate for 2011
provided by Circle, which generally appears significantly higher than might actually
occur, at least in the short term. Based on future estimates developed by KMA, gross
sales are projected to increase by 10 percent each year for 2012 and 2013, then by five
percent each year from 2014 through 2022. This would result in a net total of $7.6
million in sales tax revenue to the City, and a maximum of $2.5 million to Circle by the
end of the Agreement term in 2022. Sales tax revenue accrues to the General Fund.
Because the base year for sales tax sharing remains at 2002, there is some minor
impact to the City’s current net revenue identical to what would have occurred if the
Agreement had been executed in 2002.

The proposed sales tax sharing payments to Circle are not currently budgeted. An
appropriation increase to the General Fund will be requested after the Agreement is
executed and actual sales tax performance is established. Approval of this Agreement
will provide continued support to our local economy by assisting in the preservation of
74 full-time and six part-time jobs.

SUGGESTED ACTION:

Approve recommendation.

REGINGLD HARRISON
DEPUTY CITY MANAGER

APPROVED:

W

PATRICK WEST
TITY MANAGER
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HONORABLE MAYOR AND CITY COUNCIL
City of Long Beach
California

”~

J WY
HY373 AL1D
AT

) uG 1KY 9243820

1w
T3 v

SUBJECT: Applying the Sales Tax Incentive Program to Retain and Expand Circle
Automotive Group, An Automobile Dealership Located in Long Beach

(District 4)

DISCUSSION

On March 17, 1992, the City Council approved a Sales Tax Incentive Program to
encourage large-scale retail development, stimulate private investment in the retail
sector, and enhance sales tax revenue in the City. New retail businesses or existing
businesses planning to expand, which generate or are projected to generate more than -
$5 million in annual sales, may be eligible for the program. To an expanding business,
the City would retum up to 50% of the sales tax generated in excess of the existing

base.

The proposed application of this program to Circle Automotive Group (Circle) will serve
to retain these auto dealerships in the City of Long Beach, protect the jobs in the
community, and as a result of significant expansion, enhance the City's sales tax base.

Circle manages a Mitsubishi dealership at 4400 Los Coyotes Dlagonal and Volkswagen,
Audi, and Porsche dealerships at 1919 Lakewood Boulevard. On May 12, 1992, the
City Council approved a Sales Tax Incentive Agreement with Circle to provide financial -
assistance for capital improvements required by the manufacturers to retain the
franchises and for additional equipment and specialized tools. Under this agreement,
the City is required to pay Circle 100% of the sales tax generated over a $122,000 base
for the first five years, 50% for the next five years (through the second quarter of 2002),
and 0% for the remaining five years (through the second quarter of 2007). This
averages 50% over the life of the agreement. The City also provided collateral for a
$240,000, five-year bank loan to Circle, which was subsequently paid off in 1997.

To retain these franchises, the manufacturers are again requiring substantial capital
improvements and new equipment. Porsche and Audi are requiring separate facilities.
To satisfy these requirements, Circle has acquired and intends to remodel its existing
leased location on Lakewood Boulevard for the Volkswagen dealership and expand its
operations by acquiring and remodeling the buildings on the 1.44-acre property across
the street, for the separate Porsche and Audi dealerships. Circle acquired the existing

Admmnsuauon (562) 570-6841 e Economic Davelopment {562) 570- 3800 e Housing Semcea (562! 570-6949 ¢ Workforce Development (562) 570-3811
Housing Authority {562} 570-6047 e Neighborhood Services (662) 570-6066 e Property Services (662} 570-6808
Redovelopment (562) 570-6615 o FAX (562} £70-8215 e TEDD (562) 570-5832
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facility for $3.8 million and paid $2.8 million for the 1.44-acre expansion property. The
cost of remodeling the buildings for dealership use is estimated at $2.75 million for a
total of $9.35 million. Circle has requested financial assistance using the Sales Tax
Incentive Program to help defer the cost of expansion and development.

Keyser Marston Associates, Inc., the City’s fiscal advisor, determined that Circle does
not have the ability to finance the capital improvements without the assistance provided
by the Sales Tax Incentive Program. Based on their analysis, the excess cost is $3.35
million. Circle is requesting sales tax sharing, in the aggregate, up to $3 million, over a
15-year period. Based on sales projections, the proposed assistance has a present
value of $1.52 million. The amount the City will receive over 15 years, including the
base tax, is projected to be $9.32 million, with a present value of $4.24 million.

The proposed agreement will provide for terminating the existing agreement after
paying the tax sharing due to Circle for the second quarter of 2002, the last quarter in
which the City is required to make a payment. The City will pay Circle 50% of the sales
tax revenue generated by sales and leases for the Volkswagen, Audi, and Porsche
dealerships in excess of a new base, which is $294,465. By setting a new, higher base,
the proposed agreement will preserve the intent of the existing agreement. The new
base is the amount of sales tax generated by the aforementioned dealerships during the
four quarters ending June 30, 2002. Payments will start in the third quarter of 2002 and
will terminate in 15 years or upon paying $3 million, whichever comes first.

