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BUDGET AND FINANCE COMMITTEE MEETING NOVEMBER 16, 2011

ltem 1 Department:
File 11-1152 | San Francisco International Airport (Airport)

Legislative Objective

e The proposed resolution would authorize a new, approximately nine year and seven month Lease and Use
Agreement (Lease) between the San Francisco International Airport (Airport) and Swiss International Air Lines,
Limited (Swiss Air), for 632,292 total square feet of exclusive and non-exclusive space in the International
Terminal, from approximately December 1, 2011 through June 30, 2021, as a signatory to the 2011 Lease and
Use Agreement between the Airport and various airlines. That agreement was previously approved by the Board
of Supervisors for 38 other airlines at the Airport.

Key Points

e Airlines can operate at the Airport either by: (a) signing a lease with the Airport authorizing the airline to operate
flights in and out of the Airport, including a negotiated amount of exclusive and non-exclusive space for use by
the airline as a signatory airline, or (b) obtaining a month-to-month Airline Operating Permit and a month-to-
month Terminal Space and Use Permit as a non-signatory airline.

e The Airport has previously entered into a new 2011 Lease and Use Agreement with 38 signatory airlines for a
period of ten years, from July 1, 2011 through June 30, 2021, which contain similar terms differentiated only by
the number and type of aircraft, landing weights, and square footage of space. The Board of Supervisors has
previously approved three resolutions between 2010 and 2011 consisting of 38 different signatory airlines into
the 2011 Lease and Use Agreement (File 10-0351, File 10-1213, & File 11-0210). In addition, 12 other airlines
operate at the Airport as non-signatory airlines, for a total of 50 airlines currently operating at the Airport.

e Swiss Air has operated at the Airport as a non-signatory airline under a month-to-month Airline Operating Permit
and has occupied 631,987 square feet of joint use space under a Terminal Space and Use Permit since June 2,
2010. As of June 27, 2011, Swiss Air has occupied an additional 305 square feet of exclusive use space for a total
of 632,292 square feet of space, under their current month to month Terminal Space and Use Permit.

Fiscal Impacts

e From July 1, 2011 through approximately November 30, 2011, Swiss Air is currently paying the Airport $59,533
per month in landing fees as a non-signatory airline. Under the proposed lease, the landing fees paid by Swiss Air
to the Airport would be reduced to $47,626 per month from the date the proposed signatory lease is approved, or
approximately from December 1, 2011, through June 30, 2012. The annual rent now being paid by Swiss Air to
the Airport for both exclusive use space ($49,380) and joint use space ($1,682,395) in the International Terminal
would remain the same for the remainder of FY 2011-12.

e Based on air traffic forecasts, projected revenues, and projections in operating expenses and debt service, the
Airport projects that Swiss Air will pay the Airport an estimated total of $32,696,907 over the total lease term of
approximately nine years and seven months from December 1, 2011 through June 30, 2021.

e Under the Airport’s residual rate setting methodology (breakeven policy), the rental rates, and landing fees are
adjusted annually such that the total amount of airline revenues received by the Airport is equal to the amount
that all of the Airport’s costs, including debt service and operating costs, exceed all of the non-airline revenues
received by the Airport including concession and parking revenues.

Recommendation

e Approve the proposed resolution.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING NOVEMBER 16, 2011

MANDATE STATEMENT / BACKGROUND

Mandate Statement

Section 2A.173 of the City’s Administrative Code authorizes the Airport to negotiate and
execute leases of Airport lands and space in Airport buildings without undergoing a competitive
bid process, as long as the original term of the lease does not exceed 50 years.

City Charter Section 9.118 states that leases which would result in revenues to the City in excess
of $1,000,000 are subject to Board of Supervisors approval.

Background

The rent and landing fees, which are charged by the Airport to the airlines, are determined by
the Airport’s “residual rate setting methodology (breakeven policy).” Under such methodology,
the rental rates, landing fees, and related fees are adjusted annually such that the total amount of
airline revenues received by the Airport is equal to the amount that all of the Airport’s costs,
including debt service and operating costs, exceed all of the non-airline revenues received by the
Airport including concession and parking revenues.

Airlines can operate at San Francisco International Airport (Airport) either by: (a) signing a
lease with the Airport as a “signatory airline” authorizing the airline to operate flights in and out
of the Airport, including a negotiated amount of exclusive and non-exclusive space for use by
the airline, or (b) obtaining a month-to-month Airline Operating Permit and a month-to-month
Terminal Space and Use Permit as a “non-signatory airline.” Pursuant to Federal law, non-
signatory airlines are not required to enter into leases with the Airport.

According to Ms. Diane Artz, Senior Property Manager at the Airport, there are currently 50
airlines operating at the Airport. Of the 50 airlines, 38" signatory airlines are under the Airport’s
2011 Lease and Use Agreement and 12 are non-signatory airlines operating under month-to-
month Airline Operating Permits and Terminal Space and Use Permits. The 2011 Lease and Use
Agreements with the 38 airlines extend for ten years from July 1, 2011 through June 30, 2021.
The Board of Supervisors has previously approved three resolutions between 2010 and 2011
consisting of 38 different signatory airlines into the 2011 Lease and Use Agreement (File 10-
0351, File 10-1213, & File 11-0210)

Ms. Artz notes that previous to the 2011 Lease and Use Agreement, there was little incentive for
airlines to sign a lease with the Airport as both signatory and non-signatory airlines paid the
same rental rates, and landing fees, as calculated by the residual rate setting methodology
(breakeven policy). However, as part of the 2011 Lease and Use Agreements, beginning on July
1, 2011, each non-signatory airline is required to pay a 25 percent premium on landing fees in
excess of the landing fees paid by the signatory airlines to the Airport. According to Ms. Artz,
the 25 percent premium on landing fees for non-signatory airlines was intended to create a
financial incentive for non-signatory airlines to enter into long term leases with the Airport.

! There were 39 airlines who were part of the 2011 Lease Agreement, however, Mexicana Airlines declared
bankruptcy, and could not consummate the lease, and is no longer operating at the Airport.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
1-2



BUDGET AND FINANCE COMMITTEE MEETING NOVEMBER 16, 2011

Swiss International Air Lines, Limited (Swiss Air) has operated at the Airport as a non-
signatory airline under a month-to-month Airline Operating Permit and has occupied 631,987
square feet of joint use space under a Terminal Space and Use Permit since June 2, 2010.

As of June 27, 2011, Swiss Air occupied an additional 305 square feet of exclusive use space for
a total of 632,292 square feet of space, under their current month to month Terminal Space and
Use Permit.

DETAILS OF PROPOSED LEGISLATION

The proposed resolution would approve a new Lease and Use Agreement (Lease) between the
Airport and Swiss International Airlines, Limited (Swiss Air) for (a) the right to operate flights
at the Airport’s International Terminal, and (b) occupy a total of 632,292 square feet of space in
the International Terminal, including 305 square feet of exclusive use space and 631,987 of joint
use space, for the approximately nine year and seven month period of the lease from December
1, 2011 through June 30, 2021.

Currently, Swiss Air is operating at the Airport as a non-signatory airline under a month-to-
month Airline Operating Permit and a month to month Terminal Space and Use Permit.

Under the proposed lease agreement, Swiss Air would become a signatory to the existing 2011
Lease and Use Agreement previously approved in 2010 and 2011 by the Board of Supervisors in
three resolutions (File 10-0351, File 10-1213, & File 11-0210) for 38 other airlines at the
Airport.

FISCAL IMPACT

As shown in Table 1 below, Swiss Air is currently paying a total of approximately $203,848 per
month to the Airport for FY 2011-12. Approval of the proposed resolution would result in Swiss
Air paying approximately $207,680 a month for FY 2012-13, the first full year under the
proposed Lease and Use Agreement.

Table 1: Approximate Monthly Revenues paid by Swiss Air to the Airport

FY 2011-12 Non-Signatory
Month-to-Month Permits

FY 2012-13 Proposed New
Signatory Lease

Landing Fees $59,533 $51,532
Joint Use Rent 140,200 151,696
Exclusive Use Rent 4,115 4,452
Total Monthly Revenues: $203,848 $207,680

As of July 1, 2011, under the terms of the 2011 Lease and Use Agreement with 38 signatory
airlines, the 12 non-signatory airlines, which have operated at the Airport under Airline
Operating Permits and Terminal Space and Use Permits, have been required to pay a 25 percent
premium on landing fees in excess of the landing fees paid by the signatory airlines operating
under lease at the Airport. Currently, under the existing month-to-month Airline Operating
Permit, Swiss Air pays the Airport $59,533 per month in landing fees. As of the date the
proposed new signatory lease is executed, or approximately December 1, 2011, Swiss Air will no

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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longer be required to pay this 25 percent premium, such that Swiss Air will instead pay $47,626
per month in landing fees for the remainder of FY 2011-12 as a signatory airline.

As shown in the Attachment to this report, based on air traffic forecasts, projected revenues, and
projections in operating expenses and debt service, the Airport projects that Swiss Air will pay
the Airport total estimated revenues of $32,696,907 over the total lease term of approximately
nine years and seven months, from approximately December 1, 2011 through June 2021,
including $8,113,102 in landing fees, $23,882,827 for joint use rent space, and $700,978 for
exclusive use rent space.

Under the proposed new 2011 Lease and Use Agreement, Swiss Air would pay the Airport
revenues based on the annual rental rates and landing fees, calculated under the Airport’s
breakeven policy included under the existing Lease and Use Agreement for the 38 other airlines,
such that the lease rates are differentiated only by the number and type of aircraft, landing
weights, and square footage of space.

RECOMMENDATION

Approve the proposed resolution.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING NOVEMBER 16, 2011

ltems 2 Department:
Files 11-1111 Controller

Legislative Objectives

e Resolution establishing the City and County’s Appropriations Limit for FY 2011-2012
pursuant to Article XIIl B of the California Constitution. This report is based on an
Amendment of the Whole, submitted by the Controller’s Office to the Budget and Finance
Committee on November 1, 2011.

Key Points

e The proposed resolution would establish the City’s Appropriations Limit in FY 2011-
2012 at $2,527,091,225 pursuant to Article XII1 B of the California Constitution.

e California Government Code Sections 7901 and 7902(b) define the terms and the
calculation to be used in setting the Appropriations Limit, respectively.

e According to Article XIII B, the Appropriations Limit does not apply to any tax proceeds
appropriated due to (a) voter approved indebtedness, (b) federally mandated services, (c)
qualified capital outlays, and (d) various hazardous waste programs administered by the
Department of Public Health.

e For FY 2011-2012, based on the Controller’s calculation, the City’s total tax proceeds
subject to the FY 2011-2012 Appropriations Limit is $2,239,565,962, or $287,525,263
less than the City’s Appropriations Limit of $2,527,091,225, as calculated by the
Controller.

Policy Consideration

e In calculating the cost of living adjustment to the Appropriations Limit, the Controller can
use either (a) the percentage change in California per-capita income from the preceding
year or (b) the percentage change in the local assessment roll from the preceding year due
to the change in local non-residential new construction. In using the change in California
per-capita income, the City’s Appropriations Limit is calculated at $2,527,091,225.
Instead, if the change in non-residential new construction assessment is used, the City’s
Appropriation Limit is calculated as $2,471,130,859, or $55,960,366 less than the
proposed Appropriations Limit of $2,527,091,225 based on the percentage change in
California per-capita income from the preceding year. Using either cost of living
adjustment, the City’s FY 2011-2012 net tax proceeds of $2,239,565,962 is below the FY
2011-2012 Appropriations Limit.

Recommendation

e Approve the proposed resolution.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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MANDATE STATEMENT

On November 6, 1979, California voters approved Proposition 4, known as the Gann Initiative,
which added Article XIIl B to the California Constitution. Article XIII B (later amended by
State Proposition 111, as approved by the voters in June of 1990) limits the annual growth in
appropriations from the proceeds of Property Taxes to the percentage change in the cost of
living and the percentage change in population. According to Article X111 B, the Appropriations
Limit does not apply to any Property Tax proceeds appropriated due to (a) voter approved
indebtedness, (b) federally mandated services, (c) qualified capital outlays, and (d) various
hazardous waste programs administered by the Department of Public Health.

DETAILS OF PROPOSED LEGISLATION

This report is based on an Amendment of the Whole, which was submitted by the Controller’s
Office to the Budget and Finance Committee on November 1, 2011.

The proposed resolution would establish the City’s Appropriations Limit in FY 2011-2012 at
$2,527,091,225 as calculated by the Controller, pursuant to Article XIIlI B of the California
Constitution. The City’s Appropriations Limit for FY 2011-2012 is based on the amount of the
FY 2010-2011 Appropriations Limit multiplied by a cost of living adjustment® and a population
adjustment?.

Table 1 below shows how the City’s proposed FY 2011-2012 Appropriations Limit of
$2,527,091,225 was calculated by the Controller’s Office.

