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FILE NO. 191123 4 | ORDINANCE nO. :
, : - RO#20009
‘ : : SA#27-90

[Appropnatlon Revenue Bonds Proceeds - Capital Improvement Projects - Alrport
Commission - $3,888,069, 311 FY2019 2020]

Ordinance appropriating $3,888,069,311 of proceeds from the sale of revenue bondé
or commercial paper for capital improvement projects to the Airport Commission for A

FY2019-2020; and placmg $3,888,069,311 on Controller's Reserve pending receipt of

nrnr‘nndq of indehtadneass.

Note: Unchanged Code text and uncodified text are in plain Arial font.
Additions to Codes are in single-underline italics Times New Roman font.

Deletions to Codes are in Sﬁ‘lk&ﬁk?@ﬂgh—}ﬁ%ﬂ%?eﬂ—}v[ew:@@ﬁ‘%ﬁﬁ&

Board amendment additions are in double underlined Arial font,

Board amendment deletions are m—s#ﬂ%e%hFeughAﬁaHem—

. Asterisks (* * * *) indicate the omission of unchanged Code.
subsections or parts of tables.

Be it ordained by the People of the City and County of San Francisco:

Section 1. The sources of funding outlined below are herein appropriated to reflect the

funding available in Fiscal Year 2019-2020.

Mayor Breed : . :
BOARD OF SUPERVISORS Page 1
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Sources Appropriation -

Project & Activity /

Fund / Account Description: Amo_uﬁt
Depa.rtment 1D Authority -
18951./ 228994 10006762 —~ 0001 / 480111 Proceeds from Sale

AIR CAP 2020 10741

Proceeds from Sale .
APPN Capital Proj/ SFIA Capital of Bonds
AIR General Projecté TAIR

Capital Project
Revenue

Total Sources

-$3,888,069,311

of Bonds

'$3,888,069,311

Section 2. The uses of funding outlined below are herein appropriated and reflect the

projected uses of funding to support capital improvement projects for the Airport Commission

for Fiscal Year 2019-2020.

Uses Appropriation

Project & Activity 7

Fund / Account Des’criptio‘n A Amount
Department. [D ~ Authority |
18951 / 109722 | 10003760 —.0001 / 567000 Airfield $135,560,282
- AIR CAP 2020 . 10337 Bldgs,Struct&[m'pN Improvements o
. APPN Capital Proj / AC Airfield Proj~l.3.udget
AIR Capital | Improvements /'
Projects _Alrfield
Improvements
Mayor Breed _
BOARD OF SUPERVISORS
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Fund/  Project & Activity /

Account Description Amount
Department iD Authority
189517109722 10004055 — 0001 / 567000 Airport Support '$769,979,707
AIRCAP2020 . 10340 éldgs,Stru_ct&lﬁwprv Improvements )
APPN Capital Proj/  AC Alr Support/ Proj-Budget
* AR Capital Airpart Sunnart
. Projects Improvement
18951 / 109722 10004134 0001 / 567000 G_r'o‘undside $103,759,546
"AIR CAP 2020 10343 Bldgs,Struct&Imprv  Improvements
'APPN Capite.l‘l Proj/  AC Groundside/ . Proj-Budget
AIR Capital ~ Groundside
Projects improvements
18951/ 109722 10004334 , 0001 / 557000" ~Terminal $337,022,830
AIR CAP 2020 , 10345 - Bldgs,Struct&[mprv ' lmprovéments

APPN Capital Proj/ AC Terminals/

AIR Capital Terminal
Projects ' lmprovements.
Mayor Breed

BOARD OF SUPERVISORS

Proj-Budget
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Account

Fund / Project & Activity / Description Amount
Department 1D Authority
| 18951 / 109722 10030890 — 0002 / 567000 Terminal 1 Program | $688,691,677
AIR CAP 2020 19697 Bldgs, Struct&Imprv |
APPN Capital Proj / AC Terminal 1 Proj-Budget
~ AIR Capital Progfam IAC |
Projects Terminal 1 Program

CACO77
18951 /109722 . 10030891 - 0002 /
AIR CAP 2020 19698
A'PPN Capital Proj !/ AC Terminal 3
AIR Capital Program / Terminal
Projects 3 Program CAC087
18951/100722 10004436 — 0001 /
AIR CAP 2020 10347
APPN CapitaI‘Proj / AC'Utilities / Utilfty
AR Capital Improverhents

‘Projects

Mayor Breed
BOARD OF SUPERVISORS

567000
Bldgs,Struct&lmprv

Proj-Budget

567000
Bldgs,Struct&Imprv

Proj-Budget

Terminal 3 Program

Utilities

Improvements

© $711,034,265

$269,209,504
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Fund / Project & Activity / Account Description Amount:
Department ID Authority |
18951/ 109722 10005762 — 0002 / 581130 CSA 0.2% $6,030,516
AIR CAP 2020 10741 GF—CON-lntemgl Controller's Audit
APPN. Capitai Proj/ SFIA Cépital . Audits Fund
AR Cap:itc.f Projects [ AIR
Projects Capital Project
" Revenue
18951/ 109722 10005762 — 0003 / 573110 COntinge‘ncy ; .$?4,98_4,150
AR GAP 2020 10741 Bond Issuance Account |
APPN Capital Proj / SFIA Capital» | Cost - Unamortized
AIR Capital " Projects / AIR .
Projects Capital Proje;;t
~ Revenue
18951/ 109722 573110 Debt Service

AIR CAP 2020

APPN Capital Proj /

AIR Capital

Projects

Mayor Breed

10005762 ~ 0003 /
107.414
SFIA Capital
Projects / AIR
Capital Project

Revenue

BOARD OF SUPERVISCORS

Bond Issuance

Cost - Unamortized

Reserve Fund

$291,612,803
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Project & Activity / .

S © ® ~N ®» o A~ W N

Fund / Account Description Amount
Department ID Authority
118951/109722 10005762 — 0003 / 573110 Capitalized Interest $466,568,317

AIR CAP 2020 10741
APPN Capital Proj/  SFIA Cépitax
AR Capital Projects / AIR
Projects | Capital Project -

Revenue

18951/108722 °~ 10005762 — 0003 /

AIR GAP 2020 10741
- APPN Capital Proj / SFIA Capital
AIR Gapital | Projects / AIR
ﬁrojeéts Capital Project

Revenue -

18951/ 109722

AIR GAP 2020 10741
APPN Capital Proj / SFIA Capital
AIR Capital Projects / AIR
Projects Capital Préjeot'
- Revenue

Total Uses

Mayor Breed

BOARD OF SUPERVISORS

10005762 - 0003/ -

Bond Issuance Fund

Cost - Unamortized

5731‘10 . Cost of Issuance
Bond Issuance

Cost- Unamortized

573110 Underwriter's

Bond Issuance Discount

Cost- Unamortized

$6,399,219-

$27,216,485

$3,888,069,311
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Section 3. The uses of funding outlined above for $3,888,069,311 are herein placed on

Controller's Reserve pehding receipt of proceeds of indebtedness.

Mayor Breed
BOARD OF SUPERVISORS
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~Section 4. The Controller is authorized to record transfers between funds and adjust the

accounting treatment of sources and uses approprlated in this Ordinance as necessary to

conform with Generally Accepted Aooountlng Principles and other laws.

APPROVED AS TO FORM: - FUNDS AVAILABLE:

DENNIS J. HERRERA, City Attorniey BEN ROSENFIELD, Controller ‘
T B@i@
“JANACEARK T : ROSJENFI :
"~ Deputy City Attorney Controlle
Mayor Breed ’ .
BOARD OF SUPERVISORS ' : Page 8
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BUDGET AND FINANCE COMMITTEE MEETING ‘ ' JANUARY 22,2020

[ ttems 1 and.2 ' Department:

Files 19-1123 and 19-1124. ' San Francisco International Airport (Airport)

, (Continued from January 15, 2019)

EXECUTIVE suMMARY‘

,L’

- The proposed $3bn bond authorization, combined with existing unissued authorization of

- Debt service on the Airport’s bonds is paid from Airport revenues, which primarily consist
_of charges to airlines. Based on Airport forecasts, annual debt service payments are

~ Legislative Objectwes .
File 19-1123 is an ordinance appropriating $3,888,069,311 of Alrport Revenue Bonds
-proceeds to the Airport Commission for FY2019-20. The funds would be placed on
Controller's Reserve pending the sale of the bonds or commercial paper. :
File 19-1124 is a resolution (1) authorizing the sale of $3,000,000,000 in new Airport
‘Revenue Bonds; and (2) ratifying, approving and confirming certain resolutions of the
Board of Supervisors and Airport Commission.related to the bonds.

Key Points :
The number of alrplane passengers at San Francisco International Airport has grown by 58
percent from FY 2008-09 to FY 2017- 18, twice as fast as the national average. The Airport
is requesting additional. revenue bond authorization ‘to implement .capital projects to
address airport congestion and appropriation to spend bond proceeds.

$1.56 billion, would provide the remaining funding needed for the Airport’s $7.6 billion FY
2019-20 Five-Year Capital Plan, including major projects such as Terminals 1, 3 and
International Terminal renovations and an extension to the AirTrain,
Fiscal Impact

The Airport proposes to sell the $3 billion Airport Revenue bonds through negotfated sales
with 30-year terms at an estimated 6.1 percent fixed interest rate. Based on Airport
forecasts, the total debt service over 30 years is estimated to be $6.7 billion, including
$3.0 billion in principal and $3.7 billion in interest payments. The average annual debt
service is estimated to be $223.4 million,

projected to increase by 76% from $463.5 million'in FY2018-19 to a peak of $816.1 million
in-FY 2024-25. Increased debt service payments are expected to be covered by increases
to the fees charged to airlines.
Policy Consideration

The Official Statement for the Series 2019 EFGH Airport Capital Plan bonds identified
several risk factors pertaining to the issuance of botids. These risk factors include
potential slowdown of the Bay Area economy and potentral reductlon in demand for air
travel.

. Recommendations
Amend.the proposed resolution to request the Airport Director submit the final Official
Statement for each bond issuance covered by the proposed resolution to the Clerk of the
Board promptly after issuance and include the documents in the legislative file.

