Budget and Economic Development Committee

September 9, 2014

BUDGET AND ECONOMIC DEVELOPMENT COMMITTEE
The Budget and Economic Development Committee of the City of Raleigh met in regular session on Tuesday, September 9, 2014 at 11:00 a.m. in Room 305 of the Raleigh Municipal Building, 222 West Hargett Street, Avery C. Upchurch Government Complex, Raleigh, North Carolina, with the following present:

Committee






Staff
Mayor Nancy McFarlane, Presiding


City Manager Ruffin L. Hall 

Mayor Pro Tem, Thomas G. Crowder

Assistant City Manager Greene

Councilor Russ Stephenson



Associate Attorney Poole 
Councilor Eugene Week



Budget and Management Services Director





   


Munro








Economic Development Manager Sauls








Real Estate Services Manager Pollard


Mayor McFarlane called the meeting to order at 11:07 a.m.

Item# 13-01 Economic Development Incentive Policy - Budget and Management Services Director, Joyce Munro stated the Assistant City Manager Greene would introduce this item today.

Assistant City Manager Jim Greene stated this is his third week with the City of Raleigh and the Office of Economic Development presented an incentives outline to the City Council during their Work Session on March 25, 2014. The City Council tasked the Office of Economic Development with exploring options and bringing those back to the BED Committee for presentation and discussion.  He pointed out he had been to a two hour County Commission meeting and lengthy discussion took place on this same topic.  He received a lot of input relating to this type policy and program.  This is an important issue County wide and Staff would like the chance to talk with Wake County, the Chamber of Commerce and other municipalities.   They would like for the Committee to give feedback through ideas, suggestions, and allow Staff the opportunity to return and put this information together and continue to develop the economic development program that they can bring back. He pointed out James Sauls is here to talk about the key variables and the development of a draft for the Business Investment Program/Policy for review. 
Mr. Crowder stated he is assuming they are going to talk about nationally peer cities just not North Carolina cities.  
Economic Development Manager James Sauls stated they looked at North Carolina for this presentation due to the General Statute and figured if they looked across the board at the cities that had the same General Statute it would be easier and opportunity would be there on how they could structure the program. He reiterated that this item had been discussed during their Work Session on March 25, 2014.  He gave the following presentation:
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Economic Development Incentives

How we got here
· Discussed during City Council Work Session on March 25, 2014

· Directed to explore options is to get feedback from BED and determine next steps

Today’s goal is to get feedback from BED and determine next steps 
Why Incentive Policy?

· Enhance local competitiveness

· Competing jurisdictions are using incentives and have adopted policies

· Helps create a business-friendly environment

· Critical, in some cases, to closing deals in the final stages of a site selection process

· Allow Raleigh to grow its “chosen” economy

· We already use them on an ad hoc basis (Red Hat, Citrix)

· Lack of an adopted policy creates uncertainty for staff and clients

Often a community is only notified that it is being considered once the list of potential sites has been narrowed to a handful of locations. In this phase of the process, incentives can play a major role in determining a company’s decision on where to locate. 


-Swati Ghosh and Patrick McHugh, International Economic Development Council
Types of Incentives Programs

Business Investment Grant 




Revolving Loan Fund
· Performance based 



 Small businesses/start-ups
·  Retain jobs





Repayment of loan

·  Create desired jobs

·  Increase local tax base

·  Mid to large sized companies

Kickstarter I Matching Funds


 Community Investment

·  Small businesses / start-ups


 • Infrastructure








 (fiber, transportation, etc.)


o Grants (not repaid)



• Workforce Training

• Used to match other loans 



• Streamlined Permitting Process








• Quality of Life

Incentives Policy Options

No incentives

Case-by-case Basis

Business investment Program
No Incentives

City Council may choose to formally adopt a “NO” incentives policy.

Pros

· Predictable for developers and staff

· Level playing field

· Consistent

Cons

·  Non-competitive

·  Not flexible for directing development towards targeted locations/zones

·  Considered by some to not be business friendly

Mr. Crowder asked what cities in North Carolina have “NO’ incentives policy. 