Table 1: Proposed Appropriations Limit
FY 2010-2011 Appropriations Limit $2,441,531,489

Adjusted by:

Cost of Living (based on the percentage change in
California per-capita income from the preceding year)

Population (based on the population growth for the
calendar year preceding the beginning of the fiscal year)

Proposed FY 2011-2012 Appropriations Limit $2,527,091,225*
*$2,441,531,489 x 1.0251 x 1.0097 equals $2,527,091,225.

2.51%

97%

California Government Code Sections 7901 and 7902(b) define the terms and the calculation to
be used in setting the Appropriations Limit, respectively.

The change in population is defined in California Government Code Section 7901(b) as the
population growth for the calendar year preceding the beginning of the fiscal year for which the
appropriations limit is to be determined. According to the California Department of Finance, in
calendar year 2010, San Francisco‘s population growth was 0.97 percent.

! The cost of living adjustment is defined by California Government Code Section 7902(b) as either (a) the
percentage change in California per-capita income from the preceding year or (b) the percentage change in the local
assessment roll from the preceding year due to the addition of local non-residential new construction.

% The population adjustment is defined as the percentage change in population over the previous calendar year.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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The cost of living is defined by California Government Code Section 7902(b) as either (a) the
percentage change in California per-capita income from the preceding year or (b) the percentage
change in the local assessment roll from the preceding year for the jurisdiction due to the
addition of local non-residential new construction. The Controller’s Office, at their discretion,
used the increase in California per-capita income from calendar year 2010, or 2.51 percent, as
the cost of living adjustment.

FISCAL IMPACTS

The City’s FY 2011-12 tax proceeds, as determined by the Controller, are $2,493,383,056. As
shown in Table 1 above, the proposed resolution would establish the City’s Appropriations
Limit in FY 2011-2012 at $2,527,091,225, as calculated by the Controller, pursuant to Article
X1l B to the California Constitution. According to Article XIII B, the City’s Appropriations
Limit does not apply to tax proceeds appropriated due to (a) voter approved indebtedness, (b)
federally mandated services, (c) qualified capital outlays, and (d) various hazardous waste
programs in the Department of Public Health. As a result of these exclusions, as shown in Table
2 below, a total of $253,817,094 is excluded from the City’s total FY 2011-2012 tax proceeds of
$2,493,383,056. Based on the Controller’s calculations, an estimated total of $2,239,565,962 of
the City’s net tax proceeds would be subject to the City’s FY 2011-2012 Appropriations Limit.

Table 2: Tax Proceeds Subject to the Proposed
Appropriations Limit

Total FY 2011-2012 Tax Proceeds $2,493,383,056
Exclusions
Voter Approved Indebtedness (189,592,548)
Federally Mandated Services (55,011,598)
Qualified Capital Outlays (5,630,131)
Hazardous Waste Program (3,582,817)
Subtotal Excluded ($253,817,094)
Subjectto Appropriations Lmit $2.230565,962

Therefore, the City’s FY 2011-2012 net tax proceeds of $2,239,565,962, as shown in Table 2
above, are $287,525,263 less than the City’s proposed FY 2011-2012 Appropriations Limit of
$2,527,091,225, shown in Table 1 above.

In accordance with the Administrative Provisions of the Annual Appropriations Ordinance, any
FY 2011-2012 tax proceeds in excess of current estimates must be appropriated to the City’s
General Fund General Reserve, which is used as a revenue source (a) to fund supplemental
appropriations during the current fiscal year, and (b) to fund the City’s budget for the next fiscal
year.

POLICY CONSIDERATION

As noted above, to calculate the cost of living adjustment to the City’s Appropriations Limit, the
Controller has the discretion to use either (a) the percentage change in California per-capita

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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income from the preceding year, or (b) the percentage change in the local assessment roll from
the preceding year due to the addition of local non-residential new construction. In using the
change in California per-capita income, which is 2.51 percent, the City’s Appropriations Limit
is calculated to be $2,527,091,225. If the alternative cost of living adjustment, the change in
non-residential new construction assessments is used, which is .24 percent, instead of the 2.51
percent, the City’s Appropriations Limit would be calculated at $2,471,130,859 ($2,441,531,489
x 1.0024 x 1.0097) or $55,960,366 less than the proposed Appropriations Limit of
$2,527,091,225 Under either cost of living adjustment, the FY 2011-2012 net tax proceeds of
$2,239,565,962, as shown in Table 2 above, would be below the City’s FY 2011-2012
Appropriations Limit.

RECOMMENDATION

Approve the proposed resolution.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
2-4



BUDGET AND FINANCE COMMITTEE MEETING NOVEMBER 16, 2011

ltem 6 Department :
File 11-1096 Public Utilities Commission (PUC)

Legislative Objectives

The proposed ordinance would (a) authorize the City, through the Public Utilities Commission
(PUC), to execute the second amendment to an existing agreement with the United States,
through the Department of Energy’s Western Area Power Administration (WAPA) to approve,
(a) retroactive to September 30, 2011, the extension of the existing Full Load Service (FLS)
agreement, which currently expires on September 30, 2015 by five years which would result in
the existing agreement expiring on September 30, 2020, (b) increase the estimated cost of the
existing agreement, from September 1, 2005 through September 30, 2020, or 15 years and one
month, to not exceed $13,890,000, although the existing agreement would not include a not-to-
exceed amount, (c) indemnify and hold WAPA harmless against claims arising from the
activities of the PUC under the agreement, (d) waive the requirement of Administrative Code
Section 21.35 that every agreement contain a statement regarding the liabilities of claimants
submitting false claims, and (e) waive the requirement that every agreement contain a statement
regarding guaranteed maximum costs (a not-to-exceed amount).

Key Points

On January 11, 2005, the Board of Supervisors approved a FLS agreement between the PUC
and WAPA for the term from September 1, 2005 through September 30, 2010 for WAPA to
provide supplemental electricity for Treasure Island from third party electricity generators
(Ordinance No. 17-05). On December 4, 2007, the Board of Supervisors approved the first
amendment to this FLS agreement with WAPA, to extend the term by five years through
September 30, 2015 (Ordinance No. 276-07). The PUC approved a resolution that this amended
agreement, from September 1, 2005 through September 30, 2010, can not exceed $4,240,000.

The PUC has expended a total of $3,479,545 under the existing FLS agreement from September
1, 2005 through September 30, 2011. The PUC estimates expending an additional approximately
$2,827,800 for the four-year period from October 1, 2011 through September 30, 2015 when the
existing agreement expires. Therefore, the PUC anticipates expending a total of approximately
$6,307,345 for the 10 years and one month period from September 1, 2005 through September
30, 2015, or $2,067,345 more than the existing $4,240,000 not to exceed amount.

Fiscal Impact
The total estimated cost to the PUC for purchasing supplemental electricity and related
portfolio management charges under the proposed five-year extension of the existing
agreement, from October 1, 2015 through September 30, 2020, is $9,643,543.

The total estimated costs under the existing agreement, including the proposed amendment,
extending the existing agreement by five years, resulting in a total term of 15 years and one
month, from September 1, 2005 through September 30, 2020, are $15,950,888 ($9,643,543 for
the proposed five-year extension plus $6,307,345 for the existing agreement term of 10 years
and one month), which is $2,060,888 more than the currently estimated not-to-exceed amount
of $13,890,000 included in the proposed ordinance.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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Policy Consideration

e A competitive process has not been initiated in order to ascertain what the specific costs would
be from another third party provider to ensure that the City is obtaining the lowest price possible
for the purchase of the supplemental electricity. No competitive process has been initiated
because (a) the PUC is purchasing small amounts of electricity in comparison to other purchasers
and would pay a premium for the amounts it would purchase, (b) WAPA purchases large
amounts of electricity and receives cost savings which it passes on to the PUC, and (c) the
purchased electricity would need to be delivered to WAPA'’s transmission center which is
located in Oakland that would require transmission agreements by the PUC in addition to the
cost of purchasing the electricity itself. Therefore, the PUC believes that it is getting the lowest
price possible for this supplemental electricity. It should be noted that, for the same reasons
stated above, the existing agreement between the PUC and WAPA, as previously approved by
the Board of Supervisors, was awarded on a sole source basis without utilizing competitive bid
processes.

e While the proposed amendment to the existing agreement does not include a not-to-exceed
amount, per the waiving of Administrative Code Section 21.19, the proposed ordinance does
include a not-to-exceed amount of $13,890,000. The PUC will continue to monitor its
expenditures on the existing agreement and, if it is anticipated that the PUC will exceed the
$13,890,000 not-to-exceed amount, the PUC would be required to obtain approval by the Public
Utilities Commission and subsequently the Board of Supervisors to increase that not-to-exceed
amount if that increase exceeds $500,000 as is required by Charter Section 9.118(b).

e Given that the estimated expenditures under the proposed amendment to the existing agreement
are $15,950,885, the proposed ordinance should be amended to reflect a not-to-exceed amount of
$15,950,885 rather than the $13,890,000 currently included in the proposed ordinance.

Recommendations
e Amend the proposed ordinance to reflect the updated estimate of $15,950,888, rather than the
$13,890,000 now included in the proposed ordinance, as the not-to-exceed amount in order to
account for the total estimated supplemental electricity costs from September 1, 2005 through
September 30, 2020.

e Approve the proposed ordinance as amended.

MANDATE STATEMENT/ BACKGROUND

Mandate Statement

In accordance with Charter Section 9.118(b), City agreements with anticipated expenditures of
$10,000,000, or more or amendments to such City agreements with anticipated expenditures of
more than $500,000 are subject to approval by the Board of Supervisors.
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Background
The City, through the Public Utilities Commission (PUC), is currently providing electricity to
Treasure Island and Yerba Buena Island under a multi-year cooperative agreement that the
City, tlhrough the Treasure Island Development Authority (TIDA), has with the United States
Navy.

In order to provide that electricity, the PUC currently has an existing agreement with the U.S.
Department of Energy’s Western Area Power Administration (WAPA) for the delivery of low-
cost Federal electricity services to Treasure Island and Yerba Buena Island from January 1,
2005 through December 31, 2024, which was approved by the Board of Supervisors on January
22, 2001 (Resolution No. 56-01). The existing agreement provides baseline electricity to
Treasure Island and Yerba Buena Island from electricity sourced from two federal hydropower
projects, the Central Valley Project and the Washoe Project, but does not provide supplemental
electricity? if electricity needs are in excess of the baseline electricity needs.® The costs of the
electricity under the existing agreement are recovered in full through Treasure Island and
Yerba Buena Island electric utility rates and are included in the PUC’s annual budget. From
2009 through 2010, WAPA provided baseline electricity at an average of 7,226 megawatt
hours per year.

In order to provide supplemental electricity to Treasure Island and Yerba Buena Island in the
event that the baseline electricity provided is not sufficient, the PUC entered into a separate
Full Load Service (FLS) agreement with WAPA, with a term from September 1, 2005 through
September 30, 2010, which was approved by the Board of Supervisors on January 11, 2005
(Ordinance No. 17-05) in which WAPA provides supplemental electricity from third party
electricity generators at market rates. On December 4, 2007, the Board of Supervisors approved
the first amendment to the existing FLS agreement with WAPA, which extended the FLS
agreement by five years through September 30, 2015 in order to allow WAPA to begin
purchasing electricity beyond September 30, 2010 (Ordinance No. 276-07). In addition to
providing supplemental electricity, the existing FLS agreement also provides portfolio
management services* to meet Treasure Island and Yerba Buena Island’s electricity needs. All
of the costs of the electricity under the existing FLS agreement are recovered in full through
Treasure Island and Yerba Buena Island electric utility rates and are included in the PUC’s
annual budget

! Under the cooperative agreement between the TIDA and the United States Navy, TIDA assumes responsibility for
(a) operating and maintaining water, waste water, storm water, electricity and gas utility systems, (b) security and
public health and safety services, (c) grounds and street maintenance and repair, and (d) property management and
caretaker services. On September 13, 2011, the Board of Supervisors authorized the extension of the existing
cooperative agreement from October 1, 2011 through September 30, 2012 (Resolution No. 372-11).

2 Supplemental electricity is electricity provided by WAPA in addition to the baseline electricity provided to meet
the PUC’s electricity needs on Treasure Island and Yerba Buena Island.

® Under the existing agreement, the amount of baseline electricity that the PUC receives is .17264 percent of the
electricity available for market after (a) meeting the electricity needs of the Central Valley Project and the Washoe
Project and first preference customers who are wholly located in Trinity, Calaveras, or Tuolomne Counties within
California and (b) any other adjustments required for maintenance, regulation, reserves, transformation losses and
ancillary services.