Approve the proposed resolution as amended and the proposed ordinance (File 19- 1123)

SAN FRANCISCO BOARD OF SUPERVISORS - . BUDGET AND LEGISLATIVE ANALYST

12



BUDGET AND FINANCE COMMITTEE MEETING A " JANUARY 22, 2020

MANDATE STATEMENT

City Charter Section 9.105 states that amendments to the Annual Appropriations Ordinance,
after the Controller certifies the availability of funds, are subject to Board of Supervisors
approval by ordinance. : '

City Charter Section 4,115 states that the Airport Commission has éxclusive authority to plan
and issue Airport revenue bonds for Airport-related. purposes, subject to the approval,
amendment, or rejectton of the Board of Supervxsors

. BACKGROUND

: Airport Revenue Bond Authorization

The San Francisco International Alrport (Airport) issues Airport Revenue bonds, as authorized
by the 1991 Master Bond Resolution. The 1991 Mastér Bond Resclution has been
supplemented and amended twenty two times since its original publication. Since 2008, the
Board of Supervisors has authorized $7.8 billion' in Airport Revenue bonds. The Board last
authorized an.increase of $4.4 billion in the Airport’s bond issuance authority in 2017. This
covered major projects in the FY 2016-17 Capital Improvement Plan including the Harvey Milk
Terminal 1 modernization, airfield improvements, improvements to the AirTrain system, and .
construction of a new long term parking garage. Currently, $1.56 billion in bond authority
remain unissued (as of October 21, 2019). '

As of July 1, 2019, the total amount of outstanding bond debt held by the Airport was $7.3
billion.t

'DETAILS OF PROPOSED LEGISLATION

File 19-1123: The proposed ordinance would appropriate $3,888,069,311 of. proceeds from
Airport Revenue Bonds and commercial paper? to the Airport Commission for FY19-20. The
funds would be placed on Controller’s Reserve pendmg the sale of the bonds or commercial
" paper.

The appropriaﬁon sources include $3,000,000,000 from new. Airpbrt Revenue Bonds (File 19-
1124) and $888,069,311 in previously authorized but not issued Airport Revenue Bonds. The
appropriation uses consist of $3,015,257,811 for Airport Capital projects and $872,811,500 in
financing and contingency costs. o '

File 19-1124: The proposed resolution would authorize the sale of $3,000, 000 000 in new
Airport Revenue Bonds; and ratify, approve and confirm certain resolutions of the Board of

* The $7.3 billion in outstanding bond debt irclides debt in addition to Airport Revenue bonds (i.e. Airport
Commercial Paper and debt from bond issuances before 2008). .

2 Commercial paper is short term, low interest debt. The Airport Is authorized to issue up to $500 million in
commercial paper notes, of which $3.2 million has been issued and $496.8 million is unissued. Under the proposed
appropriation ordinance, the Airport may issue commercnal paper prior to the issuance of the bonds, which will be
repald by.bond proceeds.

SAN FRANCISCO BOARD OF SUPERVISORS ’ BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING ' ' JANUARY 22,2020

Supervisars and Airport Commission related to the bonds. The bonds must be sold by June 30,
2026'and are subject to.the terms and conditions set forth in the original 1991 Resolution which
details the requirements on the Airport Commission in issuing Revenue Bonds, including the
Rate Covenant and debt service coverage levels. The proposed resolution also requires that
: Cahforma Environmental Quality Act (CEQA) reviews be completed before bonds are issued to
fund construction but allows for bond monies to be used to fund planning and development
costs.

These Airport Revenue Bonds may be issued as ﬁxed rate, variable rate or index rate bonds in
accordance with the terms of the 1991 Bond Resolution. The type of Bonds to be issued and the
timing of the bond issues will be determined based on several factors, including capital projact
cash flow requirements and finanoia! market conditions. Based on information provided by the -
Airport, these bonds would be issued in four installments between 2020 and 2023, '

According to the Office of Public Finance, the appropriation request of $3.888 billion is greater
than the bond authorization request of $3 billion to allow for potential fluctuations in market
conditions or investor preferences which could geherate bond proceeds above the bond par
amount3 . :

Basis of Request for Bond Authorization

The projects to’ be funded by the requested Airport Revenue bond authorization are largely to
accommodate the increase in air passenger traffic at San Francisco international Airport. As
show in Exhibit 1, the number of airplane passengers at San Francisco International Airport has
grown by 58 percent from FY 2008-09-to FY 2017-18 and exceeded forecasts for the past four
years. According to the Federal Aviation Administration (FAA), -San Francisco International
Airport was the 7% busiest airport in the United States in-calendar year 2018 based on
passenger traffic, with 27.8 million total enplanements®. From FY 2013-14 to FY 2018-19 the
- number of enplanements increased at a compound annual growth rate of 4.5 perceht. Over the
past decade, the Airport’s air traffic grew at almost twice the national average (4.6 percent vs
2.8 percent, respectively). Additionally, a recent report by the Airport’s Consultant forecasted
mcreased passenger growth of 12 percent by FY 2025-26 to 32.2 mxihon enplanements®.

3 The Airport Capital Plan bonds may be structured as “premium bonds”, in which investors are willing to pay more
than face value of the bonds in exchange for receiving higher.interest payments.

4 Federal Aviation Administration Commercial Service Enplanements Report for Calendar Year 2018 (Prehmmary)
(https://www.faa.gov/airports/planning_capacity/passenger a[lcargo stats/passenger/medra/prel|mmarv cyl8-
commercial-service-enplanements.pdf)

5 Based on Report of the Airport Consultant for the Series 2019FFG Bond Official Statement

SAN FRANCISCO BOARD OF SUPERVISORS : _ BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING : - ‘ : ~January 22,2020

Exhibit 1: Actual and Forecast Airplane Passenger Growth, FY 2007-08 to FY 2024-25
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Fizeal Year

Source: San Francisco International Airport FY2019/20 Capital Improvement Plan. Actuals-from Airport ‘
Commission; Forecasts by LeighFisher. .

. Passenger enplanements declined by 0.7 percent in FY 2018-19 compared to the same period in
FY 2017-18 due to certain airlines reconfiguring routes following a merger and aircraft gate
constrairits during peak periods®. Additionally, according to the  Ms. Kaitlyn Connors, Airport
Budget Director, the Airport:is currently at 92 percent of its operating capacity in terms of
aircraft arrivals and departures.

TheAirport Commission approved Capital Improvement Plans in FY 2016-17 and FY 2019-20
aimed at addressing passenger traffic growth, including increasing the number of terminal gates ‘
to accommodate increased passenger traffic, and improving security, ground transportation,
parking and other infrastructure. Completion of the Capital Improvement Plan is expected to
increase gate capacity, help decrease peak period constraints, and expand other infrastructure
to accommodate the mcreased passenger traffic.

' RatmgAgenCIes .

As noted above the Airport’s outstanding bond debt as of July 1, 2019 was $7.3 billion. The
Airport issued an additional $922.2 million in Sefies 2019EFG Airport Revenue bonds in August
2019. As part of this bond sale, the Airport engaged the three main credit rating agencies
(Moody's, S&P and Fitch) 1o rafe the proposed sale. The three agencies ratings’ for these bonds
are Al, A+, and A+, the third highest rating -possible, indicating the Alrport has.a “strong
capacity” to meet its financial commitment. However, they did identify some risks including: (1)
a large debt-funded Capital Improvement Plan and (2) one prlmary airline carrler (United
Airlines). WhICh accotmntis for 21 percent of the Alrport s operating revenue

® Based on Report of the Airport Consultant for the Series 2019EFG Bond Official Statement

SAN FRANCISCO BOARD OF SUPERVISORS - ~ BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE IMEETING JANUARY 22, 2020

Airport Capital Improvement Plan

The Airport prepared a Capital Improvement Plan for FY 2016-17 through FY 2020-21; the
Airport Commission approved the FY 2019-20 update to the Capital Improvement Plan in March
2019. The FY 2019-20 update providés for $7.6 billion in projects through FY 2023-24, of which
$3.0 billion in funding was prewously appropriated and $4.6 billion is new funding shown in
Exhibit 2 below.

Exhibit 2: FY 2019-20 Capital Improvement Plan Proje'cts and Funding

i Newi )
FY 2019-20 to FY Total

Projects : Prior Funding
: 2023-24 Funding:

Airfield Improvements ® ' $97,893,262 $191,005,782 $288,899,044
Airport Support ® 380,085,961 893,879,563 ©1,273,965,524
Groundside ‘ '

Parking & Garage 158,230,348 24,794,934 183,025,282

Alr Train 112,706,604 131,649,133 244,355,737

- On-Airport Hotel - 152,339,000 87,661,000 240,000,000

Other Groundside ¢ © 93,336,810 67,229,391 160,566,201
Subtotal Groundside 516,612,762 311,334,458 827,947,220 -
Terminals '

Terminal 1 Projects ©1,364,222,167 1,041,632,586 2,405,854,753

Terminal 3 Projects 299,461,158 1,181,629,896 1,481,091,054

International Terminal . 36,736,710 382,705,833 419,442,543

Other Terminals® 228,441,108 203,613,994 432,055,102
Subtotal Terminals 1,928,861,143 2,809,582,309 4,738,443,A52
Utilities . 96,463,165 394,698,730 491,161,895
Total ' ' ' $3,019,916,293 $4,600,500,842

- $7,620,417,135

. 4
Source: FY 2019-20 Capital Improvement Plan Update '
® Alrfleld Improvements include runway and taxiway, power and lighting, South McDonnell Road realignment; and
other projects.

b Airport support includes shoreline projection, computer systems, consohdated administration campus, elevators,
escalators and walkways, fire equipment, security, noise insulation, cargo and hangar and Superbay projects, South
Field redevelopment technology improvement, and other projects. This budget category also includes '$439.8
rillion in reserves for Alrport projects, equal to 9.5 percent of $4.6 billion in project funding from FY 2019 20
through FY 2023-24.,

¢Other groundside projects include roadway, suppqrt facility, Plot 700 redevelopment, and other projects. ‘
4 Other terminal improvements include Air Traffic Control Tower, revenue enhancement, gate enhancement, and
other projects. This budget category also includes $37.8 million in capxtal lmprovement program support from FY
2019-20 through FY 2023-24.

® Utilities include energy efflr:lency (mcludmg Net Zero), power and lighting, water and wastewater, storm
drainage, and other projects.

SAN FRANCISCO BOARD OF SUPERVISORS - BUDGET AND LEGISLATIVE ANALYST

16



BUDGET AND FINANCE COMMITTEE MEETING . ' ' JANUARY 22, 2020

FISCAL IMPACT

Appropriation Ordmance (Flle 19- 1123)

The proposed ordinance appropriates $3,888,069,311 in Airport Revenue bonds, which includes
appropriation of $3,000,000,000 in new bond authority and $888,069,311 -in previously
authorized bonds, as shown in Exhibit 3 below. The Attachment provides further pmJect defails.

Exhibit 3: Sources and Uses of Airport Revenue Bond Proceeds '

Sources .

