City of Long Beach Memorandum
. Working Together to Serve

Date: August 14, 2009
To: fﬁ’atrick H. West, City Manag ‘
From: Robert M. Swayze, Manager, Eonomic Development and Culturai Affairs

For: Mayor and Members of the City Council

Subject: Tesla and Business Atiraction Efforts

The purpose of this memorandum is to provide background on business attraction
efforts involving Tesla Motor Corporation and other target firms. To clarify, the FY
2010 proposed budget does not include revenue projections for Tesla or any of the
business attraction efforts identified in this memo.

Overview: Business Retention Versus Business Attraction

For a number of years, the Economic Development and Cultural Affairs Bureau
(EDCA) has emphasized business retention and expansion as a priority. However,
the City continues to pursue new business opportunities as highlighted in this
memo. The reasons for focusing on business expansion and retention are
succinctly stated in a report by the University of Florida on the value of atfraction v.
retention:

“A number of studies have documented the net new job growth attributabie to
existing businesses. Whether these studies looked at state or national data, all
concluded that job growth from existing businesses far exceeds job growth that was
the result of industry attraction.”

Numerous studies support this position. Job Creation in America (Birch, 1987)
reported that over 80 percent of net new job growth comes from existing
businesses. This benchmark study has informed economic development
organizations to this day as to the proper allocation of effort to retain existing
businesses.

Retention First, Ohio’s Challenge (Kraybill, 1995) reported that 70 percent of job
growth in Ohio came from existing businesses. A 1990 survey by Arthur D. Little
and the American Economic Development Council reveals that job growth in four
states came principally from existing firms. Other studies (Gordon, 2001) show that
in job creation and tax contributions to jurisdictions, the expansion of existing
businesses, not new operations, has the greater impact. The conclusion of one
report (Kotval, etal., 1996) is direct:

“There are literally thousands of communities involved in industry attraction, yet
fewer than 200 major plant relocations occur annually. Thus basing an economic

| University of Florida, Gainesville, FL. Published September 2008; revised January 2008.



development strategy solely on landing a "big fish" has only a small chance of
success.”

A significant case in point for Long Beach is the C-17 Red Team. The C-17 Red
Team has played an important role in retaining production of the C-17 in Long
Beach. Initially scheduled by the Depariment of Defense to close in 2006,
additional orders will keep the plant operational through September 2011. Five
additional years of production of the C-17 at 5,300 jobs per year results in 26,500
jobs retained.

Historically, the return on investment for business retention far exceeds the return
on investment for business attraction. Therefore, the EDCA strategy has been to
concentrate on business retention but aggressively respond to tangible business
attraction candidates. _

Recent Business Attraction Efforts for Tesla

Tesla Motors is an early stage automobile manufacturing firm with a business plan
to bring all-electric vehicles to the mass market. Tesla was founded by Silicon
Valley entrepreneurs and has developed some proprietary technology. lts initial
product, a high-end roadster, has captured significant media attention.

Tesla Motors has expressed an interest in the Boeing 717 buildings. This interest
was sparked in part by a requirement of Department of Energy funding (the source
of the $465 million loan just announced by Tesla) that production occur in an
abandoned manufacturing facility. Boeing has informed the City these funds may
have limitations and can’t be used for construction or tenant improvements.

The Boeing 717 site is, of course, owned and controlled by Boeing. As a private
firm, Boeing will seek the most advantageous deal for the real estate, whether
through a long-term lease or purchase. Other entities have expressed interest in
the 717 site, including the Long Beach Studios group, which has been in
negotiations with Boeing for some time. Boeing has been undertaking certain
remediation projects (asbestos, lead paint) at both large buildings. City staff has
been supportive of Boeing's efforts to market the property, and has referred other
prospective users of the site to Boeing.

The Mayor, City Manager and other City staff first met with representatives from
Tesla on January 15, 2009. A second meeting with Tesla representatives was held
on March 3, 2009. In both meetings, Tesla outlined its business plan and
expressed interest in the 717 buildings. Tesla representatives provided details on
its newest model, a sedan known as the Model S, for which Tesia was seeking an
assembly location. In addition, City staff has had several meetings and phone
conversations with Tesla to discuss the permitting and planning approval process.