Mr. Sauls stated he does not have this information but he looked at cities of similar size.  
Case-by-Case Incentives

In an effort to encourage new or expanding business development, a city may offer incentives, on a case-by-case basis, to qualifying businesses.  City Council determines criteria for each incentive or approves no incentives. No policy approved by Council
Pros

·  Competitive  
·  Targeted job growth and investment

·  Influence location decision

· Performance based

· Flexible

Cons

·  No policy guidelines

·  Public resources should focus on community investment not incentives

·  Inconsistent/not predictable

·  Public opinion/misunderstanding

·  Difficult for staff! consultants to communicate
Business Investment Program 

A Business Investment Program seeks to encourage the creation, retention and/or expansion of new or existing businesses and jobs in identified Investment Zones within the community. The program provides grants to companies based upon approved policy criteria including the jobs created and the amount of property tax generated by the private business investment made.

Pros

·  Competitive

·  Targeted job growth and investment

·  Influence location decision

·  Performance based

Cons

·  Public resources should focus on community investment not incentives

·  Public opinion/misunderstanding

·  May locate here without incentives
EXAMPLE PROJECTS
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_Investment | ~ Number of Projects
$500,000 - $1,000,000 5
$1,000,000 - $5,000,000 6
$5,000,000 - $10,000,000 2
$10,000,000 - $20,000,000 1
$20,000,000 - $50,000,000 2

$50,000,000 - $100,000,000 3*

*Only one project above has committed to locate in Raleigh. City ED staff has submitted
proposals on other projects shown above.
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Incentives Programs – Other Cities 

Town of Cary

· Case-by-case
City of Charlotte

· Minimum Investment - $3,000,000

· New jobs-20

· Incentive - 90% for 3 years

City of Charlotte (Large Impact Project)

·  Minimum Investment - $30,000,000

·  New jobs - 150

·  Incentive - 50% or 90% for 5 years (based on location)
Mr. Sauls pointed out the City of Durham has five different strategies.

City of Durham (Small Development w/in CDA)

· Minimum Investment - $300,000

·  New jobs - n/a

·  Incentive - up to 4.5% not to exceed $1,000,000

City of Durham (Mid-sized Project w/in CDA)

· Minimum Investment - $500,000

· New jobs-10

· Incentives - up to 6% not to exceed $2,000,000

City of Durham (Major Property Investment w/in CDA)

· Minimum Investment - $45,000,000

· New jobs - n/a

· Incentive - up to 16% not to exceed $10,000,000
City of Durham (Targeted Areas beyond CDA)

· Minimum Investment - $20,000,000 

· New Jobs – 100

· Incentive – up to 3.0% not to exceed $2,000,000

City of Durham (Targeted Areas outside CDA) 

· Minimum Investment - $25,000,000

· New Jobs – 150 

· Incentives – up to 3% not to exceed $2,000,000

City of Greensboro

·  Minimum Investment (new business) - $7,000,000

·  Minimum Investment (existing business) - $3,000,000

·  New Jobs (new business) - 25

·  New Jobs (existing business) - 20

· Incentives -  up to 80% for 5 years

City of Winston Salem

·  Minimum Investment (new business) - $3,000,000

·  Minimum Investment (existing business) - $1,500,000

·  New Jobs (new business) - 25 New Jobs (existing business) - 20

·  Incentives - up to 65% for up to 10 years
Next Steps

Receive feedback from BED today

Prepare DRAFT Business Investment Program / Policy for BED committee review that includes key variables for City Council review

Business Investment Program

Key Variables for Review

Terms and Amounts

Locate in Business Investment Zone

Part of Identified Growth Clusters

Encourage Use of Small, Minority and Women-owned Businesses

Clawback Provision

Demonstrate Competition

Investment

Job Retention

Job Creation

Encourage Grant Recipients to Hire Local Residents

Mayor McFarlane stated Mr. Sauls mentioned the fact that the ones that were done were done on a case by case basis.  She asked if he could elaborate on the ones that have been done as it relates to case-by-case and what threshold was reviewed.  

