
AGENDA ITEM NO. 9.4 

 

 CITY OF ELK GROVE 
 CITY COUNCIL STAFF REPORT 

 
    

 
 
AGENDA TITLE: A Public Hearing to consider a resolution 

authorizing the City Manager to execute an 
Economic Development Incentive 
Agreement with The Ridge EG East, LP in a 
not-to-exceed amount of $8,000,000 
(present value) (CEQA Exempt) 

 
MEETING DATE:  April 12, 2017 
 
PREPARED BY Darrell A. Doan, Economic Development 
DEPARTMENT HEAD: Director 
 
 
RECOMMENDED ACTION: 
 
Staff recommends the City Council conduct a public hearing to consider 
adopting a resolution authorizing the City Manager to execute an Economic 
Development Incentive Agreement with The Ridge EG East, LP, in 
substantially the form provided, in a not-to-exceed amount of $8,000,000 
(present value) related to the construction and operation of a Costco 
Wholesale Corporation wholesale and retail general merchandise 
warehouse store in Elk Grove. 
 
BACKGROUND INFORMATION: 
 
The Ridge EG East, LP (“Landowner”) is a Sacramento-based real estate 
developer affiliated with Pappas Investments.  The Landowner is the owner 
of an approximately 17.43-acre parcel of land located northwest of the 
intersection of Civic Center Drive and Babylon Drive in the City of Elk 
Grove (the “Property”), which is within the boundaries of the Laguna Ridge 
Specific Plan (adopted in 2004) and the Laguna Ridge Town Center 
Specific Plan (adopted in 2008). 

In 2015, Costco Wholesale Corporation (“Costco”) made an application to 
the City for conditional use and major design approvals necessary to 
construct a proposed Costco warehouse store on the Property (the 
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“Project”).  If constructed, the Project will consist of an approximately 
150,000 square foot store; a 24-pump fueling facility with capacity for future 
expansion to 30 pumps; a parking lot with 751 parking stalls; building 
signage; landscaping; vehicular access points off of Civic Center Drive and 
Elk Grove Boulevard; and all underground infrastructure to support the 
Project. 
 
On May 5, 2016, the Elk Grove Planning Commission voted to recommend 
to the City Council that the City Council adopt a resolution finding no further 
CEQA review necessary for the Project; approving a Conditional Use 
Permit due to the Project’s size being in excess of 100,000 square feet (as 
required by the Laguna Ridge Specific Plan); and approving a Major 
Design Review.  The City Council considered the Project at its May 25, 
2016 and July 13, 2016 City Council meetings.  At the July 13, 2016 City 
Council meeting, the City Council approved the Project. 
 
At the May 25, 2016 City Council meeting, staff advised the City Council 
that a ground lease between the Landowner and Costco had been 
conceptually agreed to; that the Landowner had advised the City that the 
Project might not proceed unless it received an economic development 
incentive from the City in an amount to be determined; that staff was at that 
time analyzing the possibility and viability of providing such an incentive; 
and that any such incentive would be brought to the City Council at a later 
date for consideration. 
 
The Landowner and Costco have reached further agreement on the terms 
of a long-term ground lease for the Property (“the Costco Ground Lease”), 
which is near ready for execution, by which Costco will ground lease the 
Property from the Landowner, and Costco will construct the store 
improvements to be located on the Property.  The Costco Ground Lease is 
contingent upon, among other things, approval of the requested Economic 
Development Incentive Agreement.  If the proposed Agreement is 
approved by the City Council, Landowner and Costco have indicated they 
intend to proceed under the Costco Ground Lease, and Costco will 
construct the Project beginning this summer, with completion scheduled for 
approximately the first quarter of 2018.  Costco has made application to the 
City for a building permit for the Project, and the permit is ready to be 
issued by the City. 
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ANALYSIS: 
 
The Landowner has requested an economic incentive be provided in the 
form of a sales tax sharing arrangement in support of the Project in an 
amount not-to-exceed $8,000,000 (present value with a 6% discount rate) 
(the “Maximum Payment Amount”). 
 
