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City of Orange Economic Development (AB 562)  
Participation Agreement 

between 
City of Orange 

and 
Southern Counties Oil Co., a 

California Limited Partnership, 
and 

Orange Katella, LLC, a 
California Limited Liability Company 

 
The  City  of  Orange  (“City”),  to  maintain  sustainable  economic  development and  community 
vitality, is implementing the economic development plan outlined in the City of Orange General 
Plan (“General Plan”).  The City and Southern Counties Oil Co., a California Limited Partnership 
(“SCOC”), and Orange Katella, LLC, a California limited liability company (“Orange Katella”) 
(SCOC and Orange Katella may be collectively referred to herein as “Owner”) propose to enter 
into a Participation Agreement (“Agreement”). The Agreement requires the Owner to remain in 
operation in the City and the City will continue to provide revenue sharing with Owner. 

 
 

The loss of redevelopment has left the City of Orange, as well as all cities statewide, with a loss 
of local resources to encourage economic development and maintain local services. The California 
Legislature and Governor Brown made the decision to terminate redevelopment and removed the 
single largest economic tool available to local agencies. Following the decision to terminate 
redevelopment Statewide, the Governor and Legislature recognized the necessity of cities, 
counties and the State to encourage employment, retain jobs and companies in California. 

 
 

Assembly Bill (“AB 562”), which added Section 53083 to the Government Code, requires 
public input prior to approving an “Economic Development Subsidy” by requiring, among other 
things: 

 
 

1.   A public hearing and a report prior to approving the Economic Development Subsidy; 
2.   A report regarding the Economic Development Subsidy within the term of the Economic 

Development Subsidy; and 
3.   Where  an  Economic  Development  Subsidy  has  a  term  of  more  than  10  years,  an 

additional public hearing at the conclusion of the Economic Development Subsidy. 
 

 
This report includes the information required by AB 562 and the fiscal analysis necessary to 
determine the projected revenue generated to the City as part of the economic development plan 
referenced in the General Plan for business retention through a Participation Agreement. The
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City established an estimated “Revenue Tax Base” of sales tax collected by the City from the 
Owner. After the Revenue Tax Base was determined, projections of additional revenue 
generation from sales tax collections directly attributable to the Owner were generated. The 
Revenue Tax Base and the projected increased revenues from the Owner represents new 
resources, as well as a retention, of general funds revenue to the City. An amount equivalent to a 
portion of the sales tax revenue collected will be shared with the Owner to avoid significant fiscal 
impacts to City revenues and community services. 

 
 

Economic development strategies require demonstration that the proposed business retention will 
result in community-wide benefits, which is evidenced by the retention of revenues that will 
be used to provide municipal services. The City Council may choose to approve the Agreement 
in order to retain and expand jobs, maintain a local business, assist the Owner to gain 
competitiveness within the fuel provision industry and incentivize the Owner to consider and 
complete upgrades and improvements. This report identifies the financial data necessary to allow 
the City Council to determine the value of entering into the proposed Agreement. 
 
AB 562 Reporting Requirements 

 
On and after January 1, 2014, each local agency shall, before approving any Economic 
Development Subsidy within its jurisdiction, provide all of the following information in written 
form available to the public, and through its Internet Website, if applicable: 

 
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 Economic Development Subsidy paid under the Agreement by City will be paid to 
SCOC, which does business under the trade name of SC Fuels. 

 
SC Fuels, 1800 W. Katella Ave, Orange, CA 92863 
 
Originally founded in 1930, SC Fuels is one of the oldest petroleum distributors in the 
United States. Serving more than 11,000 customers annually, ranging from small family- 
owned businesses to Fortune 500 companies, they deliver gasoline, diesel fuel, alternative 
fuels and other petroleum products and related services in over fifteen western states at 
competitive prices. 