To implement this agreement, the City will lease Circle's property for the sales tax
sharing amount and sub-lease it back to Circle for $1 per year. Attached Tables 1 and
2 contain a sales projection and analysis of the financial assistance proposed.

This item was reviewed by James N. McCabe, Deputy City Attomney, on August 22,
2002; Annette Hough, Budget Manager, on September 24, 2002 and Jim Sadro, City

Treasurer, on September 24, 2002.
- TIMING CONSIQERATIOLS_‘

Circle has committed to the expansion by purchasing the 1.44-acre property. An
agreement with the City will facilitate the dealership's ability to secure adequate
financing for the improvements. Timely execution of the Agreement will accelerate the
proposed construction and, commensurately, the increased revenue to the City.

FISCAL IMPACT

Annual sales tax revenue is expected to grow significantly from a total of $294,465 for
the four quarters ending June 2002 to a projected $712,000 in 2006 as a result of the
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proposed remodeling and expansion. The aggregate amount retained by the City over
15 years is projected to be $9.32 million, which has a present value of $4.24 million.
This amount will accrue to the General Fund.

IT IS RECOMMENDED THAT THE CITY COUNCIL:

1. Authorize the City Manager to terminate the existing agreement with Alant
Corporation (Circle imports) and enter into a 15-year lease agreement with
Circle Automotive Group for 50% of the sales tax generated above a base of

$294,465, not to exceed $3 million.

2. Authorize the City Manager to enter into a sublease agreement with Circle

Automotive Group for $1 per year.
Respectfully submitted,

ELANIE S. FALLON
DIRECTOR OF COMMUNITY DEVELOPMENT

MSF:.CSY:aal
C:\Sales Tax\Alant (Circle Imports\CCLetler3.doc

Attachments: Table 1
Table 2

APPROVED:

.

HENRY TABOADA
CITY MANAGER
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TABLE 2

ILLUSTRATIVE SUPPORTABLE INVESTMENT CALCULATION W/ ASSISTANCE'

CIRCLE AUTOMOTIVE GROUP
LONG BEACH, CALIFORNIA

. Acquisition Cost
1918 Lakewood (Allocated to Existing Volume) $0
Firestone / LA Fitness 2,800,000
Total Acquisition $2,800,000
Il. |mprovements
Porsche Showroom Allowance $500,000
VW Showroom Allowance 750,000
Audi Showroom Aliowance 1,300,000
Service Entrance Allowance 200,000
Total Improvements $2,750,000
. Totalinvestment $5.550,000
IV. Qccupancy Cost
Annual Cost at 11.00% $611,000
Taxes at 1% 56,000
Insurance at 0.50% 28,000
Total Oceupancy Cost $695,000
V. Velume Requlred at - 1.25% Sales Revenues $55,600,000
Projected Sales Volume 2002 2006 Incremental
VW $15,600,000 $21,000,000 $5,400,000
Porsche 18,000,000 22,000,000 4,000,000
Audi 12,800,000 22,000,000 9,200,000
Used 4,000,000 11,000,000 7,000,000
Service 2,800,000 4,000,000 1,200,000
Parts 6,000,000 8,000,000 2,000,000
Total $59,200,000 $88,000,000 $286,800,000
Vi. Supportable Rent at 1.25% Sales Revenues $360,000
Vil. Rent as % of Volume 241%
Vill. Capitallzed Occupancy Cost In Excess of 1.25% @ 10% $3,350,000
IX. Total Agency Assistance $3,000,000
$1,517,000

Net Present Value @ 10%

1 Rounded to the nearest $1,000.

Prepared by: Keyser Marston Assodiates, Inc.
Filensme: circle draft 4 for amold tchira; dev with assistance; 8/15/2002; ahl



TABLE 1

ESTIMATE OF SUPPORTABLE OCCUPANCY COST
CIRCLE MOTORS
LONG BEACH, CALIFORNIA

ATTACHMENT B

Development Costs

Land Acquisition
Building Improvements

Total Development Cosis

Annual Capital Cost @ 10% Amortization Rate‘

Supportable Occupancy Cost

Stabilized Sales Revenues (Year 4)
Supportable Revenues for Occupancy @ 1.2% of Sales
Less:

Property Taxes @ 1.12% of Cost

Insurance @ 0.25% of Improvement Costs

Revenues Available for Capital Costs

Annual Capital Cost

Surplus/(Shortfall) for Occupancy Cost

(2]

$4,265,086
10,842,369

$15,107 455

$1,510,746

$105,960,000
$1,271,520
($169,203)
($27,106)

$1,075,211

($1,510,746)

($435,535)

[Capitalized Surplus/ (Feasibility Gap) @ 10%

($4,355,349)|

! Based on Developer estimate.
? Based on KMA estimate of typical dealer financing.

3
Based on KMA estimate of sales revenues. The average stabilized occupancy factor is 1.0%. A 20% premium is

assumed to achieve the established limit of supportable rent.
* Estimate of property tax rate including bonded indebtedness.

Prepared by: Keyser Marston Associates, Inc.
Filename: Circle Motors_Sales Tax Projection_9 12 11; trb



ATTACHMENT C
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