"Proceeds from Revenue Bond Sales . 3,888,069,311

" Uses
Projects . ) '
Airfield Improvements . . 135,560,282
Airport Support ' 769,979,707
Groundside Improvements . ‘ 103,759,546
Terminal Improvements . i 337,022,830
Terminal 1 Program 688,691,677
“Terminal 3 Program . ’ 711,034,265
Utilities : A 269,209,504
Subtotal Projects . © 3,015,257,811
Financing and Other Costs « :
City Services Auditor (0.2%) 6,030,516
Contingency Account (2.5%) 2 . 74,984,160
Debt Service Reserve ‘ 291,612,803
Capitalized Interest © ‘ " 466,568,317

_ Cost of Issuance ¢ - 6,399,219
Underwriter's Discount® : 27,216,485
Subtotal Financing and Other Costs : 872,811,500
Total ' 3,888,069,311

Source: Appropriation Ordinance

* The Contingency Account holds Airport funds that may be used for operating or capital purposes, but are also
- used each year to help the Airport meet its bond covenant requirement to have the sum of annual net operating
. revenyes plus the balance in the Contingency Account equal to at least 125% of annual deht service, as required by

the Airport Commission’s 1991 Master Bond Resolution. .

b Debt Service Reserve is a fund in which.an issuer sets aside money in case its regular debt service fund is .

insufficient to make a future debt service payment as required by the Airport Commission’s master bond

indenture.

¢ Capltalized Interest is the portion of the proceeds of a bond issue that is set aside to pay mterest on the bonds for

a specified perlod of time. Interest is commonly caprtahzed for the construction period- of a revenue-producing
~project, and sometimes for a period thereafter, so that debt service expense does not begln until the project is
expected to be operatronal and producing revenues.
¢ Costs of Issuance consist of expenses associated with the sale of a bond mcludmg fees for financial advrsors
" counsel, the trustee and rating agency fees and uther expenses. '

SAN FRANCISCO BOARD OF SUPERVISORS . BUDGET AND LEGISLATIVE ANALYST
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- BUDGET AND FINANCE COMMITTEE MEETING ' , JANUARY 22, 2020

®The Underwrlters Discount is the difference between the price paid by the underwriter to the issuer for the new
bond issue and the. prices at which the securities are Initially offered to the investing public. This dlfference
provides the uhderwriter with compensation for the transaction, as well as reimbursement for expenses.

‘On October 21, 2019, the City’s Capital P!anning' Committee recommended the authorization of
~.up to $3 billion in Airport Revenue bonds and approval of the related $3.888 billion increase in
appropriation. :

- Total Capital improvement Plan Project Costs

The FY 22019-20 Capital Improvement Plan provides for S4 6 billion in capital program
expenditures from FY 2019-20 through FY 2023-24 (see Exhlblt 3 above) Fundmg for the $4.6

HIH As
h\”lnn r‘and‘a[ p”‘gr"m ‘comasg frem ¢3 0 billion in now r\npuu. Revenue bond authoiization

(subject. of File 19- 1124) and approximately $1.6 billion in prevxous!y authorized and unissued
bonds, as. noted above and shown in Exhibit 4 below.

Exhibit 4: Previous and New Airport Capital Plan Bond Authorizaﬁon {Smillion)

Total Authority . | . » - 7,827
Issued to Date ' . (6,263) -
Authorized and Unissued ) C 1,564
New Requested Authority ' : 3,000
Total ; ' $4,564

Source: Staff memorandum to October 15, 2019 Airport Commxssion meeting

. Of the prevnously authorized and unissued amount of S1. 564 billion, $888 069,311 is
approprlated to the ga.pltal program as shown in Exhibit 4 above.”

Issuance of Bonds (File 19-1124)

The Airport proposes to sell the $3,000,000,000 in Airport Revenue bonds, through several
negotiated sales wit.h a 30-year term at an estimated 6.1 percent fixed interest rate. The Airport
Commission’s Debt Policy allows the Airport to use negotiated or-competitive sales, or direct
placements of bohds to minimize debt service cost and to determine the structure, timing and
terms.of bond issuances within the terms of the 1991 Master Resolution.

The actual interest rate will'not be known until the time of bo_nd sale, According to a report
prepared-by the Airport’s Consultant for the latest bond sale, the Airport expects to issue bonds
once a year from 2020 to 2023, but the timing and sizing of each issue would be determined
based on an’ assessment of capital plan cash flow requirements and market condmons8 The
bonds are expec’ced to be fully repaid in by 2053 from Alrport revenues,

7 According to Ms. Connors, the remaining authorized but unissued bond authority (5676 million) has already been
appropriated in the Airport’s previous bond appropriation ordinances. Some of the difference between the bond
appropriation amount ($3.888 billion) and the bond authority resolution amount ($3 billion) is due to the potential
greater proceeds that may be realized through a “premium bond” (see Footnote 3),

8 Official Statement of the Airport Commission of the City and Couﬁty of San Francisco International Airport for
Second Series Revenue Bonds Series 2019E/F/G and Refunding Bonds Series 2019H, Appendix A: Report of the
Alrport Consultant (https://www.flysfo.com/about-sfo/investor-relations)

SAN FRANCISCO BOARD OF SUPERVISORS . BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING . ' JANUARY 22, 2020

Based on information provided by the Airp‘ort, the total debt service over 30 years on the new
requested bond authority of $3.0 billion is estimated to be $6.7 billion, including $3.0 billion in
principal repayment and $3.7 billion in interest payments. The average annual debt service is
estimated to be $223.4 million. This assumes that all unissued debt is sold to finance capital -
improvement projects within the next five fiscal years. '

- According the Airport Consultant’s forecasts, debt service for all current and proposed bonds
would increase from $463.5 million in FY2018-19 to a peak of $816.1 million in FY 2024-25,
before declining slightly to $797.4 million in FY 2025-25. This would represent an increase of
between 72 percent and 76 percent over this period. Exhibit 5 below shows the Airport’s
forecast annual debt service between fiscal year 2018-29 and 2047-48. The forecast assumes a
conservative 6 to 7 percent interest rate, level debt service and no refunding of outstanding
bonds for debt service savings. The Airport has typically achieved interest rates below these
estimates over the past few years and refmanced existing bonds for debt service savings when
- opportunities arise.

Exhlblt 5: San Francnsco Airport Annual Debt Ser\nce Forecast, FY2018- 19 to FY2047-48
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SOUI’CE‘ San Francisco International Airport’s FY2019-20 Capital Improvement Plan

Debt service on the Airport’s Revenue bonds is paid from Airport revenues, which prlmarlly
consist of charges to dirlines. Under the 2011 Lease and Use Agreement between the Airport
and the airlines, the Airport has the authority to increase the landing and terminal fees charged
to the airlines to meet its operating expenses, including annual debt service on outstanding”
Airport revenue bonds. According to Ms. Connors, each year, the Airport updates the terminal
and landing fees. To do so, the Airport forecasts the total annual expenses and the total non-
airline revenues. The difference between the annual expenses and non-airline revenues must
be paid from airline landing and terminal fees, which are adjusted by the Airport to fil the gap.

SAN FRANCISCO BOARD OF SUPERVISORS : ’ " BUDGET AND LEGISLATIVE ANALYST
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According to the Airport staff, the Airport maintdins debt service reserve funds, currently
* totaling $587 million, in accordance with the Master Bond Resolution of 1991, which governs
bond issuances by the Alrport Debt service reserves increase proportionally as the Airport’s
debti increases. :

According to the Master Bond Resolution of 1991, the Airport Commission must ensure that the
following two condmons are met with regards to debt service repayment (le the “rate
covenant”):

1) Net revenues in each fiscal year must be at least sufficient (a) to make all required
payments and deposits to cover Revenue Bond debt service, and (b) to make the Annual

.Jc:l vn.c rayuICIlL LU LI e \.ALy, anu,

2) Net revenues, together with any transfers, in each ﬁscal year must be at least equal to
125% of aggregate annual debt service with respect to bonds outstandmg for that fiscal
_year.

In order to issue additional bonds for'new projects, the Airport C.ommission must also receive a
certificate from an independent consultant or auditor stating that the Airport will be able to
meet the Rate. Covenant for the period covered by the bonds..The Airport received this
certification as part of its latest bond issuance in 2019 ($922.2 million in 2019EFG Series Bonds)
.which also covered expected future bonds under the FY 2019-20 Capital Improvement Plan.

According to the Airport Consultant’s forecasts, the debt service coverage rate is expected to
stay above the 125 percent threshold from FY 2019-20 to FY 2025-26, as shown in Exhibit 6
below. The debt service coverage rate calculation assumes annual transfers from the Airport’s
Contingency Fund to cover increasing debt service. If this transfer is excluded, the'debt
. coverage rate would decrease from 117 percent.in FY 2018-19 to 111 percent in FY 2025-26.
The Axrport Commission has discretion to fund the Contingency Fund and use this to pay debt
service.

SAN FRANCISCO BOARD OF SUPERVISORS . . ' BUDGET AND LEGISLATIVE ANALYST
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Exhibit 6: Airport Consultant’s Forecast of Debt Service Coverage from Bond Issuances for
FY2018-19 to FY2025- 26 (Sin thousands)

2018-12 . 201920 2020-21 202122 2023-23 2023-24 203425 2025-16

Wet Revenmes® $540379  §3%4200  §653.925  $MIOL  S436  §80L6Y  $808639  $6SL7A
Transfer from the c e
Confingency Account’ 115877 14357 139630 164845 184431 108087 204012 103356
TOTAL AVATLABLE FOR < < - N ) _ -
b 656255 J0R646  T9LS64 . 912186 1008091 1090389 1102671 1,081,088
Debt Service . ) A .
Requirernent® ©OS463505  $497426  $I4356  $650778  $TIRI 795948 $816050  $THTALS
Forecwat Dbt Servi : ~ : '
O o pes e W% % 3% 1% 139% 137% - 135% 136%
Resolution
Forecast Debt Service . K
Coveruge Exclnding s M Ns% 1B% 1M Low 110% 11%
Transfer ’ .

& Includas certain PFC ravenues foresast to be designuted as Révanues by the Commission, ax descnbedm the Report of the Anpm:t Consultant.
-Ag discussed in the Report of the Alrport Con:ultanf: foreast revenues and éxpenses for the On-Alrport Hotel were prepared by JLL. The

Adrport Consultent maltes no representation regarding the reasomblenass of the forecast financial results provided by JLL for the proposed On-
Alport Hotel.

@ Caghbasis, Includes projected debt service on sutstanding Bonds, Sexies 2019E Bonds, Series 2019F Bonds, Series 2010G Bonds and fibre
Bonds as described in the Report of the Airport Consultant.

' Transfer reflects lesser of Contingency Account belance or 25% of Debt Serviee.

Source LeighFisher, Report of the Airport Consultant,

Source: Official Statement of the Airport Commission of the City and County of San Francisco International Airport
- for Second Series Revenue Bonds Series 2019E/F/G and Refunding Bonds Series 2019H, Appendix A: Report of the
Airport Consultant {https://www.flysfo.com/about-sfo/investor-relations) '

According to Ms. Connors, the additional debt service costs will be included in the Airport’s
proposed FY 2020-21 and FY 2021 22 budget to be submitted to the: Board of Supervxsors in
May 2020 .