City representatives expressed significant enthusiasm for the project and Tesla
representatives were assured the City would make every effort to facilitate a rapid
processing of permits and plans, and Tesla was encouraged io continue to
negotiate with Boeing on the use of the property. City staff assurred Tesla that, as
the 717 site had been a major manufacturing facility, staff did not forsee any
difficulties for Tesla’s proposal to assemble automobiles at the location.



During both meetings, City staff outlined key benefits available to Tesla by locating
in Long Beach. The benefits enumerated included tax credits available through the
Long Beach Enterprise Zone (including hiring and equipment credits), Foreign
Trade Zone and expedited permit processing. City staff also outlined benefits that
might be available through a procurement company or sales tax sharing agreement.
City staff also raised the possibility of Tesla participating in an electric vehicle mali,
a concept that staff thought might be of interest to Tesla. Please find attached a
letter to Elon Musk, President and CEO of Tesla, on bringing Tesla's manufacturing
and retail presence to Long Beach.

Tesla representatives explained in the meetings with the City that it was their
intention fo use a Southern California site as an assembly location. Tesla’s
chassis, or, as it is known in the trade, the glider, is built in the United Kingdom by
Lotus, and its electric motor and batteries are aiso manufactured off-shore. The
final product would be assembled in the U.S. Tesla representatives estimated that
the facility would employ 400-500 when fully operational. '

The history of new car start-ups in the United States is checkered. In recent
decades, there have been a number of entrepreneurs who have attempted to
establish a new automobile manufacturer. Tesla is in some ways mirroring these
attempts, famously Delorean and Bricklin, by first creating a high-end sports car to
generate media and enthusiast interest. The difference, of course, is Tesla's
innovative use of EV technology.

The Tesla roadster has received glowing, as well as some less complimentary,
reviews. The firm recently received a significant equity injection from Daimler, and
the loan financing from the U.S. Department of Energy provides both an important
source of capital and substantial validation of its technology and product. As might
be expected with such a high media profile firm, Tesla has not been without
controversy. With the unpredictability of funding and a potenital lawsuit, Tesla’s
future viability is not guaranteed. In sum, Tesla has developed and is banking on
new technology and a new sales sirategy to enter a very competitive market. The
fact that it has secured government financing and an investment from Damlier are
positive indicators for long-term success.

The decision to locate Tesla in Long Beach is ultimately in the hands of Boeing and
Tesla. The real estate negotiations are complex, particularly in light of the fact the
$465 million dollar loan cannot be used for construction or tenant improvements.
The City stands ready to assist the company Boeing selects as the future tenant or
owner of the 717 site.

Other Attraction Efforts

The following are a sampling of other major business attraction efforts:

BYD

BYD is a Chinese manufacturer of automobiles, cell phone components, solar
panels and long-life batteries. EDCA, working with the Economic Development
Corporation of Los Angeles County (LAEDC), brought representatives from BYD,
including its CEO and President, to Long Beach on May 7, 2009. BYD met with the
Mayor and representatives from the Port of Long Beach.



BYD has developed proprietary battery technology that it has adapted for use in
electric vehicles. It has also developed proprietary technology for low-energy
manufacturing of solar panels. Warren Buffet's investment group recently took a
$250 million equity position in BYD. Copies of the correspondence to BYD are
attached.

CT&T

CT&T is a South Korean auto manufacturer. Established by former Hyundai
executives, CT&T is manufacturing a light-weight electric vehicle known as the E-
Zone. It announced plans to establish sales and manufacturing facilities in the
United States.

EDCA, working with the the LAEDC, organized a site visit for CT&T representatives
on July 24, 2009 at Douglas Park. CT&T is interested in locating their corporate
offices in Long Beach. Representatives from CB Richard Ellis made a full
presentation. on Douglas Park to CT&T on behalf of Newcastle Partners (the
developers).

EDCA arranged a second visit by CT&T CEO and President and CFO on August
14, 2009 to meet with the Mayor and City staff. The entire CT&T team also toured
Douglas Park and the Robertshaw facility in North Long Beach on August 13, 2009.
Copies of the correspondence to CT&T are attached.

The Murray Company

The Murray Company is a major commercial mechanical contractor that employs
200 union workers. Currently located in Carson, the Murray Company has been
seeking a new space to accommodate their growth. EDCA staff met with the
President of the Murray Company in July 2009, and is working with them as they
negotiate to purchase a large industrial building in Long Beach. Copies of the
correspondence with the Murray Company are attached.