The Landowner asserts that the economic incentive is necessary in order 
for it to achieve its targeted 14.4% Internal Rate of Return (“IRR”) on the 
Costco Ground Lease.  The Landowner indicates that a 14.4% IRR for the 
Ground Lease is required to justify proceeding with the Ground Lease 
given the Project’s site acquisition and development costs, risks, and 
complexity incurred by the Landowner.  Without the incentive, the 
Landowner has indicated that its IRR for the Ground Lease is negative 
15.92%.  A negative or lower return on investment for this type of project 
would not, based on the Landowner’s representations, induce it to move 
forward.  It is staff’s understanding that the Property is Costco’s first choice 
for developing an additional store in southern Sacramento County, and that 
its second choice is property just outside and to the northwest of the City’s 
jurisdiction.  Further, staff understands that no other Elk Grove properties 
are under consideration for the Project by Costco.  Costco also advises the 
City that it has no plans to close its Sacramento County store at 7981 East 
Stockton Boulevard. 
 
Key terms of the proposed Economic Development Incentive Agreement 
include the following: 
 

• For up to 25 years, the City would rebate to the Landowner on an 
annual basis an amount equal to 50% of all sales tax revenues 
received by the City generated directly and only by the Project, 
exclusive of gasoline generated sales tax revenue. (All references to 
sales tax in this staff report refer to the share of sales tax the City 
actually receives from the Project; i.e. 1% of total sales tax 
generated.)  Quarterly payments would be made by the City under 
the Agreement, and the City would have the right to prepay all or any 
portion of the total amount owed. The obligations created by the 
Agreement do not create an immediate indebtedness to the City of 
the Maximum Payment Amount, but rather create a liability only when 
a payment becomes due under the Agreement. 
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• The Agreement would expire upon the earlier of 25 years, or when 
sales tax payments total $8,000,000 on a present value basis.  If the 
store outperforms sales tax expectations, and annual payments to the 
Landowner  end up being larger than anticipated, the Agreement 
would expire sooner than 25 years.  Conversely, if the full amount of 
the incentive has not been paid to the Landowner within 25 years, the 
Agreement would terminate with no further payment obligations by 
the City. 
 

• Only newly generated sales tax revenue derived during the Term of 
the Agreement directly and only from the Project would be used to 
calculate the payments to the Landowner; no other City revenues, 
current or future, would be considered under the Agreement to 
calculate payments to the Landowner. 
 

• Should there never be a Costco store at this location, no payments 
from the City would ever be required. 
 

• Should Costco voluntarily and permanently discontinue operations at 
the Project location, the Agreement would automatically terminate. 
 

• No sales tax revenues from gasoline sales at the Project would be 
included in the calculation of the amount to be rebated; the City would 
keep all gasoline generated sales tax. 
 

Staff recommends approving the Economic Development Incentive 
Agreement for the following key reasons: 
 

• Over the 25-year term of the Agreement, based on certain 
assumptions about sales tax generation from the Project, the Project 
would generate an estimated $27,893,195 of sales tax revenue to the 
City after the Landowner were to receive the amount calculated as its 
portion of the sales tax.  The Project would also generate additional 
revenue for the City in the form of increased property and utility taxes.  
Upon expiration of the Agreement, the City would keep all sales and 
other taxes derived from the Project and any future replacement 
projects. 
 

• The revenues required to make payment under the Incentive 
Agreement would all be derived directly from the sales tax revenues 
to be generated by the Project.  No existing or future General Fund or 
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other revenues would be used to satisfy payment under the 
Agreement.  No capital outlay is required by the City, and no financial 
risk is required. 
 

• If the Project is completed, the City will retain 50% of all sales tax 
revenue received from the store over the life of the Agreement and 
100% of all sales tax thereafter, and the City will always receive all 
other ancillary forms of tax revenue (i.e. property and utility taxes); if 
the Project is not completed, the City will continue to receive very little 
revenue from the Property. 
 

• The Project would put to productive commercial use a parcel of land 
at the center of the City that has remained vacant for over 12 years 
since the time the Laguna Ridge Specific Plan was adopted and 
commercial development of the site was planned. 
 