: ‘POLICY CONSIDERATION

The Official Statement for the Series 2019 EFGH Alrport Capital Plan bonds ldentlfled several
risk factors pertaining to the issuance of bonds. These risk factors include potential slowdown
of the Bay Area economy and potential reduction’in demand for air travel. Other potential risks
specific to the San Francisco International Airport include expiration of the Lease and Use
Agreement between the Airport and the airlines in 2021, which could change the terms and
conditions under which the airlines operate at the Airport; and the impact of additional debt,
increasing the costs to the airlines through increased terrninal rents and landing fees.

The Budget & Legislative Analyst recommends amending the proposed resolution (File‘1'9-1124)
to request the Airport Director submit the final Official Statement for each bond issuance
covered by the proposed resolution to the Clerk of the Board promptly after xssuance and N
include the documents in the leg[slatlve file. '

Z:RECOMMENDATIONS =

1. Amend the proposed resolution (Flle 19 1124) to request the ‘Airport Director submit
the final Official Statement for each bond issuance cgvered by the proposed resolution

SAN FRANCISCO BOARD OF SUPERVISORS . ' BUDGET AND LEGISLATIVE ANALYST
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_ to the Clerk of the Board promptly after issuance and include the documents in the '
legislative file. '

2. Approve the proposed resolution as amended and the proposed ordinance (File 19-
1123). R

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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Additional Detall on San Francnsco lnternatlonal Airport’s FY 2019-20 Capltal Improvement
Plan

The Airpoft prepares a Capital Improvement Plan on an as-needed basis to prioritize essential
~ capital projects and reqUIrements Under the proposed resolut[on, Airport Capital Plan bonds
- may only be used to fund:

e Construction costs of Capital Plan projects that.either do not require environmental
review or have already undergone all necessary environmental review, such as
California Environmental Quality Act (CEQA) review, and received Commxssnon approval
to proceed

e Planning and development costs necessary to prepare other Capital Plan projects for
‘environmental review and the necessary approvals

Projects included in the Capital Plan that have not yet received environmental clearance can
use other funding sources such as Small Capital.Outlay or Commercial Paper to fund design and
planning costs; however, construction costs cannot be funded until environmental clearance is
obtained. Once environmental clearance is obtained, the Airport could seek Board of
Supervisors approval to fund these projects with Airport revenue bonds. :

The Capital lmprovenﬁent Plan is primarily funded by Airport Revenue Bonds, with 94 percent of
funding come from this source. The other sources of funding include Federal Aviation Authority
grants, special fuel charges, and Passenger Facility Charges (currently $4.50 per enplanement).

Capital Improvement Projects

The proposed FY2019-20 Airport Capital Improvement Plan projects to be funded by the
proposed Airport Revenue bond proceeds are focused on meeting current and projected air
- traffic demand. The Plan is split into two programs, “Ascent Program — Phase 1" and
“Infrastructure Projects Plan.” The Ascent Program represents 48 projects with a total budget
of $7.3 billion and ‘includes a fixed set of large priority projects whereas the Infrastructure
Projects Plan includes 18 projects with a total budget of $351 million. A

- As shown in Exhibit 8, the top ten largest projects that would receive appropnatlon make up.
"76% ($2.3 billion) of total unappropnated projects costs and 30% of the FY2019-20 Cap|tal
Improvement Plan. The largest projects include major renovations to Terminals 1, 3 and the

" International Terminal, as well as the AirTrain Extension and the Capital lmprovement Plan
reserve fund.

SAN FRANCISCO BOARD OF SUPERVISORS . : BUDGET AND LEGISLATIVE ANALYST
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Exhibit 8: Top 10 Largest FY2019-20 Capital Improvement Projects Requiring Supplementation '

Appropriation (S in millions)

% of Total

. FY19/20 FY19-20t0 Project r
- CIP Project Previous JFy23-24 Appropriation  Appropriation

- Cost Center Airport Project Category Total Funding Total Needed Needed -
Terminal3 o inal 3 Projects $974 $33 5941 $711 24%
Program o 1 N . ‘_°
Terminal L Terminal 1 Projects (Terminal .
Program - 1 Center) $1 371 ' $669 $702 ) $501 171 o
Alrport - . ‘ g

Support Ascent Program Reeerve - _$flfl(1 o ?0 N $440 $440 15%
Terminal 1 Terminal 1 Projects {Boarding ’ :

8 0,
Progrem __ Area ) s s mw e P
International Terminal ' ' v
Terminals  Refresh Projects (Phase 2 — $161 40 $161° $161 5%. - !
SRR = L L) e e e+ et e et 2 et e e e e
International Terminal i .
Terminals Refresh Projects (Phase 1 — $152 $12 $140 $76 3%

. e Y BT O] e e e e e e et e et e e e
Utlhtles Net Zero Energy PmJects $76 7 $68. $69 2%
Alrport Alrport Support : : . .
Support Miscellaneots !mprovements $60 %0 960, ‘ SGO : 2%
Gro-undslde Arrtram Ex;:enslen ] T $237 $1T1__;L o $126 Ny _ $52 o . 2/7
Alrport . . ) o
Support Superbay Renpvation Projects $88 $30 4 $58 $48 2%
qu 10 Sub-Total $4,395 51,361 43,034 $2,306 76%
Grand Total (Exhibit 3 above) $3,020 $4,601

$7,620 $3,015

. Source: San Francisco International Airport

Notes: “Project Appropriation Needed” is the amount of funding still needed to complete the relevant Capital
Improvement Programs in each Cost Center after accounting for prior year funding and existing: authorized
appropriation. These are. the proposed uses of the funds to be appropriated from Airport Revenue Bonds per File
19-1123. FY19/20 CIP Project Total and FY19-20 to FY23-24 Total differ as some projects have carried out from
-previous Capital Improvement Plans. FY19-20 to FY23-24 Total and Project Approprlatlon Needed differ as some
projects have existing appropriation from previous fiscal years.

A summary of the key projects and expected completion datés by Airport cost center are set
out below.

Airport Support Improvements: $ 769,979,707

Airport support improvements include upgrading or replacing infrastructure and facilities which
support airport operations, such as fire suppression, technology and security systems, fuel
systems, the Superbay Hangar, conveyance systems, Information .and Communication
Technology Systems, etc. The Airport’s Noise Insulation Program is also included in Airport
Support. This cost center includes the $439 million Ascent Program Reserve which is used to
offset unforeseen changes in capital project costs. The Reserve can only be used for Ascent
Programs with the approval of the Airport Director. '

" SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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Terminal 3 Program: $ 711,034,265

The two major projects for Terminal 3 are (1) modernization of Terminal 3 West to increase the
building’s footprint, extend the building’s useful life by 40 years, meet current building codes,
expand the ability to ability to accommaodate larger aircraft, and improve passenger flow; and,
(2) a new connector between Terminal 2 and Terminal 3, which will also add four levels of office
space. The hew connector will allow greater flexibility for airline gate use, improve passenger
experience and free up leased space in the International Terminal. The Terminal 3 West
modernization is expected to be completed by Spring 2023 and the Connector by April 2021. .

Terminal 1 Program: $ 688,691,677

The Terminal 1 Redevelopment Program is intended to modernize Boarding Area B by adding
additional boarding gates, adding larger holdrooms and accommodate larger aircraft, as well as
completing a total averhaul of the current Terminal 1 building. Major changes to Terminal 1
include new ticket counters, consolidated passenger screening checkpoint, a secure connector
to the International Terminal and a new baggage handling and screening system. The Boarding
Area Bis mtended to be completed by May 2021 and the remainirig overhaul by April 2023.

Terminal Improvements: § 337,022,830

The International Terminal Building departures level will be improved through expanded
security screening checkpoints to reduce -wait times, expanded duty-free retail area
improvements and passenger amenity improvements such as restroom and holdroom
renovations. Renovations to the duty-free area were due to be completed in June 2019 and
Noverhber 2019 and the remaining departures. level renovations by Spring 2021. The cost
center also includes $38 million in programmatic support to manage the Capital Improvement -
Plan projects (i.e. construction planning services, project management and coordination,
building mformatlon management and document control systems, etc.).

Utilities Improvements $269, 209 ),504

- Utilities improvements include implementation of facility changes and upgrades fo ach|eve
‘energy facilities with net zero carbon emissions, development of an Energy Management .
Control System, replacement of the sewage and industrial waste systems and completion of the
Airport’s new Industrial Waste Treatment Plant, as well as other power, lighting,
communication and central plant improvements. ‘

A:rﬁeld Improvements: $ 135,560,282

Improvements to the airfield mainly include runway, taxxway and lighting improvements to -
upgrade existing infrastructure and maintain airfield markings in compliance with FAA
requirements. These are expected to be completed in 2020. '

Groundsnde lmprovements $ 103,759,546

Groundside improvements relate to ground transportation eqmpment and mfrastructure
Major projects include extending the AirTrain to the new long-term parking garages, adding a .
new station to service the new Airport Hotel, and upgrading the control equipment for the
system. The Hotel extension was completed in Summer 2019 and the parking lot extension is

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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expected to be completed by Fall 2020. The Airport will also undertake various roadway
improvements and modify the road-and aprons around South McDonnell road to allow for
- additional aircraft parking spaces and accommodate increased road traffic to the Airport Hotel.

Exhibit 9: Projects Funded by Proposed Appropriation

Supplemental
. ) Appropriation
Airport Project Category Project Name Needed
Ascent Program Reserve 11278 CIP Program Reserve - $439,802,800
Alrport Support Miseellaneous Improvements 11331 SFO Fuel System Upgrade . A $60,000,000
B 11150 Computer Aided Dispatch (CADY -/ '
Alrport Support Miscellaneous Improvements - jReplacement ‘ $7,105,000
. i 11104 Virtual Design & Construction |
Alrport Support Miscellaneous Improvements lmplementation Program . - $5,200,000
Airport Support Miscellaneous Improvements 111161 Building Information Techno]ogy ‘Upgrade $2,428,577
. |Airport Support Miscellaneous Improvements 11073 Ramp Lighting Glare Reduction $1,480,350
10630 Airport Facilities Fall Protection System T
Airport Support Miscellaneous Improvements - |{(formerly 8206B) $1,432,453
: 11136 Ground Transportation Management System | '
Airport Support Miscellaneous Improvements (GTMS) Phase 1 $1,200,000
- 11421 Stockroom and Warehouse Security & .
Airport Support Miscellaneous Improvements System Enhancements ' $956,000
Airport Support Miscellaneous Improvements 11065 9-1-1 Phone Syste}n Upgrade . ' $946,800
8465C Superbay Fire Suppression System '
Superbay Renovation Projects |Replacement Project $48,414,423
Superbay Renovation Projects 11160 Superbay Hangar Renovation Pro;ect ' $12,857,900
Superbay Renovation Prejects 88778 Superbay Hangar Door Retrofit Phase B ) $3,835,682
Superbay Renovation Projects 11189 Superbay 6th Floor Asbestos Abatement " $365,457
. {11172 Superbay Hangar Infrared Heating System
Superbay Renovation Projects ' Replacement - $70,852
' ' ' 10674 Airport Information Integration Solution
Technology Improvement Projects " [{AS) v -$16,701,595
Technology Improvement Projects ~ ~ ’ 8410 Distributed Antenna System {DAS) . $5,181,446
Technology Improvement Projects 11130 Multi-Use Flight Information Display Upgrade $5,000,000
) ) _ 11139 Dense Wavelength Division Multiplexing :
Technology Improvement Projects (DWDM) Transport ° $5,000,000
11155 Mobile Application Development and
Technology improvement Projects Delivery * 54,378,000
Technology Improvement Projects ‘ 9170 Network Improvements - ' $3,837,122
Technology Improvenient Projects . 11149 Access Layer Refresh 10 Gbps $3,700,000
Technology Improvement Projects 11:456 Comprehensive Support Plan $2,519,542
Technology Improvement Projects 11157 Single Sign On Implementation $1,652,400
Technology Improvement Projects * 111411 T2 Information Display Replacement $1,370,000
Technology Improvement Projects 11158 Data Analytics Computé Processing $1,043,000
. ) 11132 Digital Signage Software System
Technology Improvement Projects Enhancement $800,000
) : 8411A SharePoint ERP Phase 1, Integrated Timeand| - ’
Technology Improvement Projects Labor Accounting (ITA) Program $767,215
. {Technology Improvement Projects 11433 Contract Management Compliance Systém $700,000
SAN FRANCISCO BOARD OF SUPERVISORS ) BUDGET AND LEGISLATIVE ANALYST
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{CMCS) Phase 2