* Portfolio management services consist of providing (a) historical electricity load data, (b) expected future
electricity loads to determine electric power schedules for Treasure Island and Yerba Buena Island, and (c)
purchasing and selling electricity from and to third party providers.
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The ordinances approving both the original FLS agreement, and the existing amended FLS
agreement, as previously approved by the Board of Supervisors, (a) indemnified and held
WAPA harmless against claims arising from the activities of the PUC under the agreement, (b)
waived the requirement of Administrative Code Section 21.35 that every agreement contain a
statement regarding the liabilities of claimants submitting false claims, and (c) waived the
requirement that every agreement contain a statement regarding guaranteed maximum costs (a
not-to-exceed amount). However, the Public Utilities Commission adopted a resolution on
October 9, 2007, which limited the amount of the amended agreement to not exceed
$4,240,000 from September 1, 2005 through September 30, 2015, but that not-to-exceed
amount was not approved by the Board of Supervisors, although an estimate of the total costs
of the agreement was included in the ordinance that was approved. According to a previous
Budget and Legislative Analyst report on the first amendment to the existing agreement, dated
November 14, 2007, the City Attorney’s Office advised that these indemnification and waiver
provisions are standard language required by agreements with WAPA and pose little risk to the
City. All expenditures under the WAPA agreements are included in the PUC’s budget and
therefore subject to appropriation approval by the Board of Supervisors. In addition, the
existing FLS agreement contains a provision allowing the PUC to terminate the existing FLS
agreement without cause, with three months written notice.

According to Mr. Sam Larafio, Manager of Interconnection Services and Redevelopment at the
PUC, as shown in Table 1 below, the PUC has expended a total of $3,479,545 for supplemental
electricity and related portfolio management charges under the existing FLS agreement from
September 1, 2005 through September 30, 2011, with a total megawatt-hour® usage of 51,243
megawatt-hours. Based on the PUC’s total expenditures of $3,479,545 from September 1, 2005
through September 30, 2011, the PUC expended an average of $571,980 per year over this six-
year period.

Table 1: Total Electricity Usage and Cost under FLS Agreement with WAPA for the Six Year and One
Month Period from September 1, 2005 through September 30, 2011

Actual
Electricity Total Cost Portfolio Total_ Cost of
. of Electricity Plus
Usage in Cost per - Management .
Electricity Portfolio
Megawatt- Megawatt- Charges (See
Usage Management
hours under hour Footnote 4
Under FLS Under FLS
FLS Above)
Agreement Agreement
Agreement

9/2005 - 12/2005 2,823 $76.31 $215,389 $10,200 $225,589
1/2006 - 12/2006 3,654 67.53 246,715 30,600 277,315
1/2006 - 12/2007 9,512 66.16 629,349 30,600 659,949
1/2008 - 12/2008 10,209 74.85 764,097 30,600 794,697
1/2009 - 12/2009 11,182 57.44 642,282 30,600 672,882
1/2010 - 12/2010 9,548 58.35 557,134 30,600 587,734
1/2011- 9/2011 4,315 $55.26 238,429 22,950 261,379
Total 51,243 $3,293,395 $186,150 $3,479,545*

* - Average annual cost of $571,980

®> A megawatt-hour is a unit of energy equivalent to one megawatt of electricity expended for one hour of time.
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Mr. Larafio estimates that, as shown in Table 2 below, the PUC will expend approximately
$2,827,801 for electricity usage and portfolio management charges for the remaining four-year
period under the existing agreement, or from October 1, 2011 through September 30, 2015.

Table 2: Projected Cost of Remaining Four-Year Period under the Existing Agreement, from October 1,
2011 through September 30, 2015
Estlmgt_ed Estimated
Electricity Total Cost of
Usage Under Projected Projected Cost of Estimated Electricit
FLS Cost Per Electricity Usage Portfolio Y
Plus Portfolio
Agreement Megawatt- Under FLS Management M
; anagement
(in Hour Agreement Charges
Under FLS
Megawatt- Agreement
Hours) 9
10/2011-12/2011 3,263 $41.00 $133,787 $8,500 $142,287
1/2012-12/2012 10,333 42.24 436,453 34,000 470,453
1/2013-12/2013 10,303 54.50 561,526 34,000 595,526
1/2014-12/2014 10,457 58.75 614,325 34,000 648,325
1/2015-9/2015 15,131 62.50 945,710 25,500 971,210
Total $2,691,801 $136,000 $2,827,801

The Budget and Legislative Analyst notes that, given that the PUC has already expended
$3,479,545 for supplemental electricity and portfolio management charges for the six-year and
one month period from September 1, 2005 through September 30, 2011 and the PUC estimates
expending an additional $2,827,801 for the four-year period from October 1, 2011 through
September 30, 2015, an estimated total of $6,307,346 will be incurred for supplemental
electricity and related portfolio management charges under the existing September 1, 2005
through September 30, 2015 agreement. The Budget and Legislative Analyst also notes that this
estimated total of $6,307,346 is $2,067,346 more than the not-to-exceed $4,240,000 amount that
the PUC has currently committed to not exceeding.

DETAILS OF PROPOSED LEGISLATION

The proposed ordinance would authorize the City and County of San Francisco, through the
Public Utilities Commission (PUC), to execute the second amendment to the existing agreement
between the United States, through the Department of Energy’s Western Area Power
Administration (WAPA), enabling the PUC to approve (a) retroactive to September 30, 2011,
the extension of the existing Full Load Service (FLS) agreement®, which currently expires on
September 30, 2015 by five years which would result in the existing agreement expiring on
September 30, 2020, (b) increase the estimated cost of the agreement to a not-to-exceed amount
of $13,890,000, (c) indemnify and hold WAPA harmless against claims arising from the
activities of the PUC under the agreement, (d) waive the requirement of Administrative Code

® A FLS agreement is an agreement by which WAPA provides the PUC with supplemental electricity to meet its
electricity needs beyond the baseline electricity provided by WAPA under a separate agreement.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
6-5



BUDGET AND FINANCE COMMITTEE MEETING NOVEMBER 16, 2011

Section 21.35 that every agreement contain a statement regarding the liabilities of claimants
submitting false claims, and (e) waive the requirement that every agreement contain a statement
regarding guaranteed maximum costs (a not-to-exceed amount).

The proposed five-year extension (proposed second amendment) of the existing agreement
between the PUC and WAPA, until September 30, 2020 would allow WAPA to begin
purchasing electricity for periods beyond the existing agreement’s expiration date of September
30, 2015. The proposed ordinance would be retroactive to September 30, 2011 to accommodate
WAPA'’s requirement that the existing agreement be amended by September 30, 2011 if the
PUC wishes to continue their FLS agreement beyond September 30, 2015 when the existing
agreement expires.

On September 13, 2011 the Public Utilities Commission approved the subject proposed second
amendment to the agreement (Resolution No. 1100153).

FISCAL IMPACTS

According to Mr. Larafo, as shown in Table 3 below, the total estimated cost of purchasing
supplemental electricity and the related portfolio management service charges under the
proposed five year extension of the existing agreement from October 1, 2015 through September
30, 2020 is $9,643,543 for 125,529 mega-watt hours of electricity.

Table 3: Projected Cost of Proposed Five-Year Extension of Existing Agreement, from October 1, 2015
through September 30, 2020

Estimated Estimated
Electricity Projected Total Cost of
Usage Under Price Per Projected Cost of Estimated Electricit
FLS Megawatt- Electricity Usage Portfolio Plus Portfo)llio
Agreement Hour” Under Under FLS Management
. Management
(in FLS Agreement Charges
Under FLS
Megawatt- Agreement
Agreement
Hours)
10/2015-12/2015 6,020 $62.50 $376,257 $8,500 $384,757
1/2016-12/2016 22,713 66.25 1,504,752 34,000 1,538,752
1/2017-12/2017 23,581 70.00 1,650,662 34,000 1,684,662
1/2018-12/2018 25,680 76.89 1,974,550 34,000 2,008,550
1/2019-12/2019 25,881 81.94 2,120,681 34,000 2,154,681
1/2020 - 9/2020 21,654 $85.28 1,846,640 25,500 1,872,140
Total 125,529 $9,473,543 $170,000 $9,643,543

Therefore, under the proposed amended agreement, the estimated cost of $9,643,543 to purchase
supplemental electricity for the five year period from October 1, 2015 through September 30,

" According to Mr. Larano, the projected prices used to determine total cost of the proposed ordinance are based on
the Forward Price Curve for Electricity, which is the industry standard for forward pricing of electricity. The
electricity prices provided are location and area-specific based on the point of delivery for the energy.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
6-6




BUDGET AND FINANCE COMMITTEE MEETING NOVEMBER 16, 2011

2020 is an average of $1,928,709 per year, which is $1,356,729, or over 237 percent more than
the current average of $571,980 (See Table 1 above) annually expended under the existing
agreement from September 1, 2005 through September 30, 2011. According to Mr. Larafio, this
increase in demand for supplemental electricity is due to the anticipated development of Treasure
Island®, which includes the development of new housing and commercial offices, estimated to be
completed by 2015 at the earliest. The Budget and Legislative Analyst also notes that, as shown
in Table 3 above, the projected price per megawatt-hour is also anticipated to increase annually,
resulting in higher total costs per mega-watt hour under the proposed extended agreement.
However, Mr. Larafio advises that these prices are determined in a standard manner across
electricity providers and would not vary if another electricity provider were chosen by the PUC
to provide supplemental electricity to Treasure Island and Yerba Buena Island.

The total costs under the agreement, including the proposed five-year extension, from September
1, 2005 through September 30, 2020, or a total term of 15 years and one month, are estimated to
be $15,950,888 ($9,643,543 for the five-year extension plus $6,307,345 for the existing
agreement of 10 years and one month), which is $2,060,888 more than the currently estimated
not-to-exceed amount of $13,890,000 included in the proposed ordinance. Therefore, the Budget
and Legislative Analyst recommends that, if the Board of Supervisors approves the proposed
amendment to extend the existing agreement by five years, the proposed ordinance be amended
to reflect the updated estimate of $15,950,888 as the not-to-exceed amount in order to account
for the total estimated supplemental electricity costs and related portfolio management charges
from September 1, 2005 through September 30, 2020. The Budget and Legislative Analyst notes
that the cost of the proposed increase in the not-to-exceed amount from $13,890,000 to
$15,950,888 are fully reimbursed to the PUC from the electricity revenues received by the PUC
for electricity charged to customers on Treasure Island and Yerba Buena Island.

POLICY CONSIDERATIONS

The Budget and Legislative Analyst notes that the primary purpose for extending the existing
agreement is the assumption that purchasing supplemental electricity for Treasure Island and
Yerba Buena Island from another third party provider, such as Pacific Gas & Electric (PG&E),
would be more expensive than continuing to purchase supplemental electricity through the
existing agreement with WAPA. According to Mr. Larafio, the cost of purchasing supplemental
electricity from third party providers from 2015 through 2020 would be determined in the same
way that WAPA bases its prices, but that there would be additional costs to provide the service
due to the need to coordinate with WAPA to determine the availability of WAPA’s base resource
energy, and to schedule, procure, and deliver the balance of the energy required to Treasure
Island on a timely basis. According to Mr. Larano, while WAPA provides this service at cost to

& According to Mr. Larafio, initial transfer of property at Treasure Island to the developer is estimated to occur in
2012. After that initial property transfer, initial design work, including development of new roadways and utility
infrastructure, on the transferred property would take from 12 to 24 months. If the planned transfer occurs in the
beginning of 2012, the design can be completed by early 2014. Initial infrastructure construction is anticipated to
take 12 to 24 months to complete and is currently estimated to be completed between 2014 and 2015. Construction
of housing, offices, etc., is anticipated to begin with the first new homes and offices to be occupied between 2015
and 2016.
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the PUC, a third party, such as PG&E, would need to cover its costs and would also add
additional fees in order to make a profit, making purchasing electricity from a different third
party provider more expensive.

However, the Budget and Legislative Analyst notes that a competitive process was not initiated
for the subject proposed five-year extension in order to ascertain what the specific costs would
be for purchasing supplemental electricity for Treasure Island and Yerba Buena Island from
alternative third party providers in order to ensure that the City is obtaining the lowest price
possible for this supplemental electricity. Mr. Larano advises that this proposed five-year
extension is recommended for award by the PUC on a sole source basis and that no competitive
process has been initiated because (a) the PUC is purchasing small amounts of electricity in
comparison to other purchasers and would pay a premium for the amounts it would purchase, (b)
WAPA purchases large amounts of electricity and receives cost savings which it passes on to the
PUC, and (c) the purchased electricity would need to be delivered to WAPA’s transmission
center which is located in Oakland that would require transmission agreements by the PUC in
addition to the cost of purchasing the electricity itself. Therefore, the PUC believes that it is
getting the lowest price possible for this supplemental electricity.

It should be noted that for the same reasons stated above, the existing agreement between the
PUC and WAPA, as previously approved by the Board of Supervisors, was awarded on a sole
source basis without utilizing competitive bid processes.

The Budget and Legislative Analyst also notes that the proposed ordinance (a) approves
indemnifying and holding WAPA harmless against claims arising from the activities of the City,
(b) waives the Administrative Code Section 21.35 requirement that every agreement contain a
statement regarding liability of claimants for submitting false claims, and (c) waives the
Administrative Code Section 21.19 requirement that every agreement contain a statement
regarding guaranteed maximum costs, or a not-to-exceed amount. However, the City Attorney’s
Office advises that the above provisions are standard language required by agreements with
WAPA, have been included in previous agreements with WAPA for decades, as previously
approved by the Board of Supervisors, and pose little risk to the City. The City Attorney’s Office
also advises that all expenditures under the proposed amendment are subject to appropriations
approval by the Board of Supervisors and that the PUC can terminate the FLS agreement without
cause, with three months written notice, leaving little risk to the City in approving such waivers.

