
BUDGET AND FINANCE COMMITTEE MEETING SEPTEMBER 28, 2011 

Item 11 
File 11-1031 

Department:  
Public Utilities Commission (PUC) 

EXECUTIVE SUMMARY 

Legislative Objectives 
The proposed supplemental appropriation ordinance would (a) reappropriate $314,092,249 from 
existing Water System Improvement Program (WSIP) project budgets, allocating $152,661,152 to 
revised WSIP program budgets and $161,431,097 to a new WSIP Program-wide Reserve Fund, and 
(b) placing $227,779,748 on Controller’s Reserve subject to completion of requirements pursuant to 
the California Environmental Quality Act (CEQA).  

Key Points 
• On July 12, 2011, the Public Utilities Commission (PUC) approved the proposed revised Water 

System Improvement Program (WSIP) budget, to reappropriate $314,092,249 of the previously 
approved $4,113,856,261 total WSIP project costs to reflect the most current estimates for each 
WSIP project region. With financing costs, the total WSIP budget is $4,585,556,261.  

• Savings from the proposed $314,092,249 reappropriation of the WSIP project region budgets 
exceeds the proposed WSIP project region budget increases of $152,661,152 by $161,431,097. 
The PUC has proposed placing this balance of $161,431,097 into a newly created WSIP 
Program-wide Reserve Fund. The WSIP Program-wide Reserve Fund would be used, subject to 
WSIP and PUC management approval, to fund future individual WSIP project budget cost 
increases. Appropriations from the proposed new WSIP Program-wide Reserve Fund would not 
be subject to further Board of Supervisors appropriation approval.  

• The Board of Supervisors previously reserved $157,131,303, pending review and release by the 
Budget and Finance Committee, of the $314,092,249 proposed for reappropriation.  

• According to the PUC, delay or failure to approve the proposed supplemental appropriation 
ordinance could delay WSIP projects, which in turn could increase overall program costs.  

Fiscal Impact 
• The proposed supplemental appropriation does not increase the total estimated $4,113,856,261 

WSIP project costs. Instead, the PUC would reappropriate $314,092,249 from six WSIP project 
regions with budget surpluses and appropriate $152,661,152 of the reappropriated funds to five 
WSIP project regions and the remaining $161,431,097 to the WSIP Program-wide Reserve Fund.  

• The proposed supplemental appropriation would place $227,779,748 on Controller’s Reserve, 
including (1) $157,131,303 in funds proposed for reappropriation that are currently on Budget 
and Finance Committee Reserve, and (2) $70,648,445 in additional WSIP project funds, subject 
to completion of project-related analysis pursuant to CEQA  

Recommendations 
1. Because the proposed ordinance would create a new $161,431,097 WSIP Program-wide Reserve 
Fund to provide additional funding for WSIP projects with funds to be allocated at the sole discretion 
of the PUC, without being subject to Board of Supervisors appropriation approval, the Board of 
Supervisors should either (a) amend the proposed ordinance to delete the $161,431,097 WSIP 
Program-wide Reserve Fund, or (b) at a minimum, place the entire $161,431,097 WSIP Program-
wide Reserve Fund on Budget and Finance Committee Reserve.  

2. Approval of the proposed ordinance, as amended, is a policy matter for the Board of Supervisors. 
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MANDATE STATEMENT AND BACKGROUND 

Mandate Statement 

In accordance with City Charter Section 9.105, amendments to the appropriation ordinance, as 
finally adopted, may be adopted in the same manner as other ordinances. Under City Charter 
Section 2.105, passage of an ordinance or a resolution requires an affirmative vote of a majority 
of the members of the Board of Supervisors. 

Background 

The San Francisco Public Utilities Commission (PUC)’s Water System Improvement Program 
(WSIP) consists of 86 projects organized into 11 project regions to repair, replace, and 
seismically upgrade the Hetch Hetchy water system’s aging pipelines, tunnels, pumps, tanks, 
reservoirs and dams. PUC commenced the WSIP in FY 2002-2003 and is scheduled to complete 
all projects by the end of July 2016. The approved WSIP project budget is $4,113,856,261, plus 
$471,700,000 in financing costs, for a total cost of $4,585,556,261. WSIP is funded with PUC 
Water Revenue Bonds, which will be repaid from water rate revenues paid by PUC water 
customers.  

On July 12, 2011, the PUC approved a revised WSIP budget, reappropriating $314,092,249, or 
7.6 percent of the previously approved $4,113,856,261 in WSIP project costs, by (a) increasing 
the budgets of five WSIP project regions; (b) reducing the budgets of six WSIP projects; and (c) 
creating a new WSIP Program-wide Reserve Fund. These budget revisions resulted in no net 
change to the overall WSIP program budget.  