Technology Improvement Projects 10678 Avaya Communication Manager Upgrade 7.0 $580,830
Technology iImprovement Projects 9134A IT Security Mltigation ' ] $572,000
Technology Improvement Projects 9171 Network Monitoring & Management $530,000
Technology Improvement Projects 11222 SFO Data Storage Systém ' $520,000
Technology Improvement Projects 11153 Internet Hardware Upgrade $329,911
‘[Technology Improvement Projects 8968 Network Security $231,720
Technology Improvement Projacts 11154 ITIL/ISO Certification $86,060
Technology lmproverﬁent Projects 11217 Managed Security Upgrade $24,910
Security Improvements 11442 CCTV Enhancement and Addition $11,700,000
Security Improvements " {10511 Security Infrastructure Program $8,533,308
11159 Replacement of Badging Identity )
Security Improvements Management System . $3,500,000
. * 110538 Physical Security Information Management
-|Security Improvements (PSiM) ] $1,000,000
Security Improvements 10541 License Plate Recognition (LPR) System $1,000,000
Security Improvements 11151 Water Perimeter Intrusions Detection System| - - $857,06§
Security Improvements 11095 Video Wall Refresh Program _ $500,000
Noise Insulation Projects 11457 Noise Insulation Program 2019-2023 Phase’ $19,506,709
Noise insulation Projects 8846D Noise Insulation Improvements $4,160,000
Noise Insulation Projects 8846C Noise Insulation Improvements $150,000
Elevator, Escalator, & Moving Walk . .
Modernization 11477 Airport Conveyance Modernization Phase 1 $16,650,000 .
) 11422 Building 710 Code Required Systém :
Support Facility Improvements Modernization _ $5,200,000
Support Faéi!ity Improvements 11309 Fire House #2 Improvements . $3,460,215
Support Facility Improvements 11129 North Fleld GSE Malntenance Facility $3,16.3,589
Support Facility Improvements 11308 Fire House #1 Improvements . $3,089,346
Support Facility Improvements 10610 ITT and Accounting Work Area Renovations $566,346
Support Facility Improvements 11167 ADM Dffice Upgrade and Redesign $218,128
Support Facility Improvements. 9321 Emergency Response Facilities lmproveménts $148,440
Support Facility improvements 9329 IT Museum Aviation Annex 397,906
Support Facility Improvements 10574 Police Training Support Facility $24,636
. . 8354A Airport Shoreline Protection at Sea Plane
Airport Shoreline Protection Projects Harbor _ ' $11,081,130
Wayfinding Projects 11001 Wayfinding Program $10,242,709
Energy and Efficlency lmprovements 11302 Plot 40/41 400Hz and PC Air (VALE Grant) $6,697,492
Energy and Efficiency Improvements 9188 Airport Wide Lighting Retrofit $1,650,715
Cargo and Hangér Improvements ‘ 9322 Renovation of ,Caréo 'Buﬂdings 900 and 944 : $5,502,899
. {Airport Support Computer System Improvements [9044 Document Management System {DMS) ' 52,324,000
Airport Support Computer System Improvements {10535 Capital Planning System (CPS) Phase || $1,615,200
11216 15027001 Information Security Management .
Airport Support Computer System Improvements |System $625,000
Alrport Support Computer System Improvements {3051 Operating Budget System (OBS) $444,999
Airport Support Computer System Improvements |8399A Property Management & Billing System $190,973
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(PMBS) Phase 2

Capital Equipment 10565 Portable Generators $736,300
Capital Equipment 11423 Paver Replacement $510,000{
Capital Equipment 11112 CNG High Speed Sweeper $440,000
Capital Equipment . 111110 CNG High Speed Sweeper $420,000
Capital Equipment 11094 Mower ’ Ssso,m
Capital Equipment 91458 Mower $325,000
Capital Equipment 11097 Boom and Scissor Lifts |l ~5300,000
Capital Equipment 11335 Semi-Truck & Traller $275,000
\Copita! Equtpment 14052 Fratibed {2) $225,000
_ |Capital Equipment 9164 Sem| Truck $190,594]
Capital Equipment 11386 FOD Trash Picker $180,000
Capital Equipment 11444 Multi-Conductor TV Van $1,375
‘[south Fleld Redevelopment Prejects 11044 BICE Office Rélocation $§493,585
Airport Support ' Total 5769,979,707
Terminal 3 Projects 10071 Terminal 3 West Modernization B $711,034,265
Terminal 3 Program - Total] $711,034,265
Terminal 1 Projects 10011 Terminal 1 Center ] $501,161,436|
Terminal 1 Projects 10010 T1 - Boarding Area B Redevelopment $187,520,421 A
Terminal 1 Projects 10005 T1 - Taxilanes H&M Relocation . $9,820
_ |Terminal 1 Program Total $688,691,677
International Terminal Refresh Projects ' 11365 JTB Phase 2 Project $161,000,000
International Terminal Refresh Projects 11118 [TB Phase 1 Project $75,§9i,765
CIP Program Support 10401 CIP Programmatic Support *.$37,853,505
Teehnology Improvement Projects 11211 Terminal Management System Upgrade ‘$9,063,500
» Technology lmprovemenf Prejects 9304 Public WiFi - Terminals - - $6,327,815
Technology Improvément Projects 10622 Operational Wi-Fi improvements $661,016
International Terminel lmpmven;ents 10553 IT Fire Alarm System Ubgrade $4,700,000
8959 International Terminal Passenger Boardmg
International Terminal Improvements Bridge Refurbishment $4,012,500
Intemat,ional'Terminal improvements 10577 Upgrade ITB PC Air System '$3,870,000
International Terminal Improvements 10546 Automated Passeﬁger Wait Time Techniology *© $513,010
|International Terminal Improvements 11208 Global Entry Office Ekpanis!on $3,634
International Terminal Improvements 11165 1T Media Room $796
Misce]lane@us Terminal Improvements 11319 SAO Relocation $3,435,500
: 11071 Airport Terminals-Public Address System .
Miscellaneous Terminal improvements Upgrades ‘ . $2,547,776
Miscellaneous Terminal i‘mprovements 11418 T3 B/A F Finger Re-roof © $1,675,000 ‘
Miscellaneous Terminal Improvements 11107 HVAC Automation/Optimization Study $1,500,000
Miscellaneous Terminal Improvements 11148 Installation of Airport Magnetic Stanchions $702,184
Miscellaneous Terminal Improvements 11419 T3 B/A F Hub Re-roof $512,500
: Misce[laneous Terminal Improvements 11415 T1 B/A C Re-roof $375,000
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Miscellaheous Terminal Improvements

11443 CBP Radio Equipment Infrastructure

SAN FRANCISCO BOARD OF SUPERVISORS

. §250,000
Miscellaneous Terminal Improvements 11103 Terminal Systems Office Expansion $249,543
Miscellaneous Terminal Improvemants 11420 T3 B/A F Thumb Re-roof $187,500
Revenue Enhancement and Customer Hospitality :
(REACH) Projects 9350 REACH ITB $4,486,376
Revenue Enhancement and Customer Hospitality . .
(REACH) Projects ‘ 11333 REACH Program Implementation $4,155,325
Revenue Enhancement and Customer Hospitality .
(REACH) Projects . . 11124 Service Animal,ReIie_f Areas §173,201
International Terminal Baggage Handling System {11002 ITB CBIS and BHS Modernization 65,804,491
Security Improvements 10568 Airpoft Terminals Fire Alarm System Upgrade $4,364,898
’ 10559 Communication Center Infrastructure
Security Improvements Improvements $57,995
_ 10561 Garage Elevators, Escalators, & Moving '
parking & Garage Improvements Walks $2,548,000
Terminals “Total]  $337,022,830
Net Zero Energy Projects 11068 Energy Management Control System $68,793,673
. 10010N Net Zera Enhancements for the Boarding .
Net Zero Energy Projects . |Area B Project . $7,159,511
Net Zero Energy Projects 11168 Net Zero Energy Program Support $6,420,056
11470 Select 12KV Power Distribution System . . S
Power & Lighting Improvements Improvements $45,000,000
Power & Lighting Improvements 11179 Airport Wide GSE Electrical Infrastructure 87,270,256
11213 Boarding Area 'G' 400 Hertz System
Power & Lighting Improvements Infrastructure Upgrade $5,877,821
Power & Lighting Improverments - 11198 Airport Wide UPS Replacement and Upgrade $4,636,306
. 11429 Airport Electrical Power Capacnty Upgrade |
Power & Lighting Improvements - {Study $3,000,000
Power & Lighting lmprévements 11127 Solar Power Generation Feasibility Study $1,000,000
' 11441 Sequencing Batch Reactors Expansion at Mel .
Waste Water System Improvements Leong Treatment Plant $30,000,000
Waste Water System Improvements 10581 Recycled Water Distribution System $18,713,002
i 85898 Underground Util Imp Industrial Waste Sys
Waste Water System Improvements Phase Il $7,496,710
Waste Water Systeni Improvements 8522 New Sewer Outfall to SSF from MLTP $5,003,995
‘ ’ 8589C Underground Util Imp Industrial Waste Sys
Waste Water System Improvements Phase il $179,000
Energy and Efficlency improvements 8607 12KV Cable Replacement and System Upgrade " $9,638,820
3829 Medium Voltage Station 'BP' Replacement and
Energy and Efficlency Improvements Telecomimunication Infrastructure Expansion $5,788,906
" ’ 11163 Energy Bench Marking.and Burldmg
Energy and Efficiency Improvements Integration Program $2,152,750
: 9165 Electric Veh];!e Chargers Infrastructure at Cell .
Energy and Efficiency improvements. Phone Lot $4,171
11081 Water Quality Testing and Monitoring _
Water System Improvements Project ’ $8,391,234
. 11077 Water Main Leak Detection and Repair
Water System Improvements Program . . $4,720,000
Water System Improvements - 18571A New Wat_er Mains Phase | '$1,734,000
Water System Improvements 8704 West of Bayshore Water Mains Imp $1,336,473
Water System Improvements 11203 SFO and City of Millbrae Water Tie-ins $560,000
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11079 Separation of Fire and Domestic Water