The Budget and Legislative Analyst also notes that while the proposed amendment to the
existing agreement does not specify a not-to-exceed amount, since the proposed ordinance
waives Administrative Code Section 21.19, the proposed ordinance specifies a not-to-exceed
amount of $13,890,000. Ms. Margarita Gutierrez of the City Attorney’s Office advises that if the
proposed ordinance is approved, the Board of Supervisors will only have granted the PUC the
authority to purchase electricity up to the not-to-exceed amount and therefore the PUC would be
required to request approval by the Board of Supervisors for all expenditures which exceed the
not-to-exceed $13,890,000 amount by more than $500,000. In any event, expenditures are
subject to appropriation approval by the Board of Supervisors. However, given that the estimated
expenditures under the proposed amendment to the existing agreement are $15,950,885, the
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proposed ordinance should be amended to reflect a not-to-exceed amount of $15,950,885 rather
than the $13,890,000 currently included in the proposed ordinance.

RECOMMENDATION

1. Amend the proposed ordinance to reflect the updated estimate of $15,950,888, rather than the
$13,890,000 now included in the proposed ordinance, as the not-to-exceed amount in order to
account for the total estimated supplemental electricity and portfolio management costs from
September 1, 2005 through September 30, 2020.

2. Approve the proposed ordinance as amended.
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ltem 7 Department:
File 11-1094 Public Utilities Commission (PUC)

Legislative Objective

e The proposed resolution would approve the First Amendment to the existing Memorandum of Understanding
(MOU) between the PUC and the Alameda County Resource Conservation District (ACRCD) to (a) increase the
amount of the MOU by $775,000, from not-to-exceed $2,000,000 to not-to-exceed $2,775,000, and (b) extend
the MOU term by nine years, from the current term of five years (December 9, 2008 - December 8, 2013) to the
new term of 14 years (December 9, 2008 - December 8, 2022).

Key Points

e The Board of Supervisors Budget and Finance Committee originally considered the proposed resolution on
November 2, 2011, at which time the PUC asked that the item be continued.

e On April 1, 2010, the PUC, as part of the overall Water System Improvement Program (WSIP), began
construction of the $307,000,000 Bay Division Pipeline Reliability Upgrade Project (“Project”), in which the
PUC is constructing a tunnel under the San Francisco Bay to transport water from Alameda County to Santa
Clara County. In accordance with the California Environmental Quality Act (CEQA), a Final Environmental
Impact Report (FEIR) was prepared for the Project, which included a Mitigation, Monitoring and Reporting
Program (MMRP) for two impacted areas along the Alameda Creek Watershed, near Sunol, California.

e The PUC entered into a five-year MOU with ACRCD from December 9, 2008 through December 8, 2013, in an
amount not-to-exceed $2,000,000, for ACRCD to plan and implement watershed protection projects in the
Upper Alameda Watershed and to mitigate for potential impacts associated with WSIP projects in Alameda
County, including the Bay Division Pipeline Reliability Upgrade Project, consistent with the MMRP. The MOU
between PUC and ACRCD also provides for watershed and environmental improvements, including outreach
and education programs, as part of the PUC’s Watershed and Environmental Improvement Program (WEIP)

Fiscal Impacts

e The PUC has expended and encumbered $1,960,853 of the not-to-exceed amount of $2,000,000 under the
existing MOU, leaving an unencumbered and unexpended balance of $39,147.

e Under the proposed First Amendment to the MOU between the PUC and ACRCD, the PUC is requesting an
additional amount of $775,000 to the previously authorized $2,000,000 amount, resulting in a new not-to-
exceed amount of $2,775,000. The additional $775,000 will be expended as follows: (a) $363,000 to fund
additional mitigation and post-construction monitoring through 2022, in compliance with the MMRP; and (b)
$412,000 to continue upper watershed protection and restoration projects as part of the Watershed and
Environmental Improvement Program (WEIP).

e The funding source for the $2,000,000 not-to-exceed amount in the existing MOU includes: the WSIP Habitat
Reserve Program and Watershed and Environmental Improvement Program Capital Improvement funds; and
Water Enterprise operating revenues.

e The funding source for the proposed $775,000 includes $575,000 of WSIP Habitat Reserve Program funds,
previously appropriated by the Board of Supervisors, and $200,000 of future Water Enterprise operating
revenues, which are subject to annual appropriation by the Board of Supervisors in FY 2012-13 through FY
2015-16.

Recommendation

e Approve the proposed ordinance.
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MANDATE STATEMENT / BACKGROUND

Mandate Statement

San Francisco Charter Section 9.118 provides that agreements, including Memoranda of
Understanding (MOU), with terms more than ten years or expenditures greater than
$10,000,000, or amendments to such MOUs that are greater than $500,000, are subject to Board
of Supervisors approval.

Background

The San Francisco Public Utilities Commission (PUC) is currently undertaking an overall Water
System Improvement Program (WSIP) which consists of 86 projects to repair, replace, and
seismically upgrade the Hetch Hetchy water system’s aging pipelines, tunnels, pumps, tanks,
reservoirs and dams. On April 1, 2010, the PUC, as part of the overall WSIP, began construction
of the $307,000,000 Bay Division Pipeline Reliability Upgrade Project (“Project™), in which a
water pipeline will be constructed under the San Francisco Bay from Alameda County to Santa
Clara County, in order to transport water from Hetch Hetchy to the Crystal Springs Reservoir.
PUC expects the construction of the Project to be completed in approximately 2015.

In accordance with the California Environmental Quality Act (CEQA), a Final Environmental
Impact Report (FEIR) was prepared for the Project, which included a Mitigation, Monitoring
and Reporting Program (MMRP) for two impacted areas along the Alameda Creek Watershed,
near Sunol, California.’

The PUC entered into a Memorandum of Understanding (MOU) with the Alameda County
Resource Conservation District (ACRCD)? on December 9, 2008, for the ACRCD to plan and
implement watershed protection projects in the Upper Alameda Watershed® and to mitigate for
potential impacts associated with the WSIP, including the Project, consistent with the MMRP.
The MOU between PUC and ACRCD also provides for watershed and environmental
improvements, including outreach and education programs, as part of the PUC’s Watershed and
Environmental Improvement Program (WEIP). The existing MOU is for five years, from
December 9, 2008 through December 8, 2013, for a not-to-exceed amount of $2,000,000, funded
with Habitat Reserve Program Capital Improvement funds®. As the existing MOU was less than
$10,000,000 and ten years, the MOU was not subject to approval by the Board of Supervisors.

The Board of Supervisors Budget and Finance Committee originally considered the proposed
resolution on November 2, 2011, at which time the PUC asked that the item be continued.

! See Attachment for a map of the two impacted areas.

2 The Alameda County Resource Conservation District (ACRCD) is an independent, non-regulatory, special district,
with the primary responsibility of serving as the lead conservation agency for the agricultural lands in central and
southern Alameda County. The ACRCD’s current 11-member board of directors is appointed by the Alameda
County Board of Supervisors.

® The Upper Alameda Watershed which empties into the San Antonio Reservoir, is part of the Hetch Hetchy Water
System, and is located near Sunol, California.

* The Habitat Reserve Program Capital Improvement funds are from the overall WSIP that are set aside for
mitigation projects. The Habitat Reserve Program is now known as the Bioregional Habitat Restoration Project,
although the name “Habitat Reserve Program” is used in the PUC legislation.
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DETAILS OF PROPOSED LEGISLATION

The proposed resolution would authorize an amendment to the existing MOU between the PUC
and the Alameda County Resource Conservation District to (a) increase the amount by $775,000
from a not-to-exceed amount of $2,000,000 to a not-to-exceed amount of $2,775,000, and (b)
extend the term of the MOU by nine years from five years (December 9, 2008 through
December 8, 2013) to 14 years (December 9, 2008 through December 8, 2022).

The following Table compares the costs under the existing MOU amount of $2,000,000 with the
costs under the proposed not-to-exceed amount of $2,775,000:

Proposed Increased Costs of the Memorandum of Understanding

Existing Proposed Proposed
Purpose of Funds MOU Increase Total
WSIP Mitigation and Monitoring of the
Bay Division Pipeline Reliability
Upgrade Project $1,212,018 $363,000 $1,575,018
Watershed and Environmental
Improvement Program (WEIP) projects 787,982 412,000 1,199,982
Total $2,000,000 $775,000 $2,775,000

An explanation of the increased cost of $775,000 is explained below.

Mitigation and Monitoring from the Bay Division Pipeline Reliability Upgrade Project
($363,000)

The existing MOU provides for mitigation and monitoring of the impacts of construction of the
Bay Division Pipeline Reliability Upgrade Project on the two affected Alameda Creek watershed
areas, as required by the MMRP. According to Mr. Greg Lyman, PUC Habitat Mitigation
Engineer, when PUC negotiated the MOU with ACRCD in 2008, the four regulatory agencies
responsible for oversight had not finalized the scope of necessary post-construction monitoring.”
The PUC is now requesting $363,000 and a nine-year extension of the existing MOU to pay for
ongoing mitigation and monitoring of the impact of the Project after completion of the
construction in 2015. According to Mr. Lyman, the requested funds are sufficient to complete the
post-construction mitigation and monitoring of the Project impacts on the Alameda Watershed
for the nine-year extension from 2013 through 2022.

Watershed and Environmental Improvement Program Projects ($412,000)

In addition to mitigation and monitoring for the Bay Division Pipeline Reliability Upgrade
Project, the existing MOU includes (a) outreach to private land owners within the Alameda
Watershed to encourage participation in protecting and restoring the Alameda Watershed, (b) the
development of environmental education curriculum for children by the non-profit organization,
Sustainable Agriculture Education (SAGE), that teaches children farming techniques on SAGE’s
18 acre organic farm, (c) the Historical Ecology program for researching the natural state of the

® Regulatory agencies include: California Department of Fish and Game, Regional Water Quality Control Board,
United States Fish and Wildlife Service, and the United States Army Corps of Engineers.
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Alameda Watershed, (d) environmental monitoring of rangeland within the Alameda Watershed,
and (e) the Alameda Creek Watershed Center in Sunol Interpretive Master Plan. According to
Ms. Carla Schultheis, PUC Watershed and Environmental Improvement Program Coordinator,
the proposed increase of $412,000 would allow the PUC to continue to implement and expand
these watershed protection, restoration, and education programs as part of the WSIP.

FISCAL IMPACTS

According to Mr. Carlos Jacobo, PUC Budget Manager, as of the writing of this report,
expenditures and encumbrances under the existing MOU total $1,960,853, leaving an
unencumbered, unexpended balance of $39,147.

The proposed resolution would increase the existing MOU not-to-exceed amount of $2,000,000
by $775,000, for a new total not-to-exceed amount of $2,775,000, as shown in the Table above.
The additional $775,000 includes (a) $575,000 of funds previously appropriated by the Board of
Supervisors from the WSIP Habitat Reserve Program, and (b) $200,000 of future Water
Enterprise operating revenues, which are subject to annual appropriation by the Board of
Supervisors in FY 2012-13 through FY 2015-16.

RECOMMENDATIONS

Approve the proposed resolution.
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Items 8 and 9 Department(s):
Files 11-1191 & 11-1192 | Public Utilities Commission (PUC)

Legislative Objective

e 11-1191: The proposed resolution would (a) authorize the PUC to issue Qualified Energy
Conservation Revenue Bonds (Conservation Bonds) for a not-to-exceed $8,291,079 to finance the
costs of acquiring and constructing sustainability measures for the PUC’s new headquarters at 525
Golden Gate Avenue, (b) approve an Equipment Lease/Purchase Agreement, (C) approve an
Acquisition Fund and Account Control Agreement, (d) approve a Direct Purchase Agreement, (e)
approve a Filing Agent Agreement, and (f) authorize taking appropriate actions in connection with
the Bond issuance.

e 11-1192: The proposed resolution would (a) authorize the PUC to issue Clean Renewable Energy
Revenue Bonds (Renewable Energy Bonds) for a not-to-exceed $6,600,000 to finance the costs of
acquiring and installing solar energy facilities at the City Hall Solar Energy Facility, the Davies
Symphony Hall Solar Energy Facility and the University Mound Reservoir North Basin Micro
Hydro Energy Facility, (b) approve a Equipment Lease/Purchase Agreement, (c) approve an
Acquisition Fund and Account Control Agreement, (d) approve a Direct Purchase Agreement, and
(e) approve a Filing Agent Agreement, and (f) authorize taking appropriate actions in connection
with the Bond issuance.