Mr. Sauls pointed out with RedHat they structured around job creation.  He explained there was a $10,000,000.00 grant for $100,000.00 a year for 10 years.  He explained the grant was based upon the retention of 200 jobs and they had to have 600 jobs every year that they applied for the grant for the next 10 years.  They have received their grant submission and the documentation shows there are approximately 1200 jobs and they are meeting their requirement.  The $100,000.00 will be disbursed.  He pointed out Optimal Technology was the very first one that they did not meet the requirements.  Citrix followed RedHat and they structured this bill to be a minimum investment of $20,000,000.00 and a creation of 336 new jobs.  He pointed out they have since doubled that creation.  They have benefited greatly from this because they have exceeded the requirement of 336 jobs.  He stated they have done 5 since 2007.  
Mr. Weeks said Mr. Sauls had mentioned earlier target jobs and areas.  He questioned when speaking of these target jobs and areas are they also talking about economic underdevelopment areas and as they look into the City of Raleigh as there are economic developments that are not developing in certain areas how does the City of Durham compare.  He wanted to know when implementation begins are they going to pursue target areas that are with out any investment.  He asked when they received this information was there any information concerning non profit organizations and how they would be looked at as it relates to this program.  
Mr. Sauls stated he has not received anything from other companies as it relates to the non profits but when you look at key variables he feels this would relate to “Locate in Business Investment Zone.”  He pointed out this is to be determined.  He stated they could look at target growth in certain locations.  He stated with local communities he did not see anything about a strategy of investing and helping with non profits in the community.  He pointed out when Mitchell Silver was here there was talk of Kansas City investing in non profits.  He would have to research this.  He explained certain corporations put a percentage of dollars in a kitty for this type support. 
Mr. Crowder stated he would like to echo Councilor Weeks’ comments.  He does feel if corporations are coming to the City and want them to invest they need to reinvest in the community as well and this relates back to the non profits.  He pointed out under the Cons infrastructure is an issue.  He explained there may be a business located here but where are the employees going to reside.  He expressed concern for making sure that the employees involved are going to reside in Raleigh as well.  He stated he has seen other municipalities benefit somewhat and questioned what type of equity formula is the City of Raleigh looking at that impacts infrastructure.  He questioned economic development from the employees for example if they are not doing their shopping here in the city.  This needs to be in the formula.  What is the intention of these companies when they come to the city?  He talked briefly on incentives and equity.   He feels the biggest incentive is to maintain a high quality of life in the City of Raleigh.  Giving example, a highly educated workforce, great parks and greenways, a clean city, a well designed city, and this will attract the folks that head these companies.  He questioned whether or not they are spending funds that they should be putting into the high quality of life for this city.  This gets into basing some of the incentives around infrastructure.  This is a top issue.  Infrastructure specifically rather than just handing over cash.  
Mr. Stephenson stated he is in general agreement with case-by-case but as a growing city they realize there are the key variables adding on.  He feels they need to take a more structured approach so that they can make sure they are addressing a broad range of what they want incentive programs to address.  He pointed out they are competing against other cities and it seems like it is a big opportunity for the City of Raleigh.  He pointed out they don’t need to start giant but he knows there are other competing cities  who have much more robust economic development departments that engage in active sophisticated partnerships to great companies.  When they start looking at some of these other competitor cities they need to look for some more sophisticated opportunity but this is a great starting point.   
Mayor McFarlane stated she recalls having a conversation that involved coming in working with the state, county, and the city and questioned as a company coming in does this establish a partnership or looking at a plan that will include the City and the County as it relates to the thresholds as opposed to waiting for the County and them waiting on the City.  

Mr. Sauls stated there has been some conversation around this.  He feels the County is taking there first relook at their current policy.  He briefly explained their existing policy.  He explained sometimes you may have a package that includes state, county and city. 
Mayor McFarlane asked when they looked at Durham’s program has the different levels of incentives for different areas been successful.  
Mr. Sauls stated he does not have this report but he believes they have revised the policy earlier this year.  
Mayor McFarlane stated she is interested in zones or areas that they need to target but going back to what Mr. Crowder has stated as it relates to just bringing the business is not always the answer if they are not hiring.  She stated she is curious for those cities that have a type of tiered system or are looking at helping local businesses within the zones.  Just curious to know what kind of success different cities have had with this.  
Mr. Sauls pointed out they have to get creative.  He is not familiar with Durham but pointed out that Mooresville based it on normal perimeters, around capital investment, all new revenues, and then pay back in percentage to the company.  They would use a different incentive for jobs. He briefly explained.  He stated he can research but this is the plan around job creation.     
Mayor McFarlane stated she did not think they had the ability to do this but maybe this is just with RP’s and contracts.  