8609 Plot 40 Reconstruction

Water System Improvements Systems $19,520
’ 8545 Central Plant Chillers No. 1 and No, 2
Central Plant Improvements - Replacement * $10,808,580
11439 NG Safety & Ventilation Upgrades in the
1Utllity Improvements Utility Tunnel $4,000,000
11220 Utilities Infrastructure Project Management
Utility Improvements - Support Setvices ’ : $3,250,000
Utility Improvements 11215 Utility Infrastructure Improvement Program $2,866,161
8550 Telecommunication Infrastructuré Airport
Technology Improvement Projects Wide $3,387,559
Utilities Total| $269,209,504
Taxiway irrlpl;:varnents 10531 faxiways D and T Reconstruction $32,228,780
Taxiway lmprovements 10528 Taxiway F1 Realignment $20,315,620
|Taxiway Improvements 10524 Taxiway C Reconstruction Phase | - 56,842,673
. : 11352 Airfleld Improvements Program Support
Taxiway Improvements Services . : $6,240,000]
faxiway Improvements 11100 Taxilane B5 Reconstruction $2 ,320,001
Taxiway Improvements 10525 Taxiway C Reconstruction Phgée I (Helipad) $500,000
Taxiway Improvements 11096 Taxiway E and J Realignment $500,000
Taxiway Improvements 10526 Taxiway F anc! N Reconstruction $500,000
Taxiway Improvements 10527 Taxiway L Reconstruction $500,000
Taxiway Improvements 8983 Taxiway Z Reconstruction Phase | $500,000
10529 Taxiway C3 and R
Taxiway Improvements Reconstruction/Realignment - $500,000
Taxiway Improvements 10533 Taxiway Z Reconstruction Phase I $500,000
- 11299 Ground Based Augmentation System {GBAS) . .
Miscellaneous Airfield Improvements for Aircraft , 59,242,484
Miscellaneous Airfield Improvements 11342 Part 139 Alrfield Infrastructure Slystems . $5,567,850
Miscellaneous Airfield Improvements 11332 Part 139 Alrfield Ponding Improvements $4,760,480
_ ) . 10585 Runway 28R Fire Hydrant and B/A 'G' )
Miscellaneous Airfield Improvements Waterline Improvements ) $3,315,070
Miscellaneous Airfield Improvements 11117 Materijals Testing Lab $3,219,668
Miscellaneous Airfield Improvements 11416 Center Line Realignment $2,742,000
) . 11417 AOA Perimeter Fence Replacement Project -
|Miscellaneous Airfield improvements Phase 1 : $2,000,000
Miscellaneous Airfield Improvements 10551 Airfield-Signage Upgrade Phase A $640,846
. i 11053 Airport Pavemnent and Drainage .
Miscellaneous Alrfield improvements Improvements $236,573
Miscellaneous Airfield Improvements 8984 Pavement and Drainage Improvements " $10,644
Miscellaneous Airfield Improvements " 111010 West Cargo Checkpolnt Relocation $900
Runway Improvements 8795 Runway 11-19R Overlay and Reconst $21,200,000
. ) 8981 Runway 10R-28L Overlay and Reconstruction .
*[Runway Improvements and Taxiways F2 and S $267,586
. : ~|10555 Field Lighting Bldg. 1 Electrical System
Power & Lighting Improvements Upgrade : $8,210,893
Apron Reconstructlon 11430 Boarding Area G Apron Improvements $1,400,000
Apron Reconstruction
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- APPENDIX: AIRPORT BONDS

Capital Equipment 11221 Airfield Striping Removal Equipment $758,552
Capital Equipment 11234 Ajrfield Buses. $39,662
Airfield Total|  $135,560,282
Alrtrain Extension 10504 AirTrain Extension $52,278,691
Roadway Improvements 10670 Intersection Improvements .$6,810,352
Roadway Improvements 9049 Variable Message Signs Replacement $2,337,642
Roadway Improvements 11135 New/Replacement Bus Shélte'rs $2,000,000
Roadway Improvements 11134 Roadway Pedestrian Safe'ty Improvements 51,386,000
Roadway Improvements 10566 North Link Road Traffic Signal improvements $53,152
4105 Terminal Upper Level Viaduct Improvements,
Viaduct Improvements Phase | $4,477,580
Viaduct Improvements 3565C Terminal 2 Departure Leve] Roadway Repalrs $3;075,199
Viaduct Improvements 11105 [T Seismic Joint Repair $2,410,000
' 10515 Plot 2 Aircraft Parking Reconfi guratton and . .
South McDonnell Road Realighment South McDonnell Road Realignment - Groundside - $9,649,621
" |Parking & Garage Improvements 11427 Central Garage Structural Concrete Repairs $6,240,000
Parking & Garage Improvements 11145 Central Garage 5th Level Improvements $1,235,404
Parking & Garage Improvements . 111144 Central Garage Tunnel Doors " $527,757
. ’ 10648 Long Term Parking Gmdance and Security ’
Parking & Garage Improvements System $438,204
10516 West Field Garage Top Level Repalrs and )
Parking & Garage Improvements Coating $130,362
AirTrain Improvements 10509 AirTrain System Upgrades - $4,579,737
Plot 700 Redevelopment Projects 9405 Bus Maintenance Faciiity $3,773,560/
Plot 700 Redevelopment Projects . 10060 Ground Transportation Unit (GTU) Relocation $756,285
. 11428 RAC Expansion Joint Repairs and Waterproof i
Support Facility Improvements Coating Application . $1,000,000
. ’ 11295 Electric Shuttle Buses and Flectric Vehicle
Shuttle Bus Replacement Charger Installation $600,000
Groundside Total|  $103,759,546]
Grand Total $3,015,257,811( -
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ftemsland2 - . Department:
Files 19-1123 and 19-1124 San Francisco International Airport (Airport)

Legislative Objectlves

e File 19-1123 is an ordinance appropriating $3,888,069,311 of Airport Revenue Bonds
proceeds to the Airport Commission for FY2019-20. The funds would be placed on
Controller’s Reserve pending the salé of the bonds or commercial paper.

e File 19-1124 is a resolution (1) authorizing the sale of $3,000,000,000 in new Airport
Kevenue Bonds; and (2) ratitying, approving and confirming certain resolutions of the
Board of Supervisors and Airport Commission related to the bonds. "

: : Key Points

e The number of airplane passengers at San Francisco International Airport has grown by 58
percent from FY 2008-09 to FY 2017-18, twice as fast'as the national average. The Airport
is requesting additional revenue bond authorization to implement capital pro;ects to
address airport congestion and appropriation to spend bond proceeds

¢ The proposed-$3bn bond authorization, combined with ex;stmg unissued authorlzatlon of
$1.56 billion, would provide the remaining funding needed for the Airport’s $7.6 billion FY
2019-20 Five-Year Capital Plan, including major projects such as Terminals 1, 3 and
International Terminal renovations and an extension to the Aerram
Fiscal lmpact

e The Airport proposes to sell the $3 billion Airport Revenue bonds through negotiated sales
with 30-year terms at an estimated 6.1 percent fixed interest rate. Based on Airport
forecasts, the total debt service over 30 years is estimated to be'$6.7 billion, including
$3.0 billion in principal and $3.7 billion in interest payments. The average annual debt
service is estimated to be $223.4 million.

e Debt service on the Airport’s bonds is paid from Airport revenues, which primarily consist
of charges.to airlines. Based on Airport forecasts, annual debt service payments are
projected to increase by 76% from $463.5 million in FY2018-19 to a peak of $816 1 million
in FY 2024-25. Increased debt serwce payments are expected to be covered by increases
to the fees charged to airlines. .

Policy Consideration

e The Official Statement for the Series 2019 EFGH Airport Capital Plan bonds identified
several risk factors pertaining to the issuance of bonds. These risk factors include
potential slowdown of the Bay Area economy and potential reduction in demand for air
travel. - :

' , Recommendations o .
¢ Amend the proposed resolution (File 19-1124) to request the Airport Director submit the

preliminary Official Statement for each bond issuance covered by the proposed resolution |-
to the Clerk of the Board prior to issuance andinclude the documents in the legislative file.

e Approve the proposed resolution as amended and the proposed ordinance (File 19-1123).
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8 MANDATE STATEMENT

City Charter Section 9.105 states that amendments to the Annual Appropriations Ordinance,
after the Controller certifies the availability of funds, are subject to Board of Supervnsors’
approval by ordinance.

City Charter Section 4.115 states that the Airport Commission has exclusive authority to plan
and issue Airport revenue bonds for Airport-related purposes, subject to the approval A
amendment, or rejectmn of the Board of Supervisors.

BACKGROUND

Airport Reveriue Bond Authorization

The San Francisco International Airport (Airport) issues Airport Revenue bonds, as authorized
by the 1991 Master Bond Resolution. The 1991 Master Bond -Resolution has been
supplemented and amended twenty two times since its original publication. Since 2008, the
Board of Supervisors has authorized $7.8 billion in Airport Revenue bonds. The Board last
authorized an increase of $4.4 billion in the Airport’s bond issuance authority. in 2017. This
covered major projects in the FY 2016-17 Capital ImproVement Plan including the Harvey Milk
Termina! 1 modernization, airfield improvements, improvements to the AirTrain system, and
construction of a new long term parking garage. Currently, $1 56 billion in bond authonty
. remain unissued (as of October 21, 2019).

As of July 1, 2019, the total amount of outstandmg bond debt held by the Airport was $7 301
billion.* . .

DETAILS OF PROPOSED LEGISLATION

File 19-1123: The propdsedbrdinance would appropriate $3,888,069,311 of proceeds from
Airport Revenue Bonds and commercial paper2 to the Airport Commission for FY19-20. The
funds would be placed on Controller’s Reserve pending the sale of the bonds or commercial -
paper. '

The appropriation sources include $3,000,000,000 from new Airport Revenue Bonds (File 19-
1124) and $888,069,311 in previously authorized but not issued Airport Revenue Bonds. The
appropriation uses consist of $3,015,257,811 for Airport Capital projects and $872 811,500 in
fmancmg and contingency costs.