According to PUC General Manager Mr. Ed Harrington, the proposed WSIP project budget 
reappropriations are necessary in order to: 

• Incorporate the latest project schedule and cost forecasts based on the most recent 
information available, including the status of change orders, trends, risks and 
contingencies reported by the various construction management (CM) teams; 

• Incorporate the latest scope changes and refinements approved by the WSIP Change 
Management Board and WSIP Director; 

• Incorporate the recent construction bids and the near-term effects of the economic 
recession into construction cost estimates; 

• Provide more realistic project baselines for performance measurements; 
• Consolidate project cost savings accumulated to date in a Program Management Reserve; 

and 
• Ensure compliance with the California Water Code.1 
 

The PUC is now seeking Board of Supervisors approval of these WSIP budget reappropriations. 
 
Previously Reserved Funds 

There are existing Budget and Finance Committee Reserves on various WSIP project funds 
totaling $419,715,607, as shown in Table 1 below. The $419,715,607 was placed on Budget and 

                                                 
1 Report to the California Seismic Safety Commission and the California Department of Public Health, Sept. 1, 2011 
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Finance Committee reserve for those WSIP projects exceeding $100 million, pending review and 
release by the Budget and Finance Committee (File 10-0337). Of the $419,715,607 on Budget 
and Finance Committee Reserve, $157,131,303 is being requested under the proposed 
reappropriation, as shown in Table 1 below.  

Table 1. WSIP Projects on Budget and Finance Committee Reserve 

Project 

Existing Budget and 
Finance Committee 

Reserves 

Proposed 
Reappropriation 

Amount 

Remaining Budget 
and Finance 

Committee Reserves 
San Joaquin Pipeline System $29,000,292 $29,000,292 $0 
Alameda Creek Fishery Enhancement 15,314,352 0 15,314,352 
Calaveras Dam Replacement 54,112,380 0 54,112,380 
HTWTP Long Term Improvements 94,201,709 94,201,709 0 
Peninsula Pipeline Seismic Upgrade 10,242,545 0 10,242,545 
Crystal Springs/San Andreas Upgrade 33,929,302 33,929,302 0 
Regional Groundwater Storage/Recovery 33,490,259 0 33,490,259 
Program Management Services - WSIP 34,897,331 0 34,897,331 
Lake Merced Water Level Restoration 22,919,437 0 22,919,437 
Recycled Water Project San Francisco 91,608,000 0 91,608,000 

Total WSIP Projects $419,715,607 $157,131,303 $262,584,304 
 
 

DETAILS OF PROPOSED LEGISLATION 

The Public Utilities Commission (PUC) is requesting the proposed supplemental appropriation 
ordinance to reappropriate the budget for the PUC’s Water System Improvement Program 
(WSIP) to reflect the most current estimates for each project region and to provide a WSIP 
Program-wide Reserve Fund to allow for future potential project budget increases. Under the 
proposed ordinance, $314,092,249 of the previously approved $4,113,856,261 total WSIP 
project costs (excluding financing costs) would be reappropriated in order to (a) reduce the 
project budgets in six of the 11 WSIP project regions for a total reduced cost of $314,092,249; 
(b) increase the project budgets in five of the 11 WSIP project regions for a total increased cost 
of $152,661,152; (c) create a new $161,431,097 WSIP Program-wide Reserve Fund, and (d) 
place $227,779,748 (which is presently, in part, on Budget and Finance Committee Reserve) on a 
Controller’s Reserve subject to completion of project-related analysis pursuant to the California 
Environmental Quality Act (CEQA), as certified by the Controller for Fiscal Year 2011-2012. 

Decreased Costs for Six WSIP Project Regions 

Under the proposed ordinance, six of the eleven WSIP project region’s budgets would be 
reappropriated for a total savings of $314,092,249, $157,131,303 of which is currently on Budget 
and Finance Committee Reserve. Attachment I provides a project-by-project breakdown of the 
six WSIP project regions subject to the proposed reappropriation.  
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Increased Costs for Five WSIP Project Regions 

Under the proposed ordinance, the budgets for the remaining five of the eleven WSIP project 
regions would increase by a total of $152,661,152, because of delays in the completion of the 
WSIP by approximately eight months, from December 2015 to July 2016, as well as construction 
and scope changes in various projects. Attachment II provides a project-by-project breakdown of 
the five WSIP project regions subject to the proposed project budget increases and the requested 
appropriation amounts totaling $152,661,152.  

New WSIP Program-wide Reserve Fund 

The PUC is requesting to place $161,431,097, the balance resulting from the proposed 
$314,092,249 WSIP project budget reappropriation, less the $152,661,152 in proposed additional 
WSIP project region costs, into a newly created WSIP Program-wide Reserve Fund. In 
accordance with the proposed ordinance, monies in this new WSIP Program-wide Reserve Fund 
would be allocated to WSIP projects at the PUC’s sole discretion, without obtaining further 
Board of Supervisors appropriation approval.  