 
From a single bulk fueling station in Tustin, California, SC Fuels has become one of the 
largest petroleum distributors in the Western United States. Today, the company supplies 
products primarily throughout California, Oregon, Washington, Nevada, Utah, Arizona, 
New Mexico, Texas and Colorado. Currently, SC Fuels is among the top national 
distributors for Chevron, Shell, Phillips 66 and BP Castrol lubricants. As SC Fuels 
continues its legacy of growth, both in sales and industry prominence, the company’s 
core mission remains the same, to be the single-choice provider of energy products and 
services to customers nationwide.  
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Refined Petroleum Industry 
 
The refined petroleum products market in the United States has experienced strong growth 
in the last few years due to the long economic expansion. The local refined petroleum 
products industry followed similar trends. Local companies have been able to transfer 
growing costs onto customers, thus retaining a profit margin of 18 percent.  Strong growth 
is forecast  in the near term for  the  industry as  high  prices  and  increasing  volume  
demand  will  propel revenues. 

 
2.   The start and end dates and schedule, if applicable, for the Economic Development subsidy. 

 
The Agreement, if approved, is anticipated to commence on December 1, 2018 and 
continue for a period of twenty years. 

 
There are two types of payments to be made as part of the Economic Development 
Subsidy in the Agreement: 
 

1.   Sales tax sharing that will be done on a quarterly basis throughout the 20-year term of 
the Agreement. 

 
2.   Reimbursement of business license fees and taxes to be done annually in an estimated 

amount of $125,000 per year, for a cumulative total of $2,500,000 over the 20-year term 
of the Agreement. 

 
Sales Tax Generation 
 
The Bradley Burns Uniform Local Sales and Use Tax (“Bradley Burns”) applies to the 
sales of tangible personal property in which a percentage of California’s sales and use tax 
rate is distributed back to the jurisdiction where sales were generated to support local 
general funds. For many jurisdictions, including the City, this amount is one percent (1%).    
Sales  tax  is  payable  to  the  City from  the  State  Board  of  Equalization.  The calculations 
in this report indicate only the estimated amount of sales tax to be received by the City 
through the distribution formula used by the State Board of Equalization. The Owner 
proposes to maintain and enhance existing business operations in the City. The City and the 
Owner mutually agreed that a Sales Tax Threshold as a performance condition would be 
set at $100,000 per quarter (defined as a “Compliance Period” 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. 

 
 

General Plan Based Economic Development Plan Implementation and Business 
Retention 
 
The Economic Development Element of the City’s  General  Plan  outlines  goals  and 
policies that promote sustainable, market-driven economic growth and activity without 
compromising the City’s identity, heritage or the quality of life of those who live, work 
and play in the City. The Economic Development Element outlines strategies that allow 
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the City to attract new business, as well as promote retention and expansion of existing 
businesses.  To strengthen the City’s economic profile the City has provided an economic 
development plan under the Economic Development Element. 

 
Pursuant to AB 562, the two types of payments to be made under the proposed Agreement 
fall within the defined term “Economic Development Subsidy”. This means an 
expenditure of public funds or loss of revenue to a local agency in the amount of one 
hundred thousand dollars ($100,000) or more, for the purpose of stimulating economic 
development within the jurisdiction of a local agency, including, but not limited to, bonds, 
grants, loans, loan guarantees, enterprise zone or empowerment zone incentives, fee 
waivers, land price subsidies, matching funds, tax abatements, tax exemptions, and tax 
credits. “Economic Development Subsidy” does not include expenditures of public funds 
by, or loss of revenue to, the local agency for the purpose of providing housing affordable 
to persons and families of low or moderate income, as defined in Section 50093 of the 
Health and Safety Code. 

 
The City is being proactive in retaining the Owner as one of the major contributors to the City’s 
general fund. The potential relocation of the Owner and total loss of revenue would negatively 
affect City finances and cause significant impact to local services.  