Long Beach Studios

Long Beach Studios has been negotiating to purchase the Boeing 717 site and
develop a full amenity movie studio. While progress has been made on this long-
developing deal, the scope of the financing and the current market conditions have
caused numerous delays. If it were actualized, Long Beach Studios estimates job
creation of 2,500 — 3,000. Over the past 20 months, EDCA has met with Long
Beach Studio principals, Boeing Realty representatives and other interested parties
numerous times with the purpose of attracting this firm to Long Beach.

Dornier Aircraft

Dornier Aircraft is a European manufacturer of seaplanes that, in 2007 and 2008,
was exploring the establishment of a United States manufacturing facility. Dornier
proposed a 225,000 s.f. manufacturing facility that would employ up to 500. EDCA
engaged Dornier in negotiations to locate in Long Beach, specifically at a build-to-
suit location at Douglas Park. EDCA met several times with Dornier
representatives, and provided a comprehensive incentive package.



Ultimately, Dornier chose Miami as its U.S. location and cited as principal reasons
its proximity to Dornier headquarters in Europe, and prospective Central and South
American markets.

KC-X Tanker

The C-17 Red Team has been active in supporting new orders for the C-17 to
ensure continued production. An adjunct to this effort was an initiative to attract the
KC-X Tanker program to Long Beach.

The KC-X Tanker is the proposed replacement for the Air Force's aerial refueling
tankers, many of whom date back to the 1950s. This Department of Defense effort
has been beset with delays and missteps. There are now two principal competitors,
Boeing and EADS North America, which is an alliance of Airbus and Northrop
Grumman.

EDCA engaged Boeing with a proposal that Long Beach be a manufacturing site-if
Boeing were successful in its response to the DOD RFP. In support of that effort,
EDCA drafted tax credit legislation to provide a significant incentive. Unfortunately,
the legislation did not generate support in Sacramento.

EV Mall

EDCA has generated some interest in its proposal to transform the now vacant
Power Chevrolet auto dealership into an Electric Vehicle Mall. EDCA has
contacted a number of EV manufacturers and explored the concept, including
Tesla, Aptera, BYD, Coda, CT&T and Fisker. Copies of correspondence and a
concept drawing are attached.

Location Agreements

EDCA works with Financial Management to bring firms to Long Beach that could
generate significant sales tax revenue by means of location agreements. Location
agreements are agreements, consistent with state statutes, wherein a firm with
multiple points of sale agrees to centralize efforts to a single office in Long Beach.
As a result, Long Beach captures substantially greater sales tax revenue.

A recent business attraction effort that resulted in a location agreement involved
General Petroleum. General Petroleum is a distributor of quality petroleum
products and services to customers throughout the west coast. EDCA engaged
General Petroleum to centralize its Southern California sales offices to Long Beach.
Working with Financial Management, EDCA finalized a draft agreement, which was
approved by Council. As a result of this recruitment, the General Petroleum
location agreement will generate an anticipated $350,000 of additional sales tax
revenue for Long Beach.

Financial Management and EDCA continue to pursue location agreements with
other firms, and will bring draft agreements to the Council for consideration if there
is adequate financial benefit to the City.



Hotels

EDCA, working with the Convention and Visitors Bureau and the RDA, continues to
market Long Beach for additional hotels. EDCA's principal role is to (a) help
prospective hotel projects verify the market potential consistent with economic
growth and (b) provide advice and insights regarding financing. EDCA has
conferred with individual developers and major hotel chains for locations in the
downtown, airport and eisewhere in the City.

Recently, EDCA has engaged in an attraction effort with a potential developer for
the Hotel D'Orsay site in the downtown. EDCA has conferred with the developer
and its consultant team four times and has made introductions to representatives
from the National Development Council, a financial organization with a specialty in
New Market Tax Credits (NMTC). In the face of the current economic climate, hotel
financing has become far more problematic, and using the federal NMTC program
can provide enough additional financial advantage to make projects viable.