Key Points

e 11-1191: The total estimated cost to acquire and construct the sustainability measures for the PUC’s
new headquarters is $9,407,606. The proposed issuance of $8,291,000 of the not-to-exceed
$8,291,079 in Conservation Bonds, less issuance costs of $55,000, will provide net funding of
$8,236,000 to fund the sustainability measures for the new PUC headquarters, such that an
additional $1,171,606 is needed to fully fund the sustainability measures. The remaining $1,171,606
will be funded from the $167,670,000 in COPs previously issued to fund the overall construction of
the new PUC headquarters.

e 11-1192: The total estimated cost for the three renewable energy projects is $8,280,687. The
proposed issuance of $6,600,000 of Renewable Energy Bonds, less $40,000 in issuance costs, will
provide net funding of $6,560,000 to fund the proposed renewable energy projects, such that an
additional $1,680,687 in is needed to fully fund the three projects. The remaining $1,720,687 will be
funded from PUC’s Hetch Hetchy Power Enterprise revenues, which were appropriated by the Board
of Supervisors for the University Mound Reservoir North Basin Micro Hydro Energy Facility
project in the FY 2009-10 and FY 2010-11 budgets.

Fiscal Impacts

e 11-1191: The proposed $8,291,000 Conservation Bonds issuance, at an estimated annual interest
rate of 4.87 percent, for a period of 16 years or through FY 2027-28 has a total estimated debt
service cost of $11,836,432 including (a) $3,545,432 for interest costs, and (b) $8,291,000 for
principal costs. Based on the Federal subsidy of 70 percent of the interest, equal to $2,685,647, the
net effective interest rate is 1.18 percent, or a total debt service cost over 16 years of
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$9,150,785,000 including (a) $859,785 for interest costs, and (b) $8,291,000 for principal costs.
The annual net debt service cost for the PUC would be $590,373.

11-1192: The proposed $6,600,000 Renewable Energy Bonds issuance, at an estimated annual
interest rate of 4.87 percent, for a period of 16 years or through FY 2027-28 has a total estimated
debt service cost of $9,422,320 including (a) $2,822,320 estimated interest costs and (b)
$6,600,000 estimated principal costs. Based on the Federal subsidy of 70 percent of the interest,
equal to $2,137,893, the net effective interest rate is 1.18 percent, or a total debt service cost over
16 years of $7,284,427 including (a) $684,427 for interest costs and (b) $6,600,000 for principal
costs. The annual net debt service cost for the PUC would be $469,963.

Recommendations
Approve the two proposed resolutions.

MANDATE STATEMENT & BACKGROUND

Mandate Statement
According to San Francisco Charter Section 9.107(8), any revenue bonds issued to finance or
refinance the acquisition, construction, installation, equipping, improvement or rehabilitation of
equipment or facilities for renewable energy and energy conservation is subject to approval by
the Board of Supervisors.
Background

11-1191: On September 15, 2009, the Board of Supervisors approved the appropriation of
$194,279,046 to fund the construction of a new Public Utilities Commission (PUC) headquarters
building at 525 Golden Gate Avenue. This $194,279,046 appropriation was funded from (a)
$167,670,000 from the issuance of Certificates of Participation (COPs) and (b) $26,609,046 from
Hetch Hetchy Power Enterprise revenues (Ordinance No. 211-09). Construction at 525 Golden
Gate Avenue commenced in December, 2009 and is estimated to be completed by June, 2012.

According to Mr. Mike Brown, Utility Specialist for the PUC, on July 22, 2009, the City,
through the Office of Public Finance, received an allocation of $8,291,079 from the California
Debt Limit Allocation Committee* under the Federal Internal Revenue Service’s (IRS) Qualified
Energy Conservation Revenue Bonds (Conservation Bonds) Program?®. The $8,291,079
allocation was not subject to Board of Supervisors approval because the allocation simply gives
the City permission to issue the bonds but doesn’t take any definitive action on that issuance.
The City has three years from the date of allocation, on July 22, 2009, or through July 21, 2012,
to issue the Conservation Bonds. Conservation Bonds are tax credit bonds that allow the
qualified issuer to receive up to 70 percent of the interest cost on the bonds in the form of a
Federal subsidy to reimburse a portion of the interest owed by the issuer. Mr. Brown advises that

! The California Debt Limit Allocation Committee is a State Committee which sets and allocates California’s annual
debt ceiling, and administers the State’s tax-exempt bond program to issue debt.

% The Conservation Bond Program allows for a Federal subsidy of up to 70 percent of interest on the bonds issued by
local governments with populations of 100,000 or more, to fund projects, including those that (a) reduce energy
consumption in publicly-owned buildings, (b) implement green community programs, and (c) fund rural
development involving the production of electricity from renewable energy resources.
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the initial $8,291,079 allocation was based on San Francisco’s population. The PUC submitted
an initial Plan of Issuance, required by the IRS, in January 29, 2010, stating the PUC’s intention
to use the $8,291,079 allocation to finance the purchase and installation of light-emitting diodide
(LED) lights. However, on August 13, 2010, the initial Plan of Issuance was revised to state that
the PUC will use the $8,291,079 allocation for sustainability measures associated with the
construction of the new PUC headquarters.

11-1192: In July of 2005, Congress passed the Energy Tax Incentives Act, which included the
New Clean Renewable Energy Revenue Bonds (Renewable Energy Bonds) Program under the
IRS. The Renewable Energy Bonds Program authorizes the issuance of tax credit bonds by
municipalities and power providers in order to finance renewable energy projects, such as the
installation of solar panels. Renewable Energy Bonds are tax credit bonds that allow the
qualified issuer to receive up to 70 percent of the interest cost on the bonds in the form of a
Federal subsidy to reimburse a portion of the interest owed by the issuer.

According to Mr. Brown, on July 28, 2009, the PUC applied to the Federal IRS to receive an
allocation for Renewable Energy Bonds for renewable energy projects and was awarded an
allocation of $6,600,000 on October 27, 2009. The $6,600,000 allocation was not subject to
Board of Supervisors approval because the allocation simply gives the City permission to issue
the bonds but doesn’t take any definitive action on that issuance. The PUC has three years from
the date of allocation, on October 27, 2009, or through October 26, 2012, to issue the Renewable
Energy Bonds. Mr. Brown advises that this is the second Renewable Energy Bonds allocation
that the PUC has been granted by the IRS.?

DETAILS OF PROPOSED LEGISLATION

11-1191: The proposed resolution would (a) authorize the PUC to issue Conservation Bonds for
a not-to-exceed amount of $8,291,079 to finance the costs of acquiring and constructing
sustainability measures for the new PUC headquarters at 525 Golden Gate Avenue, (b) approve
an Equipment Lease/Purchase Agreement, (c) approve the execution and delivery of an
Acquisition Fund and Account Control Agreement, (d) approve the execution and delivery of a
Direct Purchase Agreement, (e) approve the execution and delivery of a Filing Agent
Agreement, and (f) authorize the taking of appropriate action in connection with the issuance.
Mr. Brown advises that the PUC anticipates issuing the not-to-exceed $8,291,079 Conservation
Bonds in December, 2011, subsequent to Board of Supervisors approval of this proposed
resolution.

The not-to-exceed $8,291,079 would be used by the PUC to finance a portion of the
sustainability measures at the new PUC headquarters at 525 Golden Gate Ave., including (a) the
equipment and construction of a solar power generation system and roof support structure for
that system, (b) the equipment and construction of a wind power generation system and support
structure for that system, (c) the equipment and construction of wastewater and stormwater

® On October 7, 2008, the Board of Supervisors approved the issuance of not-to-exceed $6,325,000 in Renewable
Energy Bonds to fund the installation of renewable energy equipment projects (Resolution No. 413-08).
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treatment systems, (d) construction of envelope solar controls®, and (e) Heating, Ventilation, and
Air Conditioning (HVAC) system for under floor air distribution previously included in the
construction plan for the new PUC headquarters.

Mr. Brown advises that the construction of the HVAC system has already begun due to its
integral nature in the construction of the building itself. The other projects, which would be
constructed after building completion, are currently in the final design phase. Construction of the
new PUC headquarters, including the sustainability measures proposed to be funded with the
subject Conservation Bonds, has undergone California Environmental Quality Act (CEQA)
review and the project was certified to be compliant with CEQA regulations by the Planning
Department on October 3, 2003.

11-1192: The proposed resolution would (a) authorize the PUC to issue Renewable Energy
Bonds for a not-to-exceed amount of $6,600,000 to finance the costs of acquiring and installing
solar energy facilities at the City Hall Solar Energy Facility, the Davies Symphony Hall Solar
Energy Facility and the University Mound Reservoir North Basin Micro Hydro Energy Facility,
(b) approve a Equipment Lease/Purchase Agreement, (c) approve the execution and delivery of
an Acquisition Fund and Account Control Agreement, (d) approve the execution and delivery of
a Direct Purchase Agreement, (e) approve the execution and delivery of a Filing Agent
Agreement, and (f) authorize the taking of appropriate actions in connection with the issuance.

The not-to-exceed $6,600,000 in Renewable Energy Bonds would be used to fund the following
projects:

(a) City Hall Solar Energy Facility — Includes the installation of a 100 kilowatt solar
energy system on 9,900 square feet of the south half roof and parts of the north half roof
of City Hall, located at 1 Dr. Carlton B. Goodlett Place. The electricity generated from
the proposed solar panels would be used to power City Hall. The project is estimated to
generate a minimum of 134,000 kilowatt-hours per year and would offset a portion of the
current electrical load of City Hall.

(b) Davies Symphony Hall Solar Energy Facility — Includes the installation of a 214
kilowatt solar energy system on 17,800 square feet of the main roof and portions of the
low roof of the Davies Symphony Hall, located at 201 Van Ness Avenue. The electricity
generated from the proposed solar panels would be used to power Davies Symphony
Hall. The project is estimated to generate a minimum of 269,000 kilowatt-hours per year
and would offset a portion of the current electrical load of Davies Symphony Hall.

(c) University Mound Reservoir North Basin Micro Hydro Energy Facility — Includes
the installation of a non-hydroelectric dam facility, located at University Mound
Reservoir in the Portola District of San Francisco, which will produce renewable
electrical energy recovered from excess hydraulic energy (or pressure) within the water
system that would otherwise be unused. Electricity from this hydro energy facility would

* An envelope solar control is part of a solar installation system which reads the direction of the sun and
communicates that data to program lighting and shade controls.
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be generated using pre-filtered and chlorinated drinking water that normally flows in the
potable water system, without changing the normal system flow rates or the water
quality. The proposed hydro energy facility would be immediately adjacent to the north
end of the existing pedestrian and vehicle pavement within the McLaren Pumping Plant
at the University Mound Reservoir. The power generated from this facility would be
exported, via the existing McLaren Pumping Plant, to serve other off-site City municipal
loads. The project is estimated to generate approximately 1,500,000 kilowatt-hours of
renewable energy per year.

Mr. Brown advises that the City Hall Solar Energy Facility project and the Davies Symphony
Hall Solar Energy Facility project are currently in the planning phase, such that the bid packages
to select the contractors are anticipated to be issued in March, 2012, with bids received in May,
2012, and contracts® for the construction expected to be awarded in June, 2012. Construction is
estimated to commence between October and December, 2012 and be completed by September,
2013. An Environmental Impact Report for the San Francisco City Hall Solar Energy Facility
project and the Davies Symphony Hall Solar Energy Facility project was completed and certified
to be compliant with California Environmental Quality Act (CEQA) regulations by the Planning
Department on April 15, 2009.

According to Mr. Brown, the University Mound Reservoir North Basin Micro Hydro Energy
Facility project, located at the University Mound Reservoir in the Portola District of San
Francisco, is currently in the design phase, such that the PUC will issue bids to select the
contractor in the summer of 2012 with the contract award expected in October, 2012.
Construction is estimated to commence between October and December, 2012 and be completed
by September, 2014. The University Mound Reservoir North Basin Micro Hydro Energy Facility
project is currently under CEQA review and a categorical CEQA exemption is expected by early
2012.

FISCAL IMPACTS

Financing Agreements and Structure
The proposed resolutions would individually approve the execution and delivery of both the
Conservation Bonds and Renewable Energy Bonds in the form of (a) an Equipment
Lease/Purchase Agreement, (b) an Acquisition Fund and Account Control Agreement, (c) a
Direct Purchase Agreement, and (d) a Filing Agent Agreement, to allow for the currently
estimated proposed issuances of an aggregate principal amount not to exceed $8,291,079 in
Conservation Bonds and an aggregate principle amount not to exceed $6,600,000 in Renewable
Energy Bonds. Upon approval by the Board of Supervisors, the PUC will execute the
Lease/Purchase Agreements with Bank of America® for each of the Conservation Bonds and the
Renewable Energy Bonds projects for the purpose of financing the costs of acquiring and

® Mr. Brown advises that contractors for all three Renewable Energy Bonds-funded projects will be selected through
a competitive process with specific qualifications and award given to the lowest responsive responsible bidder.

® Mr. Brown advises that a competitive Request for Proposal (RFP) was sent to 20 firms on March 12, 2010 and
PUC received responses from six firms. The selected firm, Bank of America, offered the lowest overall cost and was
the most experienced respondent with over 35 relevant transactions.
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installing the Conservation Bonds and Renewable Energy Bonds projects, as well as for the
payment of costs of issuance.