• The Project would act as a catalyst for development of the entire 
commercial corridor along Elk Grove Boulevard between Bruceville 
Road and Laguna Springs Drive, which would generate additional 
significant sales tax and other revenue to the City once built out.  
Based on certain assumptions about planned retail projects in vicinity 
of the Property, sales tax revenues from nearby projects would total 
approximately $42,521,970 over a 25-year period.  These revenues 
would be in addition to the net revenues derived from the Costco 
store. 
 

• The Project, and other retail development anticipated and realized in 
the vicinity, would provide needed enhanced retail options for the 
City’s residents. 
 

• As a result of the Project, a significant amount of retail sales leakage 
would be recaptured by the City, as current Elk Grove residents who 
are shopping at Costco outside of Elk Grove would likely choose to 
shop at the new Elk Grove Costco; and new sales tax revenue would 
be generated by the Project as Costco shoppers from outside of Elk 
Grove come in to Elk Grove to shop. 
 

• Without the economic incentive, the project would likely not be built in 
the City, resulting in 100% of the Costco sales tax never being 
realized. 
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• The Landowner has represented, through Costco, that the Project 
would create an estimated 100 full-time and 100 part-time retail jobs 
with average hourly wages of approximately $22 plus benefits. 
 

Pursuant to California Government Code section 53083, an Economic 
Incentive Agreement Report is attached to this staff report.   

 
ENVIRONMENTAL ANALYSIS: 
 
The Agreement is not subject to the California Environmental Quality Act 
(“CEQA”) because the Agreement is a financial arrangement and does not 
constitute the approval of a project under CEQA.  (Pub. Res. Code § 
21065, CEQA Guidelines §§ 15060(c),(2)(3); 15061(b)(3); 15378(a)). 

FISCAL IMPACT: 
 
Approval of the Economic Incentive Agreement would have no effect on 
current City revenues, or future City revenues not derived directly from the 
Project.  Staff estimates total net sales tax revenue to be derived from the 
Project (after the City’s payment obligations under the Agreement are 
satisfied) to be approximately $27,893,195 over the 25 year term of the 
Agreement.  Staff estimates total sales tax revenue to be generated by 
retail projects in vicinity of the Costco Project over a 25-year period to be 
$42,521,970, for a total positive fiscal impact of the Project to the City of 
$70,415,165 in future dollars. 

 
 
ATTACHMENTS: 
 

1. Resolution 
2. Agreement 
3. Economic Incentive Agreement Report 
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ATTACHMENT 1 
 

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF ELK GROVE 
AUTHORIZING THE CITY MANAGER TO EXECUTE AN ECONOMIC 

DEVELOPMENT INCENTIVE AGREEMENT WITH THE RIDGE EG EAST, LP  
IN AN AMOUNT NOT-TO-EXCEED $8,000,000 ON A PRESENT VALUE BASIS  

(CEQA EXEMPT) 
 

WHEREAS, economic development efforts are critical for the City of Elk Grove 
to ensure a vibrant, healthy, and diverse local economy; and 

 
WHEREAS, the successful development of retail projects in the City of Elk 

Grove is a critical component of the City’s economic development efforts; and 
 

WHEREAS, The Ridge EG East, LP, intends to execute a ground lease with 
Costco Wholesale Corporation, whereby Costco will construct an approximately 
150,000 square foot wholesale and retail general merchandise warehouse store in 
Elk Grove within the boundaries of the Laguna Ridge Town Center Specific Plan; and 

 
WHEREAS, the development of the warehouse store in Elk Grove serves the 

public interest and purposes because the construction and operation of the project will 
create jobs within the City, expand the range and diversity of the City’s retail sector, 
broaden the City’s property tax and sales tax base, as well as generate other City 
revenues, and will generally contribute to the maintenance, growth, and expansion of 
the City’s economic base; and 