Associate Attorney Poole stated they were going to look and consider those factors for a program they would have to look closely and make sure of having a rational relationship between what they are looking for and the incentive being offered.  

City Manger Hall stated he believes they are thinking of the procurement rule but the thing to keep in mind with some of these programs is actually the implementation and administration of it.  As it relates to relocation they have to administer that particular program.  He pointed out some programs can lead to a lot more than others.  

Mr. Crowder stated he agrees but feels there has to be a benefit back to the citizens not just a taxable base and perhaps there are other intangibles that they have not looked at.  It may be more costly but he feels if they are going to spend tax dollars towards incentivizing companies that come here they need to make sure the other intangible benefits are met.  Staff needs to think about this.  What are the real costs involved when they build the incentives and what is the ultimate payback?

Assistant City Manager Greene stated they have received great feedback from Council and similar feedback from the County.   He pointed out the County has a very simple straight forward policy.  He briefly explained what the County’s plan entailed.  He stated the investment level is at $100,000,000.   Some cities provided feedback and feel this is too high.  
Mr. Crowder asked what about equity.  
Mr. Greene said the discussion from the County Commission started out with having a simple policy and everybody understands and they are ahead.  As they talked more issues surfaced on equity and job location.  The Commissioners really directed Staff to research these issues but no decisions were made.   
Mr. Stephenson stated he was reminded of his recent inner city trip to Indianapolis and their discussion was about trying to attract corporate headquarters and were they were excited about the culture trail and how much Eli Lilly has been a benefactor for so many.  He heard from so many that the opportunity to bag a big one like that is slim and it would be much more beneficial to try an grow their own corporate headquarters and benefactors rather than trying to steal them from somewhere else.  He stated the idea that key variables allow for growing headquarters is very important.  
Mr. Greene pointed out as they look at the variables they need to make sure it is a flexible policy program.  
Ms. McFarlane asked if they found any information on the companies planning to come would they target job training.  
Mr. Sauls answered in the affirmative.  He extensively explained that there are some communities that put together job training packages.  They are very fortunate the agencies will bring in either County or Federal dollars.  They can look at this and bring it back.  

Mr. Weeks stated he agrees with Mr. Stephenson and he feels it is time for the City of Raleigh to step on board and appreciate the information.  He feels the information received today is good and he is for some type of incentive and feels if it is implemented correctly they can move in the right direction.  He stated there are some cities that feel Raleigh is not business friendly and he feels they need to be competitive.  He appreciates the information.  
Mayor McFarlane stated she feels from all of the discussions that they had she thinks that everybody is more comfortable with the performance based type of incentive.  It is up to the company to do what they have said.   It is based on making a certain amount of investment and providing a certain number of jobs.  

Mr. Crowder agrees with Mayor McFarlane.  He stated he does want to comment on Councilor Weeks’ statement relating to Raleigh not being business friendly. He feels those cities that consider Raleigh not being business friendly are tying to compete with Raleigh.  When you look at Forbes and other folks they are saying Raleigh is a top business place. He stated he would expect nothing less from the cities that are trying to gain Raleigh’s business.   He feels Raleigh is a business friendly city and this has been backed up by Forbes and a lot of national magazines.  He pointed out they have been told they are a top business city.  
Mayor McFarlane stated she feels that Staff particularly, as everybody calls it would helpful for them to have some structure. 

City Manager Hall stated it depends on the feedback where Staff is headed and with what they are hearing they need to develop an optional draft and engage with companies as well.  He suggested Staff engage with the County staff.  He stated he feels they need to have the programs working together. There are not necessarily inconsistencies except that one is case-by-case and another is the $100,000,000 threshold.   There are different programs but also process in terms of how they get approved.  For example, the County’s protocol has a public hearing piece and the City does not.  They would have some expectation on how that would work.  He stated he would like to make that suggestion and they are going to go forward with this unless there are any concerns. It would be nice to bring these programs together.  He pointed out they would not be joint but they would align.  
Mr. Crowder stated he would expand that comment to contact the Department of Commerce to make sure they align statewide also so that everybody is benefiting.  
City Manager Hall pointed out the County is in a bit of a state of flux but because they are working on their own program but they can take what they are currently working on and try and make sure it is in tact. 
Mayor McFarlane opened the meeting to the public.  No one else asked to be heard.  The item was held in Committee.  