Mr. Brown advises that the Conservation Bonds are anticipated to be issued in December, 2011
and the Renewable Energy Bonds are anticipated to be issued in May, 2012. Upon issuance, the
Bank of America will deposit the net proceeds into an Acquisition Fund, one for each of the
Conservation Bond and Renewable Energy Bond projects as specified by the Direct Purchase
Agreement. The Acquisition Fund will be maintained by US Bank’, acting as the Fund
Custodian, who will be responsible for releasing reimbursement or disbursement funds specified
by the Acquisition Fund and Account Control Agreement. US Bank will file the necessary
Federal tax credit forms in accordance with the terms of the Filing Agent Agreement to assure
the PUC’s receipt of the Federal subsidy payable by the Federal government as reimbursement
for the interest payments due by the PUC under the Equipment Lease/Purchase Agreement.

Anticipated Annual Debt Service and Total Costs

11-1191: Mr. Brown anticipates that the requested not-to-exceed $8,291,079 Conservation Bond
issuance will have an estimated annual interest rate of 4.87 percent, to be repaid over 16 years or
through FY 2027-28 for a total debt service cost of $11,836,432 including (a) estimated total
interest costs of $3,545,432 and (b) estimated total principal costs of $8,291,000. Mr. Brown
notes that the estimated total principal amount of Conservation Bonds that would be issued is
$8,291,000, out of the requested not-to-exceed authorized amount of $8,291,079, due to
rounding. In addition, due to the Federal subsidy of 70 percent of the interest expense, which is
equal to $2,685,647%, the net effective interest rate is 1.18 percent’. Based on the 70 percent
Federal subsidy, the total estimated debt service cost over 16 years is $9,150,785 including (a)
estimated total interest costs of $859,785 and (b) estimated total principal costs of $8,291,000.

As shown in Attachment 1, based on an actual issuance of $8,291,000 in Conservation Bonds,
and including the reduction for the Federal subsidy, the annual net debt service cost for the PUC
would be $590,373. Mr. Brown states that the annual debt service payments would be paid over
the next 16 years from net revenues from the City’s Hetch Hetchy Power Enterprise. Based on an
estimated issuance of $8,291,000 Conservation Bonds, Mr. Brown estimates issuance costs of
$55,000'°, which leaves a remaining $8,236,000 available to fund the sustainability measures for
the new PUC building.

"According to Mr. Brown, US Bank will act as the Fund Custodian or trustee bank. Mr. Brown notes that the firm
competitively awarded the issuance of the Conservation Bonds and CREBs to Bank of America, which requested
that Deutsche Bank be used as Fund Custodian. On July 26, 2011, Deutsche Bank estimated their Fund Custodian
fee at $7,500 -$10,000 per year. On September 8, 2011 PUC requested fee quotes to act as Fund Custodian from US
Bank. On September 9, 2011 PUC received a fee quote of $250 per year from US Bank and therefore selected US
Bank as the Fund Custodian.

® The estimated Federal subsidy for the proposed Conservation Bonds issuance is determined by calculating 70
percent of the Federal tax credit rate, estimated to be 5.27 percent, with 70 percent of that Federal tax credit rate
equal to 3.69 percent rather than 70 percent of the 4.87 percent tax credit rate by which the interest is actually
calculated. The 3.69 percent interest rate by which the Federal subsidy is calculated on the $8,291,000 Conservation
Bonds issuance will result in an estimated Federal subsidy of $2,685,647.

° The estimated 1.18 percent effective interest rate was calculated by subtracting the estimated interest rate of 4.87
percent from the estimated interest rate at which the federal subsidy would be calculated, 3.69 percent.

19 An estimated $55,000 of issuance costs are comprised of $45,000 for Bond Counsel and $10,000 for the Financial
Advisor.
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As shown in Table 1 below, the total costs of acquiring and constructing the sustainability
measures at the new PUC headquarters at 525 Golden Gate Avenue is currently budgeted at
$9,407,606 and are currently included in the budget for the construction of the new PUC
headquarters.

Table 1: Summary of Sustainability Measures
Financed with $8,291,000 in Conservation Bonds
Project Budget

Solar Power $1,732,126
Wind Power 1,830,967
Woastewater and Stormwater
Treatment Systems 1,661,711
Solar Controls 1,285,789
HVAC 2,897,013
Total $9,407,606

Therefore, an additional $1,171,606 ($9,407,606 less $8,236,000) would be needed to complete
the sustainability measures at the new PUC headquarters. Mr. Brown advises that the remaining
$1,171,606 needed to finance the construction of the sustainability measures at the new PUC
headquarters would be funded from Hetch Hetchy Power Enterprise revenues previously
appropriated to fund the overall construction of the new PUC headquarters.

This not-to-exceed $8,291,079 allocation would allow the PUC to issue Conservation Bonds to
finance a portion of the costs to acquire and construct sustainability measures, explained above
and summarized in Table 1 above, for the new PUC headquarters, which is currently under
construction*. Therefore, the PUC will not have to expend the $8,236,000 in revenue from
Hetch Hetchy Power Enterprise revenues which were previously appropriated by the Board of
Supervisors to fund the construction of the sustainability measures. This savings would enable
the PUC to invest in other projects or increase the Hetch Hetchy Power Enterprise Fund balance.
The construction agreement currently in place would not need to be increased because the
sustainability measures proposed to be funded with funds from the Conservation Bonds issuance
were already included in the total estimated budget for the new PUC headquarters.

11-1192: Mr. Brown anticipates that the requested not-to-exceed $6,600,000 Renewable Energy
Bond issuance will have an estimated annual interest rate of 4.87 percent, to be paid over 16
years or through FY 2027-28 for a total debt service cost of $9,422,320 including (a) estimated
total interest costs of $2,822,320 and (b) estimated total principal costs of $6,600,000. Due to the
Federal subsidy of 70 percent of the interest expense, which is equal to $2,137,893, the net

1 According to Mr. Brown, the contractor who is responsible for the overall construction of the new PUC
headquarters, WebCor Builders, who was selected through a competitive RFP process, will also acquire and
construct the sustainability measures which would be funded by the subject Conservation Bonds. The existing
agreement with Webcor Builders has a not-to-exceed amount of $145,500,000, which would not be changed and
$101,800,000 has been expended as of November 7, 2011.

12 The estimated Federal subsidy for the proposed $6,600,000 Renewable Energy Bonds issuance was determined by
calculating 70 percent of the Federal Tax Credit rate, estimated to be 5.27 percent, with 70 percent of that Federal
Tax Credit rate equal to 3.69 percent rather than 70 percent of the 4.87 percent tax credit rate by which the interest is
actually calculated. The 3.69 percent interest rate on the $6,600,000 Renewable Energy Bonds issuance will result in
an estimated subsidy of $2,137,893.
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effective interest rate would be 1.182 percent. Assuming the 70 percent Federal subsidy results
in a total debt service cost over 16 years of $7,284,427 including (a) estimated total interest costs
of $684,427 and (b) estimated total principal costs of $6,600,000.

As shown in Attachment Il, based on the issuance of the $6,600,000 in Renewable Energy
Bonds, including the reduction for the Federal subsidy, the annual net debt service cost for the
PUC would be $469,963. Mr. Brown states that the annual debt service payments would be paid
over the next 16 years from the City’s Hetch Hetchy Power Enterprise revenues.

Based on an estimated issuance of $6,600,000, Mr. Brown estimates issuance costs of $40,000*,
which leaves a remaining $6,560,000 available to fund the three proposed renewable energy
projects. As shown in Table 2 below, the total budget for the three renewable energy projects is
$8,280,687.

Table 2: Summary of Projects To be Funded with
$6,600,000 in Renewable Energy Bonds

Project Budget
City Hall Solar Energy
Facility $1,500,000
Davies Symphony Hall Solar
Energy Facility 2,600,000

University Mound Reservoir
North Basin Micro Hydro
Energy Facility 4,180,687

Total $8,280,687

Therefore, an additional $1,720,687 ($8,280,687 total costs less $6,560,000 available funds)
would be needed to complete the three projects. Mr. Brown advises that the source of funding for
this additional $1,720,687 would be PUC Hetch Hetchy Power Enterprise revenues and would be
used to supplement funding for the University Mound Reservoir North Basin Micro Hydro
Energy Facility project, previously appropriated for this purpose.

The Board of Supervisors previously appropriated $890,000 in the FY 2009-10 budget and
$3,000,000 in the FY 2010-11 budget from Hetch Hetchy Power Enterprise revenues for the
University Mound Reservoir North Basin Micro Hydro Energy Facility project, for a total
appropriation of $3,890,000. In addition, the Board of Supervisors previously appropriated
$2,600,000 for the Davies Symphony Hall Solar Energy Facility project and $1,500,000 for the
City Hall Solar Energy Facility project in the FY 2010-11 budget from Hetch Hetchy Power
Enterprise revenues, for a total of $4,100,000™. Therefore, a total of $7,990,000 was previously

3 The estimated 1.18 percent effective interest rate was calculated by subtracting the estimated interest rate of 4.87
percent from the estimated interest rate at which the Federal subsidy would be calculated, 3.69 percent.

Y An estimated $40,000 of issuance costs are comprised of $35,000 for Bond Counsel and $5,000 for a Financial
Advisor.

15 Mr. Brown advises that the PUC had already received the $6,600,000 Renewable Energy Bonds allocation at the
time the $2,600,000 appropriation for the Davies Symphony Hall Solar Energy Facility project, the $1,500,000
appropriation for the City Hall Solar Energy Facility project, and the $3,000,000 appropriation for the University
Mound Reservoir North Basin Micro Hydro Energy Facility project was approved by the Board of Supervisors in
FY 2010-11 and anticipated that these Hetch Hetchy Power Enterprise revenues, less any of those monies needed to
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appropriated for these three renewable energy projects proposed to be funded by the PUC.
According to Mr. Brown, the PUC would not need to expend $6,269,313 ($7,990,000 in
previously appropriated funds less $1,720,687 in additional needed funds) of funds previously
appropriated if the net bond proceeds of $6,560,000 from the proposed Renewable Energy Bonds
are issued to finance the three renewable projects.

RECOMMENDATIONS

Approve the two proposed resolutions.

complete the projects, would be returned to the Hetch Hetchy Power Enterprise Fund upon issuance of the
$6,600,000 in Renewable Energy Bonds.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
8&9-9