 
WHEREAS, the proposed Economic Development Incentive Agreement 

constitutes a contract, obligation and indebtedness within the meaning and scope of 
Gov. Code § 53511 and the Validation Act (Code of Civil Procedure §§ 860 et seq.) and 
is the best and most appropriate means available to the City of financing the Economic 
Development provided therein that will allow the project to proceed so that the City of 
Elk Grove may realize the public benefits of the project,  and it is necessary for the City 
to promptly settle any questions relating to the validity or enforceability of the 
Agreement; and 

 
WHEREAS, approval of the proposed Economic Development Incentive 

Agreement is not subject to the California Environmental Quality Act (“CEQA”)  because 
the Agreement is a financial arrangement and does not constitute the approval of a 
project under CEQA.  (Pub. Res. Code § 21065, CEQA Guidelines §§ 15060(c),(2)(3); 
15061(b)(3); 15378(a)); and 

 
WHEREAS, the obligations created under the Economic Incentive Agreement do 

not create an immediate indebtedness to the City of the Maximum Payment Amount of 
the Economic Development Incentive, but rather create a liability only when a payment 
becomes due. 

 
NOW, THEREFORE, BE IT RESOLVED that the City Council of the City of 

Elk Grove hereby approves the accompanying Economic Incentive Agreement Report 
and authorizes the City Manager to execute an Economic Development Incentive 
Agreement with The Ridge EG East, LP, in substantially the form presented, in an 
amount not-to-exceed $8,000,000 on a present value basis. 
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 PASSED AND ADOPTED by the City Council of the City of Elk Grove this 12th 
day of April 2017. 
 
 
 

STEVE LY, MAYOR of the 
CITY OF ELK GROVE 

 
 
ATTEST: APPROVED AS TO FORM: 
 
 
 
JASON LINDGREN, CITY CLERK JONATHAN P. HOBBS,  

CITY ATTORNEY 
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1 
 

 
CITY OF ELK GROVE 

ECONOMIC INCENTIVE AGREEMENT REPORT  
BETWEEN THE CITY OF ELK GROVE AND THE RIDGE EG EAST, LP 

 
The City of Elk Grove (“City”) proposes to enter into an Economic Incentive Agreement (the 
“Agreement”) with The Ridge EG East, LP (“Property Owner”) relating to a Costco wholesale 
and retail general merchandise store to be located at northwest intersection of Civic Center 
Drive and Babylon Drive in the City of Elk Grove.  Property Owner is the proposed landlord and 
owner of the property at which the Costco project is proposed to be developed.  This report 
includes the information required by Government Code section 53083.  This report shall remain 
available to the public and available on the City’s internet web-site during the duration of the 
Agreement.     
 
1. The name and address of all corporations or any other business entities, except for 
sole proprietorships, that are the beneficiary of the economic development subsidy, if 
applicable.  
 
The Ridge EG East, LP; the Ridge EG East, LLC 
  
 
2. The start and end dates and schedule, if applicable, for the economic development 
subsidy.  
 
The Agreement is anticipated to commence in or about April of 2017 and shall be for a term of 
no more than 25 years from the opening of the Costco store, or until all payments have been 
made to Property Owner, whichever occurs first, all as discussed below and as set forth in the 
Agreement.     
 
 
3. A description of the economic development subsidy, including the estimated total 
amount of the expenditure of public funds by, or of revenue lost to, the local agency as a 
result of the economic development subsidy.  
 
Pursuant to the Agreement, the City shall make annual sales tax sharing payment to Property 
Owner in the amount of 50% of the sales tax generated from the Costco store (as defined in the 
Agreement) until payments have reached a net present value of up to $8,000,000, all as 
calculated and adjusted under the Agreement.  Payment shall continue until the earlier of full 
payment of the $8,000,000, as provided in the Agreement, or 25 years from the opening of the 
Costco store, whichever occurs first.     
  