File 19-1124: The proposed resolution would authonze the sale of $3, OOO 000,000 in new
Airport Revenue Bonds; and ratify, approve and confirm certain resolutions of the Board of

* The $7.3 billion in outstanding bond .debt includes debt in additlon to Axrport Revenue bonds (i.e. Airport
Commercial Paper and debt from bond issuances hefore 2008).
" 2 Commercial paper is short term, low interest debt, The Airport is authorized to issue up to $500 million in
commercial paper notes, of which $3.2 million has been issued and $496.8 million is unissued. Under the proposed
appropriation ordinance, the Airport may issue commercial paper prior to the issuance of the bonds, which will be
repald by bond proceeds.

SAN FRANCISCO BOARD OF SUPERVISORS - ) BUDGET AND LEGISLATIVE ANALYST

33



BUDGET AND FINANCE COMMITTEE MEETING ’ ' . January 15, 2020 '

"Supervisors and Airport Commission related to the bonds. The bonds must be sold by June 30,

2026 and are subject to the terms and conditions set forth in the original 1991 Resolution which
details the requirements on the Airport Commission in issuing Revenue Bonds, including the
Rate Covenant and debt service coverage levels. The proposed resolution also requires that
California Environmental Quality Act (CEQA) reviews be completed before bonds are issued to
fund construction but allows for bond monies to be used to fund planning and development
costs. -

These Airport Revenue Bonds may be issued as fixed rate, variable rate or index rate bonds in
accordance with the terms of the 1991 Bond Resolution. The type of Bonds to be issued and the
timing of the bond issues wili be determined based o Several faciurs, inuiuding capital project
cash flow requirements and financial market conditions. Based on information provided hy the

Airport, these bonds would be issued infour installments between 2020 and 2023.

According to the Office of Public Finance, the approprlatlon request of $3.888 billion is greater
than the bond authorization request of $3 billion to allow for potentla! fluctuations in market
condltlons or investor preferences which could generate bond proceeds above the bond par
amount.’

Basis of Request for Bond Authorization

The projects to be funded by the requested A|rport Revenue bond authorlzatlon are largely to
accommodate the increase in air passenger traffic at San Francisco International Airport. As
show in Exhibit 1, the number of airplane passengers at San Francisco International Airport has
grown by 58 percent from FY 2008-09 to FY 2017-18 and exceeded forecasts for the past four
years. According to the Federal Aviation Administration (FAA), San Francisco International
Airport was the 7" busiest airport in the United States in calendar year 2018 based on
passenger traffic, with 27.8 million total enp’lanements“. From FY 2013-14 to FY 2018-19 the
number of enplanements increased at a compound annual growth rate of 4.5 percent. Over the
past decade, the Airport’s air traffic grew at almost twice the national average (4.6 percent vs

2.8 percent, respectively). Additionally, a recent report by the Airport’s Consultant forecasted -

increased passenger growth of 12 percent by FY 2025-26 to 32.2 million enplanements

® The Airport Capital Plan bonds may be structured as “premium bonds”, in which investors are willing to pay more
than face value of the bonds in exchange for receiving higher interest payments.

* Federal Aviation Administration Commercial Service Enplanements Report for Calendar Year 2018 (Preliminary)
(https://www.faa.gov/airports/planning capacity/passenger allcargo stats/passengeLed:a/prellm?narv cv18~
; commercral-servxce enplanements.pdf) .

® Based on Report of the Airport Consultant for the Series 2019EFG Bond Official Statement
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Exhibit 1: Actual and Forecast Airplane Passenger Growth, FY 2007-08 to FY 2024-25
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Source: San Francisco International Airport FY2019/20 Capital Improvement Plan. Actuals from Airport
Commission; Forecasts by LeighFisher.

Passenger enplanements declined by 0.7 percent in FY 2018-19 compared to the same period in
FY 2017-18 due to certain airlines reconfiguring routes following a merger and aircraft gate
constraints during peak pertods Additionally, according to the Ms. Kaitlyn Connors, Airport
Budget Director, the Airport is currently at 92 percent of its operatmg ‘capacity in terms of
. aircraft arrlvals and departures. :

The Airport Commission approved Capital Improvement Plans in FY 2016-17 and FY 2019-20
aimed at addressing passenger traffic growth, including increasing the number of terminal gates
to accommodate increased passenger traffic, and improving security, ground transportation,
parkmg and other infrastructure. Completion of the Capital Improvement Plan is expected to
increase gate capacity, help decrease peak period constraints, and expand other mfrastructure
to accommodate the increased passenger trafﬁc

Ratlng Agencies

As noted above, the Airport’s outstanding bond debt as of July 1, 2019 was $7.3 billion. The
Airport issued an additional $922.2 million i in Series 2019EFG Airport Revenue bonds in August
2018. As part of this bond sale, the Alrport engaged the three main credit rating agencies
(Moody’s, S&P and Fitch) to rate the proposed sale. Exhibit 2 shows the three agencies ratings’
for these bonds as Al, A+, and A+, the third highest rating possible, indicating the Airport has a
“strong capacity” to meet its financial commitment. However, they did identify some risks
including: (1) a large debt-funded Capital Improvement Plan and (2) one primary airline carrier
{United Airlines) which accounts for 21 percent of the Airport’s operating revenue.

® Based on Report of the Airport Consultant for the Series 2019EFG Bond Official Statement
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~ Exhibit 2: Bond Rating Agencies’ Assessment of 2019EFG Series Airport Revenue Bonds

Rating Investment
Agency | Grade Description ) " Risks

- Large debt-funded Capital Improvement Plan

- One aitline, Unjted Alrlines, accounts for 21% of operating
Moody's Al Strong " | revenue and 45% of enplanerhents

- Current airline agreement expire in 2021 just as airline costs
will peak due to added debt for the CIP

- Increased le\/erage and.'capital needs financed by bond
 proceeds '

S +
- . A strong - High cost structure
- ngh concentration of one primary carrier - United Alrhnes

Fitch v A+ Strong | - large debt-funded Capital Improvement Plan

Source: Series 2019EFG Official Statement

Airport Capital Improvement Plan

The Airport prepared a Capital lmproveménfc Plan for FY 2016-17 through FY 202‘0'—21; the
Airport Commission approved the FY 2019-20 update to the Capital Improvement Plan in-March
2019. The FY 2019-20 update provides for $7.6 billion in projects through FY 2023-24, of which

$3.0 billion in funding was previously appropriated and $4.6 hillion is new funding shown in
Exhibit 3 below.
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Exhibit 3: FY 2019-20 Capital Improvement Plan Projecfs and Funding - .
) New
Projects Prior Funding * FY 2019-20 to FY Total
2023-24 Funding
Airfield Improvements * $97,893,262 $191,005,782 $288,899,044
Airport Support b 380,085,961 893,879,563 1,273,965,524
Groundside
Parking & Garage 158,230,348 24,794,934 183,025,282
Air Train 112,706,604 131,649,133 244,355,737
. On-Airport Hotel 152,339,000 87,661,000 240,000,000
Other Groundside © 193,336,810 67,229,391 160,566,201
Subtotal Groundside 516,612,762 311,334,458 827,947,220
_ Terminals Co '
Terminal 1 Projects 1,364,222,167 1,041,632,586 2,405,854,753
Terminal 3 Projects 299,461,158 ©1,181,629,896 ' 1,481',091,054
International Terminal 36,736,710 382,705,833 419,442,543
Other Terminals®- - 228,441,108 203,613,994 432,055,102
Subtotal Terminals 1,928,861,143 ~ 2,809,582,309 4,738,443,452
Utilities ® 96,463,165 394,698,730 - 491,161,895
Total $3,019,916,293 $4,600,500,842 $7,620,417,135

Source: FY 2019-20 Capital Improvement Plan Update )

® Airfield improvements include runway and taxiway, power and lighting, South McDonnell Road realignment, and
other projects.

bAirport support includes shoreline projection, computer systéms, consolidated administration campus, elevators,
escalators and walkways, fire equipment, security, noise insulation, cargo and hangar and Superbay projects, South
Field redevelopment, technology improvement, and other projects. This budget category also includes $439.8
million in reserves for Airport projects, equal to 9.5 percent of $4.6 billion in project funding from FY 2019-20
through FY 2023-24. ,

® Other groundside projects include roadway, support facility, Plot 700 redevelopment, and other projects.

4 Other terminal improvements include Air Traffic Control Tower, revenue enhancement, gate enhancement, and
other projects. This budget category also includes $37.8 million in capital improvement program support from FY

2019-20 through FY 2023-24,

¢ Utilities include energy efficiency (including Net Zero), power and lighting, water and waste water, storm

. drainage, and other projects.
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FISCAL IMPACT

Appropriation Ordinance (File 19-1123)

The proposed ordinance appropnates $3,888,069,311 in Airport Revenue bonds, which mcludes
appropriation of $3,000,000,000 in new bond authority and $888,069,311 in previously
authorized bonds, as shown in Exhibit 4 below. The Attachment provides further project details.

" Exhibit 4: Sources and Uses of Airport Revenue Bond Proceeds

. Sources
PiGCESTS Truin Revenue Bund Sales 3,888,069,311
Uses
Projects .
Airfield Improvements : 135,560,282
Airport Support A © 769,979,707
Groundside improvements o : 103,759,546
Terminal Improvements 337,022,830
Terminal 1 Program : - 688,691,677
Terminal 3 Program . : 711,034,265
Utilities ) ’ 269,209,504
Subtotal Projects : 3,015,257,811

- Financing and Other Costs ‘ .
City Services Auditor (0.2%) " 6,030,516
Contingency Account (2.5%) ° ' 74,984,160
Debt Service Reserve ° ' 291,612,803

_ Capitalized Interest © 466,568,317
Cost of Issuance °- - 6,399,219
Underwriter's Discount © o 27,216,485
Subtotal Financing and Other Costs ' . 872,811,500

Total 3,888,069,311
Source: Appropriation Ordinance A '

® The Contingency Accaunt holds Airport funds that may be used for operating or capital purposes, but are also
used each year to help the Airport meet its bond covenant requirement to have the sum of annual net operating
revenues plus the balance in the Contingency Account equal to at least 125% of annual debt service, as required by
the Alrport Commission’s 1991 Master Bond Resolution.
® Debt Service Reserve is a fund in which an issuer sets aside money i case Its regular debt service fund is .
insufficlent to make a future debt service payment as required by the Airport Commission’s master bond |
indenture.

® Capitalized Interest is the portion of the proceeds of a bond issue that is set aside to pay interest on the bonds for
a specified period of time. Interest is commonly capitalized for the construction period of a revenue-producing
project, and sometimes for a perfod thereafter, so that debt service expense does not begin until the project is
expected to be operational and producing revenues.