Lease for Police Parking at 2912 Wake Forest Road - Joyce L. Munro, Budget and Management Services Director introduced the item.  She stated Staff is here to answer any questions.  The group briefly discussed cost per space. She gave a brief overview of the following:  
What Is Requested? Authorization to lease an improved surface parking area at 2912 Wake Forest Road for vehicle and trailer storage in support of the Police’s Front Street facility.

Background: Since 2006, the City has leased 48,000 sf at 1221 Front Street for Police’s Service Center and Special Operations space needs. Faced with onsite parking challenges at this location, in 2009, the City leased an adjacent surface parking lot at 2912 Wake Forest Road from ITB Holdings, LLC for storage of Police vehicles and trailers. Due to property being actively marketed for sale in 2009 and since, Owners had stated a preference for annual lease renewals. To date, these leases have been approved administratively, since the term did not exceed twelve months.

Although the property is still on the market, recognizing the continued inefficiencies associated with annual lease renewal document preparation, review, at City staff’s request, Owner has agreed to a five year lease. Under terms of this proposal, either party may terminate the Lease with sixty (60) days prior written notice. Lease rates would remain fixed at the current amount of $250/month ($3,000/year) during the five year term. This represents a favorable market rental rate, which incidentally has remained unchanged since lease inception in 2009.

Funds are in place and will be paid from Police’s (Rental — Real Property account II 100- 4010-711010-361.
An outline of the proposed lease terms follows:

Property: 2912 Wake Forest Road Raleigh, North Carolina 27609

Landlord: ITB Holdings, LLC

Tenant: City of Raleigh

Premises: Surface parking area averaging 105’ x 197’ containing approximately 20,685 square feet (0.475 acres).

Lease Term: Five (5) Years. Either the Landlord or Tenant can terminate this Lease without further liability to the other upon providing written notice of such intent to terminate at least sixty (60) days prior to the date on which such termination is to become effective.
Occupancy/Commencement: The City currently occupies the Premises. Lease commencement under this agreement would begin October 1, 2014.

Rental Rate: The Rental Rate shall be as follows:

Monthly Annually

Year 1: 10/1/14 - 9/30/l5 $250.00 $3,000.00

Year 2: 10/1/15 - 9/30/16 $250.00 $3,000.00

Year 3: 10/1/16 - 9/30/17 $250.00 $3,000.00

Year 4: 10/1/17 - 9/30/18 $250.00 $3,000.00

Year 5: 10/1/18 - 9/30/19 $250.00 $3,000.00

Renewal Option: None

Security Deposit: Landlord shall waive City of Raleigh’s Security Deposit.

Previous Committee Action: None

Recommendation: Authorization to enter into a lease with ITB Holding, LLC, for a parking area containing approximately 20,685 square feet (0.475 acres) at 2912 Wake Forest Road under terms outlined above.
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Mr. Crowder moved approval it was seconded by Mr. Weeks and put to a vote that passed unanimously.   The Committee recommends a five year renewal lease to begin October 1, 2014 for a surface parking area averaging 105’ x 197’ containing approximately 20,685 square feet (0.475 acres) with ITB Holdings LLC, at 2912 Wake Forest Road for a continued location for Police Parking. 

Lease for of Property at 7712 Lead Mine Road for Neighborhood Park Needs – Joyce L. Munro, Budget and Management Services Director introduced the item.  She stated Staff is here to answer any questions.  She gave an overview of the following: 
Request: Authorization to lease approximately 9,600 square feet of office space at 7713— Suite 121 Lead Mine Road in Greystone Village Shopping Center for continued location of Parks Recreation & Cultural Resources Department (PR&CR) neighborhood recreational center.