4. A statement of the public purpose for the economic development subsidy.  
 
The proposed Agreement serves the public interest and public purpose because the 
construction and operation of the Costco store will create jobs within the City, promote long-term 
employment and economic growth in the City and, specifically, the area surrounding the Costco 
store, expand the range and diversity of its retail sector in the City, result in the generation of 
sales tax, and contribute to the maintenance, growth, and expansion of the City’s economic 
base.  The development of the Costco store is anticipated to be a catalyst for further economic 
development in the City and the area surrounding the Costco store.  If the economic incentive is 
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not provided, the Costco store might not be developed within the City, which would result in a 
loss of the benefits identified above.     
 
 
5. Projected tax revenue to the local agency as a result of the economic development 
subsidy.  
 
After payment of the 50% sales tax split between the City and Property Owner, the City projects 
sales tax revenues to the City of not less than $300,000 in the first year of operation of the 
Costco store, escalating at approximately 6% over the course of 25 years, with an estimated 
sales tax revenue of over $1,000,000 in year 20 and continuing during the operation of the 
Costco store.  These figures are projections only.  Actual sales tax revenue will be dependent 
on actual sales performance by the Costco store and will vary.     
 
6. Estimated number of jobs created by the economic development subsidy, broken 
down by full-time, part-time, and temporary positions.  
 
Based on historical operations from similar stores, Costco estimates that the proposed Costco 
store will create approximately 100 full-time jobs and 100 part-time jobs.  
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City of Elk Grove – City Council 
NOTICE OF PUBLIC HEARING 

 
NOTICE IS HEREBY GIVEN that on Wednesday, April 12, 2017, at the hour of 6:00 p.m., or 
as soon thereafter as the matter may be heard, the Elk Grove City Council will conduct a 
public hearing at City Hall in the Council Chambers, 8400 Laguna Palms Way, Elk Grove, 
California, to consider the following matter: 
 
APPROVAL OF AN ECONOMIC DEVELOPMENT INCENTIVE PAYMENT AGREEMENT 
RELATING TO A COSTCO STORE TO BE LOCATED IN ELK GROVE  
The proposed agreement would consist of economic development incentive payments to be 
provided from the City to The Ridge EG East, LP, the owner/landlord of property at which a 
proposed Costco wholesale and retail general merchandise store will be located.  The Costco 
store is to be located at the northwest intersection of Civic Center Drive and Babylon Drive in 
the City of Elk Grove.  The agreement would provide for sales tax sharing between the City 
and the landlord/property owner in a present value amount of not more than $8,000,000, as 
escalated and adjusted over time, all as provided in the agreement.  Payment would be made 
for up to 25 years, or until the entire economic development incentive amount of $8,000,000, 
as provided in the agreement, is paid, whichever occurs first.  A report containing the 
information required by Government Code section 53083(a) shall be made publicly available 
before approval of the agreement.  The agreement is not subject to the California 
Environmental Quality Act (“CEQA”) because the agreement is a financial arrangement and it 
does not constitute the approval of a project under CEQA.  (Pub. Res. Code § 21065, CEQA 
Guidelines §§ 15060(c), (2)(3); 15061(b)(3); 15378(a)).    
       
Information or questions regarding this item should be referred to the City’s Economic 
Development Department, 8401 Laguna Palms Way, Elk Grove, CA, 95758, (916)478-3690.  
All interested persons are invited to present their views and comments on this matter.  Written 
statements may be filed with the City Clerk at any time prior to the close of the hearing 
scheduled herein, and oral statements may be made at said hearing. 
 
If you challenge the subject matter in court, you may be limited to raising only those issues 
you or someone else raised at the public hearing described in this notice or in written 
correspondence delivered to the City Clerk, 8401 Laguna Palms Way, Elk Grove, CA, 95758, 
at or prior to the close of the public hearing.  
 
This meeting notice is provided pursuant to Government Code Section 53083. 
 
Dated/Published: March 31, 2017 
 
JASON LINDGREN  
CITY CLERK, CITY OF ELK GROVE 

ADA COMPLIANCE STATEMENT 
In compliance with the Americans with Disabilities Act, 

if you need special assistance to participate in this 
meeting, please contact the Office of the City Clerk at 

(916) 478-3635.  Notification 48 hours prior to the 
meeting will enable the City to make reasonable 

arrangements to ensure accessibility to this meeting. 
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