Business Attraction and the Economy

The current recession has significantly reduced business attraction possibilities.
Fewer firms are in an expansion mode. In addition, the regional economy has
undergone a structural change in the past 20 years. Total employment in Los
Angeles County for all industries fell 1.1% from 1990. Durable and nondurable
manufacturing in Los Angeles County contracted by 46% since 1980. The chart
below shows the decline or growth in major sectors:

industry Sectors 1990-2008
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Because of these economic conditions, business attraction has become an even
more difficult task. However, we will continue to make every effort to attract firms
where there is a plausible possibility of a firm relocating to Long Beach.

Conclusion

Because the cost of doing business is high and the business climate in California is
viewed as unfriendly by many out-of-state, and even in-state businesses, it is
prudent to be seleclive expending resources on attraction efforts. CalBiz is a state
office that serves as the central clearinghouse for California in making referrals to
counties and cities in the state when a significant firm from out of state or out of



country inquires about moving to California. Typically these referrals include multi-
hational firms looking for a site that offers a considerable package of incentives,
such as financing, land write-down, tax rebates, etc.

Other states, including such notable examples as Arizona, South Carolina, and
Lousianna, are typically far more aggressive than California in providing attraction
incentives. A recent BusinessWeek article stated, “In the past year, they've [states]
doled out a record $50 billion to spur job growth.” Recent deals include:

Michigan -- $48 million tax package targeting filmmakers
Connecticut -- $30 million tax package for Pepsi

Oregon -- $121 million tax break for Intel Corp.

Louisianna -- $358 million in tax breaks between 2006-8 for movies®

The only business attraction incentive offered by California is the Enterprise Zone
program. It fails to cities and counties to provide their own additional incentives to
attract businesses; the state is simply not a participant.

Because it is a buiit-out city with limited resources, Long Beach cannot offer an
incentive package that compares with those offered by states. In fact, in many of
these site selection competitions, Long Beach is usually competing with another
state, such as Arizona, Alabama, South Carolina, etc., and a city just does not have
the resources to compete with a state.

However, we have and will continue to aggressively pursue opportunities that are
plausible and whose economic impact benefits Long Beach.

Please contact Robert Swayze, Manager of Economic Development and Cultural
Affairs, at 570-3853 if you have additional questions or need more information.

PHW:dm
Att.

cc:  Suzanne Frick, Assistant City Manager
Reginald |. Harrison, Deputy City Manager
Robert M. Swayze, Manager, Economic Development and Cultural Affairs

? “Will Tax Breaks Boost Jobs?", Jessica Silver-Greenberg, BusinessWeek, July 13 &20, 2009, p. 24.



CITY OF LONG BEACH

DEPARTMENT OF COMMUNITY DEVELOPMENT

BUSINESS DEVELOPMENT CENTER
110 2INE AVE. SUITE 1100 s LONG BEACH, CALIFORNIA 80802 e (562) 570-3800 » FAX {582) 570-3897

June 24, 2009

Me. Elon Musk, CEO and Product Architect
Tesla Moters

1050 Bing Street

San Carlos, CA 94070

Dear Mr. Musk:

Please accept our congratulations on the recent approval of the $465 million financing
commitment from the U.S. Department of Energy. This is another remarkabie
achievement by your firm. The Roadster and Model S are beautiful machines, and we
applaud the dedication and vision of the entire Tesla team.

Long Beach loves all things automotive. Whether it's hosting the Long Beach Grand
Prix for 35 years or a Cors de Elegance, Long Beach is a city with a unique enthusiasm
and fondness for motorcars and motorsports. In particular, Long Beach has a particular
focus on alternative fuel vehicles. Our city car and truck fleet has more alternative fuel
vehicles than any fleet in California. We recently introduced our new line of hybrid
buses for our transit system. As you know, our Mayor, Bob Foster, drives an EV - and
has been very impressed with the Tesla story from Day One. And we have had several
in depth discussions with representatives from Tesla about locating in Long Beach — a
site we think would be ideal for your manufacturing operations.

That is one reason why we are developing the Long Beach EV Mall.  Our thinking is
that an EV purchase is today more a lifestyle purchase than a transportation purchase —
and the best place to offer a lifestyle purchase is not at an auto row, but in & lifestyle
mall. Thatis why we are proposing to locate a Long Beach EV Mall as part of the Los
Alios Shopping Center — next to key retailers such as Lowe's.