 
The Agreement provides for a sales tax sharing structure that offers the Owner a three tiered 
percentage of the sales tax revenue generated by the Owner that ranges from 50 percent to 
85 percent per “Compliance Period”.  Each “Compliance Period” is a 3-month quarter in each 
calendar year during the 20-year term of the Agreement.  The City would retain 100% of the 
sales tax revenue and pay SCOC “Payments” based on amounts derived from the sales tax 
sharing structure. 

 
Upon satisfaction in each Compliance Period of the “Performance Requirements” (the 
“Performance Requirements” are set forth in the proposed Agreement), the City shall have 
the obligation to make “Payments” to SCOC for the sales tax sharing.   SCOC’s portion of 
the sales tax sharing shall be as follows: 

 
• For “Sales Tax Increment” for such Compliance Period up to $4,000,000, fifty percent 

(50%) of the “Sales Tax Increment”; and 
 

•   For “Sales Tax Increment” for such Compliance Period between $4,000,000 and 
$5,500,000, seventy-five percent (75%) of the “Sales Tax Increment”; and 

 

 
• For “Sales Tax Increment” for such Compliance Period over $5,500,000, eighty- five 

percent (85%) of the “Sales Tax Increment”. 
 

It is estimated that the Agreement will provide the Owner with approximately $109.2 million 
in “Payments” and the City would receive a “net” amount of $57.6 million from sales tax 
revenues over the entire 20-year term of the Agreement (see Table 1: Projected Revenues and 
Disbursements on the following page). The proposed Agreement also provides for the City to 
reimburse City business license fees and taxes applicable to  any “Approved  Business” at 
the “Site”, during the term of the Agreement. Since business license fees and taxes are paid 
to the City on an annual basis, reimbursement would be made to SCOC on an annual basis. It 
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is estimated that the annual reimbursement  would  be  approximately $125,000. The  
cumulative  amount  of  business license fees and taxes to be reimbursed by the City over the 
20-year term of the Agreement is $2,500,000. The total cumulative amount of funds to be 
paid to SCOC for the 20-year term of the Agreement is estimated to be $111.7 million. 

 

Table 1: Projected Revenues and Disbursements 
 

Year 

Est. Annual 
Sales Tax 

Revenue (3% 
growth per year) 

Tier 1 (up to 
$4M) 50% to 

SC Fuels 

Tier 2 ($4M 
to $5.5M) 
75% to SC 

Fuels  

Tier 3 
(above 

$5.5M) 85% 
to SC Fuels 

Total 
Payment 

Disbursement 
to SC Fuels 

City's Share 

2019 $5,815,000 $2,000,000 $1,125,000 $267,750 $3,392,750 $2,422,250 
2020 $5,989,450 $2,000,000 $1,125,000 $416,033 $3,541,033 $2,448,418 
2021 $6,169,134 $2,000,000 $1,125,000 $568,763 $3,693,763 $2,475,370 
2022 $6,354,208 $2,000,000 $1,125,000 $726,076 $3,851,076 $2,503,131 
2023 $6,544,834 $2,000,000 $1,125,000 $888,109 $4,013,109 $2,531,725 
2024 $6,741,179 $2,000,000 $1,125,000 $1,055,002 $4,180,002 $2,561,177 
2025 $6,943,414 $2,000,000 $1,125,000 $1,226,902 $4,351,902 $2,591,512 
2026 $7,151,717 $2,000,000 $1,125,000 $1,403,959 $4,528,959 $2,622,757 
2027 $7,366,268 $2,000,000 $1,125,000 $1,586,328 $4,711,328 $2,654,940 
2028 $7,587,256 $2,000,000 $1,125,000 $1,774,168 $4,899,168 $2,688,088 
2029 $7,814,874 $2,000,000 $1,125,000 $1,967,643 $5,092,643 $2,722,231 
2030 $8,049,320 $2,000,000 $1,125,000 $2,166,922 $5,291,922 $2,757,398 
2031 $8,290,800 $2,000,000 $1,125,000 $2,372,180 $5,497,180 $2,793,620 
2032 $8,539,524 $2,000,000 $1,125,000 $2,583,595 $5,708,595 $2,830,929 
2033 $8,795,709 $2,000,000 $1,125,000 $2,801,353 $5,926,353 $2,869,356 
2034 $9,059,581 $2,000,000 $1,125,000 $3,025,643 $6,150,643 $2,908,937 
2035 $9,331,368 $2,000,000 $1,125,000 $3,256,663 $6,381,663 $2,949,705 
2036 $9,611,309 $2,000,000 $1,125,000 $3,494,613 $6,619,613 $2,991,696 
2037 $9,899,648 $2,000,000 $1,125,000 $3,739,701 $6,864,701 $3,034,947 
2038 $10,196,638 $2,000,000 $1,125,000 $3,992,142 $7,117,142 $3,079,496 
2039 $10,502,537 $2,000,000 $1,125,000 $4,252,156 $7,377,156 $3,125,381 
Total $166,753,764 $42,000,000 $23,625,000 $43,565,700 $109,190,700 $57,563,065 