Background: On 11/10/08, the City entered into a five year lease with Greystone Improvements, LLC for approximately 9,600 square feet of space within the Greystone Village Shopping Center to address recreational needs within the area bordered by Lynn, Creedmoor, Lead Mine, and Strickland Roads. The current lease is triple net, with a prorated share of taxes, insurance and common area maintenance (TICAM) expenses added to a base rental rate. Since inception, TICAM has fluctuated from year to year, and base rent has escalated 3% per year, with total annual rents averaging $17.61/sf during the five year period.

The current lease expires 11/30/14, and offers two five year renewal options, with rents increasing to $18.72/sf beginning 12/1/14, should option provision be exercised by the City. Based on a review, staff does not recommend the City exercise the renewal option contained in the existing lease. Instead a new ten year lease is recommended.

Following discussions between City staff and Amy Stevens, representing Grey Mine LLC, the new property Owner, a favorable ten year lease renewal has been negotiated, subject to Council approval. Under terms of the proposed new lease agreement, beginning 12/1/14, rents would be reduced and fixed at a rate of$ 15.95/sf during years one thru five, and then increase to a fixed rate of$ 16.95/sf during years six thru ten.

An outline of the proposed lease terms follows:

Property: Greystone Village Shopping Center 7713 Lead Mine Road — Suite 121

Raleigh, North Carolina 27615\
Landlord: Grey Mine LLC

Tenant: City of Raleigh

Premises: Lease space consists of approximately 9,600 rentable square feet.

Lease Term: Lease Term shall be ten (10) years.

Occupancy/commencement: A Parks Recreation & Cultural Resources Department recreational center with assigned staffing to serve the area bordered by Lynn, Creedmoor, Lead Mine, and Strickland Roads currently occupies the space. The proposed new lease would commence 12/1/14.

Rental Rate: The Annual Base Rental Rate shall be as follows:

The Annual Base Rental Rate shall be as follows:

Term 


Square

Rent

Rent per
Rent 




feet

psf

month

per year

12/1/14-11/30/19
9,600

$15.95

$12,760

$153,120

12/1/19-11/30/24
9,600

$16.95

$13,560

$162.720

Renewal Option: None

Landlord Improvements: None

Parking: Parking availability is provided as part of the shopping center’s common areas.  Security Deposit: Landlord shall waive City of Raleigh’s Security Deposit.

Based on past favorable experience at this location and recreational benefits offered to citizens in this area, continued lease of the space is recommended by PR&CR staff. Monies for rental costs are available in account 100-6285-711010-508.

Previous Committee Action: None

Recommendation: Authorization to enter into a lease with Grey Mine LLC for approximately 9,600 square feet of office space at 7713— Suite 121 Lead Mine Road in Greystone Village Shopping Center, under terms outlined above, for continued location of a Parks Recreation & Cultural Resources Neighborhood Recreational Center.

Mayor McFarlane moved approval it was seconded by Mr. Crowder and put to a vote that passed unanimously.  The Committee recommends entering into a ten year lease with Grey Mine, LLC, to begin December 1, 2014 for office space at 7713 Lead Mine Road, Suite 121 in Greystone Village Shopping Center containing approximately 9,600 rentable square feet for neighborhood park needs under terms as follows:
The Annual Base Rental Rate shall be as follows:

Term 


Square

Rent

Rent per
Rent 




feet

psf

month

per year

12/1/14-11/30/19
9,600

$15.95

$12,760

$153,120

12/1/19-11/30/24
9,600

$16.95

$13,560

$162.720

CLOSED SESSION

Mayor McFarlane announced a motion was in order to enter closed session pursuant to G.S. 143-318.11(a) (5) for the purpose of instructing City staff concerning negotiation for acquiring property in the following areas:
Replacement Site for Fire Station #14
Mr. Stephenson and Mayor McFarlane moved approval of the motion as read.  The motion was seconded by Mr. Crowder and carried by unanimous vote of 4-0.  The Committee entered closed session at 11:50 a.m. (Clerk's Note:  Closed session is recorded in a separate set of minutes.)
ADJOURNMENT
There being no further business before the Budget and Economic Development Committee, Mayor McFarlane announced the meeting adjourned at 11:55 p.m.

Daisy Harris Overby

Assistant Deputy Clerk

09-09-2014

PAGE  
15