According to Mr. Surinderjeet Bajwa, PUC Project Management Bureau Manager and WSIP 
Deputy Director for Pre-Construction, the WSIP Program-wide Reserve Fund would be the 
future source of funds for any WSIP project costs that exceed the June 2011 Revised WSIP 
project budgets, that are reflected in the proposed request. In addition, Mr. Bajwa advises that the 
proposed WSIP Program-wide Reserve Fund could be increased by the PUC, without further 
Board of Supervisors appropriation approval, above the requested $161,431,097, if (a) the value 
of construction contracts awarded in the future are less than the budget allocated for the work, or 
(b) a WSIP project is completed with surplus funds remaining in the project. 

According to Ms. Julie Labonte, PUC WSIP Director, under the proposed WSIP budget 
reappropriation, each WSIP project budget includes a ten percent construction contingency. Ms. 
Labonte advises that the proposed Program-wide Reserve Fund would be available to potentially 
fund all increased costs above this budgeted ten percent construction contingency. According to 
Ms. Labonte, although not subject to Board of Supervisors appropriation approval,  

• Each WSIP project requesting the use of funds from the WSIP Program-wide Reserve 
Fund would require the following approvals: 

o Cumulative Changes below $1 million: WSIP Director; 

o Cumulative Changes between $1 million and $5 million: WSIP Director and the 
PUC Assistant General Manager of Infrastructure; and 

o Cumulative Changes above $5 million: WSIP Director, PUC Assistant General 
Manager of Infrastructure, and the PUC General Manager.  

• All changes would also comply with the requirements of the City’s Administrative Code, 
which specify when PUC approval is required.  

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST 
11 – 4 



BUDGET AND FINANCE COMMITTEE MEETING SEPTEMBER 28, 2011 

Approval by the Board of Supervisors would continue to be required subject to the City’s 
Charter, such as for the approval of a professional services agreement in excess of $10,000,000 
or a modification of such an agreement in an amount of $500,000 or more. 

Placing Funds on Controller’s Reserve 

Under the proposed ordinance, $227,779,748 would be placed on Controller’s Reserve. This 
Controller’s Reserve includes $157,131,303 in funds proposed for reappropriation that are 
currently on Budget and Finance Committee Reserve (see Table 1 above). Additional WSIP 
project funds totaling $70,648,445 would also be applied to the proposed Controller’s Reserve, 
for a total Controller’s Reserve amount of $227,779,748. The WSIP projects that would be 
placed on the $227,779,748 Controller’s Reserve are the Habitat Reserve Program 
($41,659,458), the San Francisco Recycled Water Project ($24,689,193), and the proposed WSIP 
Program-wide Reserve Fund ($161,431,097). 

The $227,779,748 would be held on Controller’s Reserve subject to completion of project-
related analysis pursuant to the California Environmental Quality Act (CEQA). Funds would be 
released by the Controller from reserve for use by the PUC, subject to the (1) the PUC’s and the 
Board of Supervisors’ discretionary approval of CEQA findings for individual WSIP projects, 
following review and consideration of completed project related environmental analysis, 
pursuant to CEQA, the State CEQA Guidelines, and Chapter 31 of the City’s Administrative 
Code, where required, and (2) the Controller's certification of available funds. According to PUC 
Budget Director Mr. Carlos Jacobo, the PUC expects to receive the requisite WSIP project 
CEQA approvals over the next two years, subject to future Board of Supervisors approval. 

 

FISCAL IMPACTS 

The six WSIP project regions with net surpluses totaling $314,092,249 that are proposed for 
reappropriation are summarized in Table 2, below. Attachment I provides a project-by-project 
breakdown for each of these six WSIP regions.  

Table 2: WSIP Project Regions Proposed for Reappropriation  

WSIP Project Region 
Source 

Amount 
Peninsula Water System Improvement Projects  $123,128,674 
Bay Division Water System Improvement Projects  93,198,112 
San Joaquin Water System Improvement Projects  87,231,803 
San Francisco Local Pump Station/Tanks  6,241,042 
San Francisco Local Pipeline/Valves  3,874,758 
San Francisco Local Miscellaneous  417,860 
Total $314,092,249 
Source: PUC  

Under the proposed ordinance, the PUC would reappropriate the total of $314,092,249 shown in 
Table 2 above to other WSIP project deficits and a requested new WSIP Program-wide Reserve 
Fund. As shown in Table 3 below, $161,431,097 would be appropriated to a new WSIP 
Program-wide Reserve Fund and $152,661,152 would be appropriated to five WSIP project 
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regions that currently have estimated net project deficits. Attachment II provides a project-by-
project breakdown for these five WSIP project regions totaling $152,661,152. 