Our judgment is that EV purchasers are technologically sophisticated — much more
likely to be the “Early Users” of new products and services. We believe that Tesla and
other EV makers will have to invent a new marketing and sales mode! as the old
nationwide dealer network just will not work for EV dealers. EV dealerships don't have
to be tied to the old model of auto dealerships — with acres of cars on acres of land. EV
dealerships can be Internet driven — but our judgment is customers will stili need a
{ocation to touch and feel the product. That is why we suggest an "EV multiplex” -
where various EV makers have separate quarters but are grouped together under the
EV banner. We think the Long Beach EV Mall will draw customers from throughout
Southern California ~ and we have no doubt that in that setting, Tesla will prosper

enormously.



Letter to Eion Musk
June 24, 2009
Page 2

We've attached for your consideration a conceptual rendering and a recent story
published in the Long Beach Business Journal. We would be delighted to speak to
representatives from Tesla about this opportunity. Long Beach believes in an EV future
—and we're prepared to discuss a sales tax rebate program to help manufacturers such
as Tesla jump-start this sector in Southern California.

Thank you for your consideration — and continued success with every Tesla model.

Sinceraly.

V

Robert M. Swayze, Manager
Economic Development and Cultural Affairs

RMS:dm
Att.



CITY OF LONG BEACH

DEPARTMENT CF COMMUNITY DEVELOPMENT

BUSINESS DEVELOPMENT CENTER
110 PINE AVE | SUITE 1100 » LONG BEACH, CALIFORNIA 60802 = (562) 570-3800 o FAX (582) 570-3897

May 8, 2009

Mr. Wang Chuan-Fu, Chairman
BYD, Inc.

No. 3001, Hengping Road
Pingshan, Longgang
Shenzhen, 518118, P.R. China

Dear Mr. Chuan-Fu:

On behalf of the City of Long Beach, thank you very much for visiting our City and
meeting with our Mayor.

We are enormously impressed with the foresight, éxpertése and capabilities of BYD, and
hope that you will consider Long Beach as a location and partner for your United States
endeavors. We would be glad to assist BYD in any way we can.

We hope we are not too presumptuous if we make some observations regarding BYD's
penetration into the U.S. market.

Headquarters

We beiieve Long Beach would be an outstanding location for a BYD North American
headquarters. in Long Beach, BYD would be a premier corporate presence. The
proximity to the Port of Long Beach and access to the rest of Southern California would

be major assets.

We would also be delighted to be the home of a flagship BYD dealership in the USA.
We have negotiated sales tax sharing agreements with automobile dealerships that
provide a significant incentive for locating in the City, and we would be most interested

in such an arrangement with BYD.

Dealership Networks

To access the U.S. market, BYD will require a national dealer network for sales and
service. The historic model has been a network of independently ownedu dealerships.



Letter to Wang Chuan-Fu
May 8, 2009
Page 2

As | am sure you are aware, General Motors intends to reduce its network of domestic
dealers by 40% -- reducing by over 2,600 its current nationwide network of over 6,200
dealers. Of particular interest to BYD may be the 375 Saturn dealerships. it is our
understanding that a number of parties are negotiating with GM for a buy-out of Saturn,
including Black Ozak Partners.

Besides an outright purchase of an existing name brand, another strategy may be the
creation of a dealer network by making use of automotive dealership locations that have
been closed because of the current recession. In California alone, almost 400
dealerships have closed. Cities in California and across the nation have relied on auto
dealerships as a source of tax revenue because of the sales tax accruing to cities from
vehicle sales. 1tis possible that cities might assist BYD establish a dealership network
without the enormous capital costs of acquiring an existing entity (such as Saturn of
Saab), as the reuse of these former locations may prove difficult for some cities ~ and
the loss of tax revenue will be significant.

Combination Solar and Battery Energy Solution

Long Beach is committed to becoming a leading green technology city. We would be
very supportive of a clean tech energy solution for our commercial and residential
sectors, and would very much like to be considered as a beta site for the integrated
solar/battery system described during the meeting. A strategic alliance of the City,
Southern California Edison {the electrical utility for which our Mayor Bob Foster was
CEQ) and BYD could jump-start this program and enhance rapid penetration into the

U.S. market.
If we can be of any help in this area, please contact us.

Once again, our thanks; and if your travels bring you back to Southern California in the
future, we would be honored if you visit us again in Long Beach.

Sincetely,

/

Robert M. Swayze, Manager
Economic Development and Cultural Affairs

/‘-/”..

RMS: dm