Attachment T

$82°051°6 §82'051'6 ¢ | v9'989'7  $[zev'oes'll  § | zev'sve't | oo0'lez® rejol
£81'56¢ gz/08/9
_ 281'662 $ | EILF'S $ | 665008 $|ovl's ¢ | vev'eee $ (o) $ L2 g
ELE 065 _ _ 1ZI08/9
Brmmm $ | #8201 $ | o86's0e $ | 6¥E'P) $ | LEL'LBE $ | vS¥'eee $ LE/ViS 0g
_ 181'662 $|Evl'oL $|0ecLie $. 12 $ | 610'06C $ | 681'6eS 8 ge/LiLL 62
€LE 065 “ , ] 92/0E/S
18)'66Z % 19712 $ | 8¥9'0lE $ | Zee'se $|91e'98z $ | £02'6/8 $ 9z/Lis 8z
18166z $ | 8vi'oz &) ees'lee $|Lie'se $ | rzo'ose $ 1 615C01°) $ GziliL) LZ
£.£'065 R Se/0en
281'662 $ | ¥00'2e $ ! 061228 $ | erc'er $ 1 Lp6'vae. $ | £PL'0SF'L $ SE/LIS 4
181'662 $ | 62248 $ i glyese $ | irl'ay $ | gog'ese $ | vEO'SEL'L $ v/ L gz’
£2£'065 ¥ZI0E9
181'S6g $ | ger'er $ | 609°/88 $ | #O0'9G $ [ 509'182 $ | gse'slo'e $ P2iL/S ¥e
181'66¢2 ¢ | 98g'iv $ | ell'ere $ | 128'ee $ | 206'6.2 $ | 956'662'C $ cZILLL £2
£2£'065 £2/0E/9
181'G62 $ | pgi'es $ | 006'LPE $ | 865'69 $ | s0E'8.2 $ | 0l6'625'2 $ £TILIG zz
1BL'G6Z ¢ | ceg'is $ [ 0LD'esE $ | sgc'al $ [ g/9'9/2 $ | 6L2'868°2 3 Ze/LLE 12
€.€'068 ‘ . Ze/ocie
i81'G8Z $ | 958'29 $ | £80'85¢E § | Ze0'e8 ‘$ | 160'642 $ [ veg'¥EL'e $ ZelLis [il4
281'S62 $ | o620 $ | Z2)'eoe $ | 069'68 $ | 9sr'ele $ | SP6'B0F'E $ L2/l 6l
£l¢'065 LE/0E/S
igl'see $ | ¥CB'8L $ | Ivl'goe $ | 602’98 $  Leg'1/e $ | 18E'ego's $ LElLis 8l
181662 | 8e6'2L $ | sgl'ele $ | 068'2ZC1 $ | Ge2'0iT $ | ZlZ'ssB'e $ oLk Ll
¢1e'068 . , : QZ/0E/9 o
i8l's6g $ | #68'28 $ i ogo'ase $ | LEV'B0L $ [ 6v9'g92 $ [.Lp¥'SZEY $ 0z/118 9l N
181'G6e $ ! ozg's8 $ | 900'c8e $ | PE6'GLL $ | 2.0'i92 $ | 0B0'VEY Y $ 6L/LILL Gl o
£.E'065 : 6LIOE/S <3
/8)'g6E 21226 $ | ¥06'28¢E 4 | 66E'CZL $ | vO5's9¢ $ | 891'1L9L'Y $ 6L/LIS ¥l 0
/8i's6e $ | 685°46 $ | 222'26E $ | /28'8¢2l . $ | ove'coz $ | 2/9'920'c $ gLiL/LL £l
£1£'065 _ 81/08/9
181662 § | sZrF'20l $ | Z19'46E $ | 9LZ'cEL $ | 96€'292 $ | 818’062’ $ gL/LS Zl .
181'662 $ | Lg2°201 $ | cev'eor $ | 895'L¥) $ | 958'09¢ $| ¥L0'ESS'S $ 1 - LiLL m
£4£'065 , . _ L1029
/Bl'G6T $ | 0z0'2L)L $ | 202 0% $ | Z88'ir) $ [ vee'sse $ | 0/8'clg's $ LLILG ol
LB1'G62 g | glloLl $ | 2o6'Liv $ | 09L'¥5) $ | zog'2g2 $ | #61'€40'9 $ gL/l 6
£/£'065 , _ oL/0E/9
181'G6E $ | 205°LE) $ | 689'0L¥F ‘$ | 00F'09L $ | 682'952 $ | 9B6'DEE’D $ LIS 8
_ 181662 $ | 2og'oel ¢ | 68€'L2r $ | ¥09°091 $ | ¥84'¥5C $ | 582'/95'9 $ SLLEL L
€8 065 . . , GL/OS/O ]
B IB81's6e $ | vi8'0EL $ | Lo0'0ey $ | eLL'ell $ | 68Z'€5Z $ | 690'CFE9 $ GLILIS 9
_ i81's6g $ | 8le'cEL $ | 50.'0eF $ | c06'8iL $ | zog'Lse $ | 85€'660'L $ L g
ELE 068G : ¥1/0£/9
181'G62 $|ocLopl $ | ee'sey $ | 666'¢81 $ | 2052 $ | 65L'2pE"L $ FLILG ¥
: £81'662 $ | 92L'vrlL $ | Zle'6Er $ [ 850'L6) $ | vog'are $ | ear's66'L $ ELA/LL £
£.€ 065 i : - €1/I0E9
481662 $ | 682'6F1L $ | Siv'viv %] 280261 $ | e6g'ive $ ! ieg'org’s $ ELLG Z
181'662 $ | go8'G0E $ | Zro'Lo9 $ | 2LL'c0F $ | 0.2'i61 $ [ 0e2'c60's 3 ZULLL !
9dAleg Apisqng junowy Jjunowy uoIod uoplod ~ aosuejegq ajeq ‘ON
1920 18N 19y Apisqng juawAed 1saiau| fedisund Buipueisin® Juswied “Hud
lenuuy JuawARg JoN E:mwal..._l. sNn ajgexe) ajqexe] ajqexe], alqexe]
douenss| SHOIO 000°126°8$ Uo 9diAlag gag pejewinsy




Attachment IT

3 ] I3 E -
MMM“%NNN LeV'¥8e’. $ | £68°2¢81L°C $ | oZe'zZer's $ | oee'zEee $ | 0000099 $ jejol
_ : : _ 82/0£/9
_ Z96'¥ee $ | 60EY $ | 062'6C2 $ | 8ge's % | 2og'see $ o $ 221LL e
£96 69v . , - zioere
Z86'vEC $ 2658 3 PIS'EFE $ | EFE'LL $ | Le2'zeE ¢ | 209'cET $ LBIVIS og
_ c86 FEC $ | 1821 $ i g8 ive $ | 596'0l $ | 208082 $ | ££8'59F $ 9Z/L ) 62
£96'60F _ : 9z/0E/9
786 PET $ | ¥80'2L) $ | 990'zse $ ! egs'ze $ | Z15'6Ee $ | 002'968 $ 9e/LIS gz
Z8B'VEE $ | z6g'Le $ | pi2'062 $ | 60L'82 $ | 691'822 $ [ ELZ'926 $ SZ/LILL iz
£06'69F _ 5Z/0E/9
296'FEC $ | 9/¥'se $ | 95¥'00g $ | 2e0'ee $ | ogg'oce $ | 828'%51°) $ Ge/L/S o2
296'pET $ | 9g9'62 $ 1 219'%92 $|ezL'BE % | yev'sze $ | cog'Lee’tL $ ¥eiLLL 4
£96'60F _ . PE/0E/D
2896'YES $ | 0LL'eg $ | ggl'e9g $ | 28s'yr $ | 0L1F22 $ | 1609'009'L $ YEILIS ¥e
286'¥ET $ | 188'28 $ | zg8'zLZ $ | 800'0S $ | ve8'cee $ | /98'0€8') $ €T/ £2
£96'69F £Z/0€/9
296'VET $ | 206'LY $ | 6¥6'9/2 $ | EO¥'sS A 44 $ | g2L'es0'T $ £/ LS A4
Z86'VER $ | 0£0'or $[LL0L82 $ | 99/'09 $ | svz'0ee _$ | 892'sie'e $ 2eiLilL LE
£96'69% . EE/0E9
Z86'vEe $ | 89005 $ | 0S0'e8Z $ | L6000 $ | es6'8le $|clg'ser'e g 221G 414
Z86'vEe $ | £80'FS $ [ 500682 - $ | 26812 $ | J99'/1E $ | oor'yiie $ LZIL/LL 6l
£96'69F , _ _ I LZ/0E/9 .
Z86'vEe $ | vi0'88 $ | 950°¢6e $ | 299'9 ¢ | ege'ole $ | eEL'eE6'E $ 12/L/S . 8l
Z8B'vET $ | er0'e9 $ | ¥20'L62 $ | co'Le $[6LL'GLE $ | zeg'ari'e $ 02/LILL Ll
£96'60F 02/0€/9
Z86'¥eZ $ | Zes'so £ | 896°00% $[2ZLL'48 %! oeg'clz $ [ zpo'soc's 8 Q2L gl
Z86'vET ¢ | 806'69 & | 068'+0E $ | 69226 $ | 109'2LZ $ | g6¥'LiG'E $ BLILILL Gl
£96°'69Y _ 6L/0E/9
Z296'vET $ | L08'€L $ [ 882'80€E $ | cEF'i6 §.ese'lle $ | 660'06L'E $ 6LILS ¥l
286'PET $ | Z89°'12 $ | P99'CLE _$ ] 2eg'20! $|zLl'oLE $ | 2gr¥'L00'y g gLl €l
£96'60F . 81/0e/9
298'vEe $ | sg5'18 $ | 215'0LE $ | 8£9'40} $ | 628'80¢2 $ | ¥os'LLE'Y 3 gL/LS Zl
286752 $ | goe'e8 $ | irE'OEE - $ | ¥69CTLL $ | £69'/02 $ | EPFOCTE'Y $ LU Ll
£06'69F _ _ LLIDE/D
‘ 296'vee $]¢€l1'68 $ | ¥SL'vEe $ | 1eLiLL $ | ¥EF'002 $ | 960'829'F $ LIS 0l
_ 296'¥E2 $ | 85626 $ | Op6'Z2E $|8LLgEL $ | 22g's0e $ | 6Z5'FER'Y $ gi/LiLL 8
£96 689F . 91/0€/9
286'vEe $|12.'06 $ | €DL'LEE $ | o89'/21 $ | £10'%08 $ | 154'680 $ oL/LIg g
: 296'vee $ | 29r'001 $ | PPP'CEE $ | yeo'eel $ [ 618202 $ | epi'ebe's $ SLiLL 2
£96 69 ’ . GL/OE/S
296'FET $ | 1L8L'FOL $ [ e9l'6EE $ | PEG'LIEL $ | 629102 $ | 885'ory's $ SL/L/S 9
. Z96'vee $ | 648'20L - ¢ | peg'zre $ | si¥'erl $ | svr'00z g [ oiLz'ero's $ FLILLL -G
£96 69r _ Y1I0E/9
286 ¥ET $ | ¥SSLLL $ | 9eS'ove _ % 292'4F) ¢ | 892'661 $ [ 190'8t8's 8 wLILIS ¥
__ 296 VET $ | 80Z'6LL $ | 061'068 $ | [60'ZGL $ [ 660'961L $ | 0£6'L10'0 $ ELLILL £
£96 69y _ , E1/0€/9
286 veT $ | Ov8'8LL $ | 22g'est $ | ogg'ogL $ | 926'061 ¢ | 6E0'OFE'D $ £L/b/S Z
Z86'veT ¢ | viv'ere $ | 95¥'elp $ | oer'ize $ | 980'1G) $ | vOB'ZFF'Q $ ZiiLiLL L
SdlAlog Apisqng Junowy junowyy uonuog uoiog aouejeq ajeqg "ON
g9q 1eN Jayy Apisqng Juawiey 1s049U| fedioungd . Buipueising -Juawied Jud
lenuuy juawied JoN Ainseall sn ajqexe] alqexe} ajgqexe) o|gexe]

22UBNSS] SgIYON 000°009°9$ U0 3djAIag 3gad pajewnsy

8&9-11



BUDGET AND FINANCE COMMITTEE MEETING NOVEMBER 16, 2011

Item 10 Department(s):
File 11-1153 Department of Elections

1. Reqgarding the proposed amendment to exercise the two one-year options:

Legislative Objectives
The proposed resolution would approve an amendment to an existing agreement between the
City, through the Department of Elections, and Dominion Voting Systems to either (a) exercise
the two existing one-year options in order to extend the term of the existing agreement through
December 10, 2013, for an additional cost of $2.26 million; or (b) exercise the two existing one-
year options, and further extend the agreement by an additional three years, or through December
11, 2016, for an additional cost of $4.53 million.

Key Points
On December 11, 2007, based on the results of a competitive RFP process, the Board of
Supervisors approved the award of a not-to-exceed $12,650,233 agreement between the
Department of Elections and Sequoia Voting Systems, Inc. for the purchase of a new voting
system and the provision of associated voting services for the four-year period from December
11, 2007 through December 10, 2011, with two one-year options to extend the agreement,
through December 10, 2013 (File 07-0040; Resolution 654-07).

On June 4, 2010, Sequoia Voting Systems, Inc. was acquired by Dominion Voting Systems, Inc.

Fiscal Impact
All of the additional Dominion Voting System Inc costs would be paid with General Fund
revenues, subject to appropriation approval by the Board of Supervisors in future years.

Policy Considerations

Although the existing agreement does not provide for more than two one-year options to extend,
the Department of Elections is requesting an extension of the existing agreement for five years
without undergoing a new competitive RFP process because: (a) the last time the Department of
Elections issued a RFP for a new voting system, it took over two and a half years to complete, (b)
the Department of Elections does not anticipate having additional funds to secure new voting
equipment, (c) there are no new voting systems currently available, (d) only one vendor offers
Ranked Choice Voting options, which is the City’s current Dominion Voting Systems contractor,
and (e) the existing four year agreement with two one-year options, or a total of six years, is
extremely short and unique to San Francisco for a voting system.

Recommendations

Amend the proposed resolution’s title to delete “for an amount not to exceed $4,529,600 and to
extend the term of the contract through December 11, 2013 [or December 11, 2016]” and replace
this language with “for an amount not to exceed $2,264,800 and to extend the term of the contract
through December 10, 2013”.

Amend the proposed resolution on page 1, line 24 to delete “at a cost of $2.26 million” and insert
“at a cost not-to-exceed $2,264,800”.

Approve the proposed resolution, as amended, in order to exercise the two one-year options to
extend the term through December 10, 2013, for an additional cost of $2,264,800.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST

10-1
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2. Regarding the alternative proposed amendment to exercise the two one-year options and further
extend the agreement by three additional years:

Amend the proposed resolution’s title to delete “for an amount not to exceed $4,529,600 and to
extend the term of the contract through December 11, 2013 [or December 11, 2016]” and replace
this language with “for an amount not to exceed $5,910,700 and to extend the term of the contract
through December 10, 2016”.

Amend the proposed resolution on page 2, lines 3 and 4 to delete “at a total cost of $4.53 million”
and insert “at a cost not-to-exceed $5,910,700".

Continue the proposed resolution to the next meeting of the Budget and Finance Committee, in
accordance with the City Attorney’s recommendation.