Table 3: Uses of Funds, by WSIP Region 
Uses Use Amount 
New WSIP Program-wide Reserve Fund $161,431,097 
WSIP Project Regions  

System Wide Region  $64,187,685 
Water Supply Projects 50,224,424 
San Francisco Regional Water System Projects  33,758,840 
San Francisco Local Reservoirs  2,409,789 
Sunol Valley Water System Improvement Projects  2,080,414 
WSIP Project Regions Subtotal (see Attachment II) $152,661,152 

Total $314,092,249 
Source: PUC  

 

POLICY CONSIDERATIONS 

The Proposed New $161,431,097 WSIP Program-wide Reserve Fund  
Would Not Be Subject to Future Board of Supervisors Appropriation Approval 

As discussed above, the proposed ordinance would create a new $161,431,097 WSIP Program-
wide Reserve Fund, for use by the PUC for funding future changes to existing WSIP projects. 
Any appropriations from this newly created WSIP Program-wide Reserve Fund would be subject 
to PUC management approval, according to the size of the appropriation, as described above. As 
noted above, the proposed WSIP Program-wide Reserve Fund could also be increased by the 
PUC, without obtaining further Board of Supervisors appropriation approval, above the currently 
requested $161,431,097, if future construction contracts or WSIP projects are completed for less 
than the current June 2011 estimates, resulting in surplus funds becoming available. Monies from 
this Fund would be allocated at the PUC’s sole discretion, without being subject to Board of 
Supervisors appropriation approval. 

In accordance with Section 9.118 of the City’s Charter, the PUC would still require Board of 
Supervisors approval of any new construction management agreement of $10,000,000 or greater, 
or a modification of $500,000 or more of such an agreement. However, the PUC would not be 
required to obtain Board of Supervisors appropriation approval to reallocate additional excess 
funds from various projects into this new Reserve Fund or to use the proposed WSIP Program-
wide Reserve Fund to pay for change orders to an existing WSIP project construction contract, 
provided there were sufficient funds in the WSIP Program-wide Reserve Fund to pay for those 
change orders.  

The Proposed Ordinance Would Transfer $157,131,303 from  
Budget and Finance Committee Reserve to Controller’s Reserve 

As discussed above, the proposed ordinance would reappropriate $157,131,303 in WSIP project 
funds that are currently on Budget and Finance Committee Reserve. These funds were placed on 
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Budget and Finance Committee reserve pending review and release by the Budget and Finance 
Committee. As part of the proposed ordinance, $157,131,303 would be transferred to a 
Controller’s Reserve, as part of an overall new Controller’s Reserve totaling $227,779,748. As 
discussed above, the $227,779,748 would be held on Controller’s Reserve subject to completion 
of project-related analysis pursuant to the California Environmental Quality Act (CEQA). 
However, the Board of Supervisors would be required to approve the WSIP project CEQA 
findings. 

Delay or Inaction on the Proposed Ordinance Would Impact Five Separate 
Proposed Amendments Under Board of Supervisors Consideration  

According to Ms. Labonte, delay or inaction on the proposed supplemental appropriation 
ordinance could delay the delivery of WSIP projects, which in turn would increase overall 
program costs. Mr. Bajwa adds, “A delay in action on this supplemental appropriation will 
impact the professional services contract amendments addressed in Files 11-0870, 11-0871, 11-
0872, 11-0874, and 11-0875. Without these amendments the design and construction of key 
projects will be impacted. These amendments are needed for the design completion of few 
projects still in design and others for the essential design support during construction such as the 
Sunol Valley Water Treatment Plant Expansion and Treated Water Reservoir.”  

However, the Budget and Legislative Analyst notes that a delay in appropriating these funds is a 
separate decision from the creation of the new WSIP Program-wide Reserve Fund, which would 
not be subject to future Board of Supervisors appropriation approval.  

 

RECOMMENDATIONS 

1. Because the proposed ordinance would create a new $161,431,097 WSIP Program-wide 
Reserve Fund to provide additional funding for WSIP projects with funds to be allocated at the 
sole discretion of the PUC, without being subject to Board of Supervisors appropriation 
approval, the Board of Supervisors should either (a) amend the proposed ordinance to delete the 
$161,431,097 WSIP Program-wide Reserve Fund, or (b) at a minimum, place the entire 
$161,431,097 WSIP Program-wide Reserve Fund on Budget and Finance Committee Reserve.  

2. Approval of the proposed ordinance, as amended, is a policy matter for the Board of 
Supervisors. 
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