 
 
 
 

4.   A statement of the public purposes for the economic development subsidy. 
 

Public Purpose 
The proposed Agreement is consistent with the City’s economic goals and objectives and 
is in the best interest of the general public. 

 
Economic goals and objectives include the following: 

• Encourage mixed-use developments in strategic locations along and near major 
arterial corridors; 

• Continue  to  promote  a  diverse  range  of  land  uses  that  will  sustain  a  strong 
economic tax base for the community; 

• Create    a    communication    strategy    to    highlight    economic    development 
achievements and opportunities; 



6  

• Conduct   economic   development   workshops   for   the   business   community, 
including brokers, developers and community members; 

• Support continued growth of commercial, institutional, and industrial businesses 
that contribute both high-wage employment opportunities and point-of-sales 
revenues; and 

•    Provide policies that guide City decision makers through the budget process. 
 

Retaining the Owner’s business operations in the City would address the need and 
desire to maintain revenue streams such as property and sales tax in the City.  
Additionally, the Owner’s continued presence in the City would assist in maintaining 
relative balance in the local economy through indirect retail  sales  and  employment  from  
other  local  businesses  that  are  supported  by  the Owner’s location in the City. Retention 
of the Owner will also result in maintaining occupied property square footage thus 
minimizing the risk of blight and dilapidation. 

 
 

The general welfare and material well-being of the residents of the City depend in large 
measure upon the facilities, goods, and services that businesses make available to the public 
and the City’s residents, which, in turn, generate tax revenues to the City to help pay for 
necessary services to the City’s residents and such retail services.  The continued operation 
and possible expansion of existing commercial and industrial businesses within the City 
will continue to attract both local and regional shoppers; likely continue to generate 
increased sales tax revenues to the City; continue to promote job creation opportunities in 
the City; continue to encourage property upgrades and enhancements in the City’s 
commercial and industrial areas; and could continue to enhance the quality of facilities, 
goods and services available to the public and the City’s residents.  As such, the City wishes 
to induce and encourage the continued operation and possible expansion of existing 
commercial and industrial businesses within the City, thereby assisting the City in 
achieving its goals related to the development of said businesses and maintaining existing 
and creating new sources of sales tax revenue for the City’s general fund that supports the 
public services that the City provides to its residents and to said businesses. 

 

The City also desires to incentivize commercial and industrial business in the City by 
sharing a portion of the sales tax revenues generated by existing, new and expanding 
businesses, including the on-going operations of SCOC on certain real property owned by 
Orange Katella located at 1800 W Katella Ave, Orange, California (“Site”).  During the 
term, SCOC may occupy alternate property within the City of Orange for the purpose of 
selling refined petroleum products and related sales and/or use tax-generating products, 
as provided in the Agreement. 