Approval of the alternative proposed amendment, as amended, to both exercise the two one-year
options and extend the agreement by an additional three years is a policy decision for the Board
of Supervisors because the additional three years were not provided for in the existing agreement,

as previously approved by the Board of Supervisors.

MANDATE STATEMENT/ BACKGROUND

Mandate Statement

In accordance with Charter Section 9.118(b), City agreements with anticipated
expenditures of $10,000,000, or more or amendments to such City agreements with
anticipated expenditures of more than $500,000 are subject to approval by the Board of
Supervisors.

Background

On December 11, 2007, based on the results of a competitive Request for Proposal (RFP)
process, the Board of Supervisors approved the award of a not-to-exceed $12,650,233
agreement between the Department of Elections and Sequoia Voting Systems, Inc. for the
purchase of a new voting system and the provision of associated voting services for the
four-year period from December 11, 2007 through December 10, 2011, with two one-
year options to extend the agreement, through December 10, 2013 (File 07-0040;
Resolution 654-07).

Table 1 below summarizes the sources and uses of the funds totaling $12,650,233 to
purchase the City’s new voting equipment, including hardware and software, installation,
training, warehouse improvements, election services, maintenance and license fees under
the original agreement between the Department of Elections and Sequoia Voting
Systems, Inc.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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Table 1: Sources and Uses of Funds for the Original Agreement

Source of Funds
Help America Vote Act (HAVA) (Federal Funds) $ 1,950,235
Proposition 41 (State Funds) 3,544,110
General Fund 7,155,888
Total Funding Sources $12,650,233
Use of Funds
Voting Equipment, Software, Training and Outreach $9,094,933
Trade-in of City’s Existing Voting Equipment (1,130,000)
Warehouse Capital Improvements 542,000
Election Services ($497,400 x 6 elections®) 2,984,400
Maintenance and License Fees ($386,300 x 3 years)® 1,158,900
Total Funding Uses $ 12,650,233

As shown in Table 1 above, as part of the $12,650,233 agreement approved in December
of 2007 with Sequoia Voting Systems, Inc. the City was to receive a $1,130,000 credit by
trading in the City’s previous voting equipment. However, on February 12, 2008, the
Board of Supervisors approved a settlement of a lawsuit (File 08-0123; Ordinance No.
18-08) between the City and Election Systems and Software, Inc. (ES&S), the City’s
previous voting equipment contractor prior to Sequoia Voting Systems, Inc, for ES&S to
pay the City a net amount of $3,457,865, in exchange for the City returning all of the
previous voting equipment back to ES&S. As part of that lawsuit settlement, the Board of
Supervisors approved a first amendment to the agreement with Sequoia Voting Systems,
Inc. to pay Sequoia an additional $1,130,000 from the lawsuit settlement proceeds
received from ES&S, instead of transferring the City’s old voting machines to Sequoia
(Resolution No. 65-08).

On June 4, 2010, Sequoia Voting Systems, Inc. was acquired by Dominion Voting
Systems, Inc., such that Dominion Voting Systems, Inc. has assumed the existing
agreement with the Department of Elections and has continued to provide voting services
for the City.

DETAILS OF PROPOSED LEGISLATION

As noted above, the existing $12,650,233 agreement between the Department of
Elections and Dominion Voting Systems, Inc. (formerly Sequoia Voting Systems, Inc.)
extends for four years from December 11, 2007 through December 10, 2011, and

! Elections services are provided for six elections including two elections in 2008, one election in 2009, two
elections in 2010 and one election in 2011.

2 Only three years of Maintenance and License Fees were charged, under the subject four-year agreement,
because there were no Maintenance and License Fees charged for the first year of the agreement.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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includes two one-year options to extend the agreement, through December 10, 2013. The
proposed resolution provides two alternative amendments to the existing agreement with
Dominion Voting Systems, Inc.

Under the first alternative, the proposed resolution would approve an amendment to the
existing agreement between the Department of Elections and Dominion Voting Systems,
Inc. to exercise the two existing one-year options in order to extend the term of the
existing agreement through December 10, 2013, for an additional cost of $2.26 million in
order for Dominion Voting Systems, Inc. to continue to provide the Department of
Elections with (a) election services, that includes ballot layouts, logic and accuracy
testing of the voting equipment and certification of the election results, and (b)
maintenance and license agreements in order to maintain the equipment and operate the
voting systems.

Under the second alternative, the proposed resolution would approve an amendment to
the existing agreement between the Department of Elections and Dominion Voting
Systems, Inc. to (a) exercise the two existing one-year options, and (b) further extend the
agreement by an additional three years, or through December 10, 2016, for an additional
cost of $4.53 million in order for Dominion Voting Systems, Inc. to continue to provide
the Department of Elections with election services and maintenance and license
agreements.

FISCAL IMPACTS

Table 2 below, provided by Mr. John Arntz, the Director of the Department of Elections,
provides a summary breakdown of the total $12,650,233 in costs that were incurred by
the City each year under the existing agreement through December 10, 2011, when the
current agreement with Dominion Voting Systems expires.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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Table 2: Expenditures Made by the Department of Elections Under the Existing
Dominion Voting Systems Agreement

2007 2008 2009 2010 2011 Total
(two (one (two (one
elections) election) elections) election)

Hardware and $4,000,000 $2,905,933 $6,905,933
Software

Installation and 999,000 999,000
Training

Outreach 60,000 60,000

Warehouse 542,000 542,000

Improvements
Election Services 994,800 497,400 994,800 497,400 2,984,400
Maintenance and 386,300 386,300 386,300 1,158,900
License Agreements
Total $4,542,000 $4,959,733 $883,700 | $1,381,100 $883,700 | $12,650,233

Under the first alternative, the proposed resolution would exercise the two one-year
options under the existing agreement with Dominion Voting Systems, Inc. to extend the
term of the existing agreement, that currently is scheduled to terminate on December 10,
2011, through December 10, 2013, for an additional cost of $2,264,800 (the proposed

resolution states $2.26 million), as shown in Table 3 below.

Table 3: Proposed Expenditures Under the Two-Year Option to Extend the
Dominion Voting Systems Agreement

2012 2013 Total
(two elections) (one election)
Election Services $994,800 $497,400 $1,492,200
Maintenance and
License Agreements 386,300 386,300 772,600
Total $1,381,100 $883,700 $2,264,800

Although Table 3 above identifies total additional costs of $2,264,800, the Budget and
Legislative Analyst notes the proposed resolution currently specifies additional total costs
of $2.26 million for this two-year option to extend. Therefore, the Budget and Legislative
Analyst recommends that the proposed resolution be amended on page 1, line 24 to delete
“at a cost of $2.26 million” and insert “at a cost not-to-exceed $2,264,800".

All of these costs under the proposed two-year extension period are anticipated to be paid
with the Department of Elections General Fund revenues, subject to appropriation
approval by the Board of Supervisors in the FY 2012-2013 and FY 2013-2014 budgets.

Under the second alternative, the proposed resolution would exercise both the existing
two one-year options through December 11, 2013, and also, without undergoing a new

SAN FRANCISCO BOARD OF SUPERVISORS
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competitive RFP process, further extend the existing agreement for an additional three
years, or through December 10, 2016, for a total additional cost of $5,910,700, as shown

in Table 4 below.

Table 4: Proposed Expenditures for the Alternative Which Includes the Existing

Two-Year Option to Extend and Further Extends the Agreement by an Additional
Three Years Under the Dominion Voting Systems Agreement

2012 2013 2014 2015 2016 Total
(two (one (two (one (two
elections) election) elections) election) elections)
Election Services $994,800 $497,400 $994,800 $497,400 $994,800 | $3,979,200
Maintenance and
License Agreements 386,300 386,300 386,300 386,300 386,300 1,931,500
Total $1,381,100 $883,700 | $1,381,100 $883,700 | $1,381,100 | $5,910,700

Although Table 4 above identifies total additional costs of $5,910,700, the Budget and
Legislative Analyst notes the proposed resolution currently specifies additional total costs
of $4.53 million for this second alternative request to extend the agreement by a total of
five years. Therefore, the Budget and Legislative Analyst recommends that the proposed
resolution be amended on page 2, lines 3 and 4 to delete “at a total cost of $4.53 million”
and insert “at a cost not-to-exceed $5,910,700”.

All of these additional costs are anticipated to be paid with General Fund revenues,
subject to appropriation approval by the Board of Supervisors in the Department of
Elections budgets in future years.

As shown in Tables 2, 3 and 4 above, under both the proposed two year extension and
five year extension, the cost for Election Services would remain at the same rate of
$497,400 per election as currently charged by Dominion Voting Systems, Inc. in the
existing 2007 through 2011 agreement as shown in Table 2 above. Similarly, the annual
Maintenance and License Agreement costs under both the proposed two year extension
and five year extension would remain at the same $386,300 per year (see Tables 2, 3 and
4 above) as under the existing agreement.

POLICY CONSIDERATIONS

The proposed resolution provides two alternative amendments: (a) an amendment to
exercise the two one-year options under the existing agreement with Dominion Voting
Systems, Inc. in order to extend the term of the existing agreement through December 10,
2013, for an additional cost of $2,264,800, or (b) an amendment to both exercise the two
one-year options and further extend the agreement by an additional three years, or
through December 10, 2016, for an additional cost of $5,910,700. However, as noted
above, the existing agreement only provides for the first alternative, to exercise the two
one-year options.

SAN FRANCISCO BOARD OF SUPERVISORS
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Although the existing agreement does not provide for more than two one-year options to
extend, Mr. Arntz advises that he is requesting approval of the second alternative
amendment to enable the existing agreement to be extended for five years, without
undergoing a new competitive Request for Proposal (RFP) process, because: (a) the last
time the Department of Elections issued a RFP for a new voting system, the RFP process
took over two and a half years to complete, (b) the Department of Elections does not
anticipate having additional funds to secure new voting equipment, (c) there are no new
voting systems currently available, (d) only one contractor offers Ranked Choice Voting
options, which is the City’s current contactor, Dominion Voting Systems, and (e) the
existing four year agreement with two one-year options, or a total of six years, is
extremely short and unique to San Francisco for a voting system.

The Budget and Legislative Analyst also notes that the existing language in lines 5 and 6
of the title of the proposed resolution that states: “for an amount not to exceed $4,529,600
and to extend the term of the contract through December 11, 2013 [or December 11,
2016]” should be deleted. If the Board of Supervisors approves the first alternative, lines
5 and 6 of the title of the proposed resolution should be amended to state “for an amount
not to exceed $2,264,800 and to extend the term of the contract through December 10,
2013” for the two-year option. If the Board of Supervisors approves the second
alternative, lines 5 and 6 of the title of the proposed resolution should be amended to state
“for an amount not to exceed $5,910,700 and to extend the term of the contract through
December 10, 2016 for the five-year option.

Ms. Cheryl Adams of the City Attorney’s Office advises that if the Board of Supervisors
approves the second alternative to extend the existing agreement for a total of five years,
which will require increasing the amount that is to be included in the proposed resolution
from $4,529,600 to $5,910,700 as noted above, the proposed resolution would require
additional public comment, such that the proposed resolution would need to be continued.

RECOMMENDATIONS

1. Regarding the first alternative to amend the existing agreement to exercise the two

one-year options:

e Amend the proposed resolution’s title to delete “for an amount not to exceed
$4,529,600 and to extend the term of the contract through December 11, 2013 [or
December 11, 2016]” and replace this language with “for an amount not to exceed
$2,264,800 and to extend the term of the contract through December 10, 2013”.

e Amend the proposed resolution on page 1, line 24 to delete “at a cost of $2.26
million” and insert “at a cost not-to-exceed $2,264,800”.

e Approve the proposed resolution, as amended, in order to exercise the two one-year
options to extend the term through December 10, 2013, for an additional cost of
$2,264,800.
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2. Regarding the second alternative to amend the existing agreement to exercise the two

one-year options and further extend the agreement by three additional vears:

* Amend the proposed resolution’s title to delete “for an amount not to exceed
$4,529,600 and to extend the term of the contract through December 11, 2013 [or
December 11, 2016]” and replace this language with “for an amount not to exceed
$5,910,700 and to extend the term of the contract through December 10, 20167,

* Amend the proposed resolution on page 2, lines 3 and 4 to delete “at a total cost of
$4.53 million” and insert “at a cost not-to-exceed $5,910,700”.

¢ Continue the proposed resolution to the next meeting of the Budget and Finance
Committee, in accordance with the City Attorney’s recommendation.

* Approval of the second alternative proposed amendment, as amended, to both
exercise the two one-year options under the existing agreement and extend the
agreement by an additional three years, is a policy decision for the Board of
Supervisors because the additional three years were not provided for in the existing
agreement, as previously approved by the Board of Supervisors.

o)

Harvey M. Rose

cc: Supervisor Chu
Supervisor Mirkarimi
Supervisor Kim
President Chiu
Supervisor Avalos
Supervisor Campos
Supervisor Cohen
Supervisor Elsbernd
Supervisor Farrell
Supervisor Mar
Supervisor Wiener
Clerk of the Board
Cheryl Adams
Controller
Rick Wilson
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