4 Costs of Issuance consist of expenses associated with the sale of a bond, mciudmg fees for fmanaal advisors,
counse! the trustee and rating agency fees and other expenses.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST

38



BUDGET AND FINANCE COMMITTEE MEETING ‘ ' JANUARY 15, 2020

®The Underwriters Discount is the difference between the price baid by the underwriter to the issuer for the new
bond issue and the prices at which the securities are initially offered to the investing public. This difference
provides the underwriter with compensation for the transaction, as well as reimbursement for expenses.

On October 21, 2019, the City’s Capital Planning Committee recommended the authorization of
up to $3 hillion in Airport Revenue bonds and approval of the related $3.888 billion increase in -
appropriation.

Total Capital Improvement Plan Project Costs

The FY .2019-20 Capital Improvement Plan provides for $4.6 billion in capital program
- expenditures from FY 2019-20 through FY 2023-24 (see Exhibit 3 above). Funding for the $4.6
billion capital program comes from $3.0 billion in new Airport Revenue bond authorization’
(subject of File 19-1124) and approximately $1.6 billion in previously authonzed and unissued
bonds, as noted above and shown in Exhibit 5 below.

[Exhibit 5: Previous and New Airport Capltal Plan Bond Authorization {$million)

Total Authority " .- $7,827
Issued to Date v = (6,263)
Authorized and Unissued 1,564
New Requested Authority " 3,000
Total" - ' : $4,564 .

Source: Staff memorandum to October 15, 2019 Airport Commission meeting

Of the previously' authorized and unissued amount of $1 564 bllllon, $888,069, 311 is
appropriated to the capital program as shown in Exhibit 4 above.”

Issuance of Bonds (File 19-1124)

The Airport proposes to sell the $3,000,000,000 in Airport Revenue bonds, through several 3
negotiated sales with a 30-year term at an estimated 6.1 percent fixed interest rate. The Airport
Commission’s Debt Policy allows the Airport to use negotiated or competitive sales, or direct
placements of bonds to minimize debt service cost and to determine the structure, timing and
terms of bond issuances within the terms of the 1991 Master Resolution.

The actual interest rate will not be known until the time of bond sale. According to a report
prepared by the Airport’s Consultant for the latest bond sale, the Airport expects to issue bonds
once a year from 2020 to 2023, but the timing and sizing of each issue would be determined
based on an assessment. of capital plan cash flow requirements and market conditions®, The
bonds are expected to be fully repaid in by 2053 from Airport revenues.

7 According to Ms. Connors, the remaining authorized but unissued bond authority {$676 million) has already been
appropriated in the Airport’s previous bond appropriation ordinances. Some of the difference between the bond
_appropriation amount ($3.888 billion) and the bond authority resolution amount ($3 billion) is due to the potential
~ greater proceeds that may be realized through a “premium bond” (see Footnote 3).

8 Official Statement of the Airport Commission of the City and County of San Francisco International Airport for
Second Series Revenue Bonds Series 2019E/F/G and Refunding Bonds Series 2019H, Appendix A: Report of the
Airport Consultant https[/www flysfo. com/about—stvestor‘relatlons)
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" Based on information provided by the Airport, the total debt service over 30 years on the new
_requested bond authority of $3.0 billion-is estimated to be $6.7 billion, including $3.0 billion in

‘ _ principal repayment and $3.7 billion in interest payments. The average annual debt service is.

estimated to be $223.4 million. This assumes that all unissued debt is sold to finance capital
improvement projects within the next five fiscal years. -

According the Airport Consultant’s forecasts, debt service for all current and proposed bonds
would increase from $463.5 million in FY2018-19 to a peak of $816.1 million in FY 2024-25,-
before declining slightly to $797.4 million in FY 2025-25. This would represent an increase of
between 72 percent and 76 percent over this period. Exhibit 6 below shows the Airport’s
farecast'annual deht serviee hatwean ficcal yaar 201220 and 204742 The forecast assumes o
conservative 6 to 7 percent interest rate, level debt service and no refunding of outstanding
bonds for debt service savings. The Airport has typically achieved interest rates below these
estimates over the past few years and refinanced existing bonds for debt service savings when

opportunities arise.

Exhibit 6: San Francisco Airport Annual Debt Service Forecast, FY2018-19 to FY2047-48
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* Source: San Francisco International Airport’s FY2019-20 Capital Improvement Plan.

Debt service on the Airport’s Revenue bonds is paid from Airport revenues, which primarily
consist of charges to airlines. Under the 2011 Lease and Use Agreement between the Airport
éh_d the airlines, the Airport has the authority to increase the lahding and terminal fees charged
to the airlines to meet its operating expenses, including annual debt service on outstanding
Airport revenue bonds. According to Ms. Connors, each year, the Airport updates the terminal
and landing fees. To do so, the Airport forecasts the total annual expenses and the total non-
airline revenues. The difference between the annual expenses and non-airline revenues must
be paid from airline landing and terminal fees, which are adjusted by the Airport to fil the gap.
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According to the Master Resolution Bond Resolution of 1991, which governs bond issuances by A
the Airport, the Airport Commission must ensure that the following two conditions are met
with regards to debt service repayment (i.e. the “rate covenant”):

1) Net revenues in each fiscal year must be at least sufficient (a) to make all required
payments and deposits to cover Revenue Bond debt service, and (b) to make the Annual
Service Payment to the City; and, '

2) Net revenues, together with any transfers, in each fiscal year must be at least equal to
125% of aggregate annual debt service with respect to bonds outstanding for that fiscal
year.. '

In order to issue additional bonds for new projects, the Airport Commission must also receive a
certificate from an independent consultant or auditor stating that the Airport will be able to
meet the Rate Covenant for the -period covered by the bonds. The Airport received this
_certification as part of its latest bond issuance in 2019 ($922.2 miflion in 2019EFG Series Bonds)
which also covered expected future bonds under the FY 2019-20 Capital Improvement Plan. '

According to the Airport Consultant’s forecasts, the debt service coverage rate is expected to
stay above the 125 percent threshold from FY 2019-20 to FY 2025-26. The debt service
coverage rate calculation assumes annual transfers from the Airport’s Contingency Fund to
cover increasing debt service. If this transfer is excluded, the debt coverage rate would
decrease from 117 percent in FY 2018-19 to 111 percent in FY 2025- 26. The Airport Commission
has discretion to fund the Contingency Fund and use this to pay debt service.

Exhibit 7: Airport Consultant’s Forecast of Debt Service Coverage from Bond Issuances for.
FY2018-19 to FY2025-26 ($ in thousands) '

2018-19 201920 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

Net Revenues® $540,379  S584.290  $653,925 $747.242 843653 . $891,602 - §898,638 $881,732
Transfer from the . . .
Contingency Accont’ 15877 124357 138,639 164945 184431 198,087 204,012 109,356
TOTAL AVAT ABLEFOR <6 255 . - 797 SR o . .
DEBT SERvICE 636,253 708,648 792,564 912,186 1028091 1,090,589 ‘ < L1026 1,081,088
Debt Service ' .
Requirement® 5463,506  S497436  $554.536 $630.778  $731725 $795.948 .5816,030 797,425
°rﬁcj‘f£§2t},§f"ﬂ;‘:e W% W% . M 8% L% 137% 135% 136%
5 .
Resolution .
Forecast Debt Service ' ] :
Coverage Excluding 117% 117% 118% 113% 114% 12% 1% i%
Transfer ’ '

@ Inclndes certain PFC revenues forecast to be designated as Revennes by the Commission, as desenbed in the Report of the Afrport Consultant.
As diseusged in the Report of the Airport Consultanr_ forecast revemues and expenses for the On-Airport Hotel were prapared by JLL. The

Airport Consultant makes no representation reg'\rdmo the reas omblene;s of the forecast financial rexults provided by JLL. for the proposed On-
Alrport Hotel

® Cash basis. Includes projected debt service on uuﬁmd_mcr Bonds, Series 2018E Bonds, Series 3019}‘ Bonds, Series 2019G Bonds and future
Bonds as deseribed in the Peport of the- Airport Consultant,
Transfer reflects lesser of Contingeney Account balance or 23% of Debt Service.

Source LeighFisher, Report of the A_uport Coneultant,

Sourcé Official Statement of the Airport Commission of the City and County of San Francisco. International Alrport
for Second Series Revenue Bonds Series 2019E/F/G and Refunding Bonds Series 2019H, Appendix A: Report of the
Airport Consultant (https://www.flysfo. com/about-sfo/mvestor~relatxons)

SAN FRANCISCO BOARD OF SUPERVISORS ' ‘ BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING JANUARY 15, 2020

According to Ms. Connors, the additional debt service costs will be included in the Airport’s
proposed FY 2020-21 and FY 2021-22 budget, to be submitted to the Board of Supervisors in
May 2020

POLICY CONSIDERATION

The Official Statement for the Series 2019 EFGH Airport Capital Plan bonds identified several
risk factors pertaining to the issuance of bonds. These risk factors include potential slowdown
of the Bay Area economy and potential reduction in demand for air travel. Other potential risks
,speciﬁc to the San Francisco International Airport include expiration of the Lease and Use
.....................
conditions under which the airlines operate at the Airport;. and the impact of additional debt,
~ increasing the costs to the airlines through increased terminal rents and landing fees.

The Budget & Legislative Analyst recommends amending the proposed resolution (File 19-1124)
to request the Airport Director submit the preliminary Official Statement for each bond
issuance covered by the proposed resolution to the Clerk of the Board prlor to issuance and to
include those documents are part of the ofﬂcsal legislative file. "

RECOMIENDATIONS

1. Amend the proposed resolution (File 19-1124) to request the Airport Director. submit
the preliminary Official Statement for each bond issuance covered by the proposed
resolution to the Clerk of the Board prior to issuance and to mclude those documents
-are part of the official legislative file.

2. Approve the proposed reso!utxon as amended and the proposed ordinance (File 19~
1123).

SAN FRANCISCO BOARD OF SUPERVISORS : : BUDGET AND LEGISLATIVE ANALYST
) : A 11

42



OFFICE OF THE MAYOR
SAN FRANCISCO

LONDON N. BREED
MAYOR

S

TO: Angela Calvillo, Clerk of the Board of Supervisors

FROM: Sophia Kittler : ‘

RE: Appropriation — Capital Improvement Projects of $3,888,069,311 for the
Airport Commission — FY 2019-2020

DATE: Tuesday, November 5, 2019

Ordinance appropriating $3,888,069,311 of proceeds from the sale of revenue
bonds or commercial paper for capital improvement projects to the Airport .
Commission for Fiscal Year 2019-2020; and placing $3,888,069,311 on
Controller’s Reserve pending receipt of proceeds of indebtedness.

- Should you have any questions, please contact Sophia Kittler at 415-554-6153.
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- 1 DR. CARLTON B. GOODLETI’ PLACE, Room 200
SAN FRANCISCO, CALIFORNIA 94102-4681
TELEPHONE: (415) 554-6141
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