 
The City recognizes that retention of the on-going operations of SCOC in Orange will 
continue to contribute to the economic vitality of the City, continue to provide jobs in the 
City,  continue  to  expand  the  City’s  tax  base  and  otherwise  improve  economic  and 
physical conditions in the City. 
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Owner Purpose 
The Agreement assists Owner in the following areas: 

•   Increased competitiveness due to industry consolidation 
• Update  current   tax   sharing  agreement   terms   to   allow   Owner  to  remain 

competitive 
 

In  recent  years,  there  have  been  a  number  of  smaller  operations  that  have  been 
purchased  by larger  companies. These  acquisitions  have rendered  it  challenging to 
submit competitive price quotes for new business contracts. Larger companies are 
positioned  to  offer  lower  bid  prices,  thus  creating  a  challenging  environment  for 
operations similar to the Owner to maintain its current market share. 

 
The Owner and the City concur that the current Owner Participation Agreement between 
the Agency and the Owner is not reflective of the current industry standards or 
requirements for competiveness. The City has reviewed comparable agreements between 
companies and communities and noted substantial support for revenue sharing agreements 
of 85 percent.  The Owner as well as overall industry forecasts, project significant growth 
in sales revenue over the next twenty years. City staff and the Owner agree that early 
capture or the ability of the Owner to accelerate increases in revenue through the proposed 
Agreement will allow it to be more competitive with contract pricing and operations. 

 
5.   Projected tax revenue to the local agency as a result of the economic development subsidy. 

 
Based upon the proposed Agreement, it is estimated that the City will retain $57.6 million 
over the entire 20-year term of the new Agreement. 
 

6.   Estimated number of jobs created by the economic development subsidy, broken down by 
full-time, part-time, and temporary positions. 

 
Similar to the previous Participation Agreement, during the term of the new Agreement, 
the Owner and their “Affiliates”, collectively, must employ, or cause to be employed, not 
fewer than one hundred fifty (150) full-time employees.  The Owner and their “Affiliates”, 
collectively, may employ less than one hundred fifty (150) full-time employees with the 
written consent of the City Manager. As such, it shall be deemed reasonable for less than 
one hundred fifty (150) full-time employees to be employed when economic conditions 
beyond the control of the Owner or any of its “Affiliates” prevent such a level of 
employment. 

 
Summary 
The Owner and the City have agreed that the Owner remaining in Orange is beneficial for both 
parties. The City has proposed that the Owner agree to an Agreement to remain in Orange for 
twenty years. The Owner and the City have mutually agreed to the terms of the proposed 
Agreement to provide the Owner a more competitive advantage in an industry that is consolidating.  
The Agreement is an “Economic Development Subsidy” that is consistent with the City’s 
economic development plan. The Agreement provides for a sales tax sharing structure that offers 
the Owner a three-tiered percentage of the sales tax revenue generated by the Owner that ranges 
from 50 percent to 85 percent per Compliance Period. The proposed Agreement will be for twenty 
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years and the estimated amount of the total subsidy or expenditure of public funds for the tax 
sharing would be $111.7 million over a twenty-year period.   

 
Based upon review of the Agreement, the structure is consistent with the City’s economic goals 
and implementation strategy and is in the best interest of the public. The Agreement and projections 
indicate the City will receive approximately $57.6 million in sales tax revenue during the twenty 
years of the Agreement.  The risk of the Owner relocating its business operation outside of the 
City would result in an annual loss of over $5 million in sales tax revenue. 
 

The Agreement serves a valid public purpose through the expansion of economic development 
opportunities for businesses in the City, continuing to expand the City’s employment base, and 
continuing to generate sales tax revenue that the City utilizes to fund general governmental services 
for its businesses and residents. 

 
Recommendation 
Retention of Owner in the City will continue to contribute to the economic vitality of the City, 
provide additional jobs within the City, expand the City’s tax base, and improve economic and 
physical conditions in the City. Loss or relocation of Owner out of the City will negatively affect 
City revenues, which will reduce City services. As such, it is recommended that the Agreement be 
approved. 


