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AMENDED IN BOARD
FILE NO. 170538 10/23/2018 ORDINANCE NO.

[Administrative Code - Increasing the Minimum Compensation Hourly Rate for Employees
Under Contracts with Nonprofit Corporations and Public Entities]

Ordlnance amendmg the Administrative Code to increase enduly as of July 1, 2019,
the minimum hourly compensation rate for employees e#GH%eentraeterethepﬂqan

Lndex, and folloWed thereafter by annual cdst—of—living increases beginni.ng' July 1,

2020; to increase the minimum hourly compensation rate for employees under

contracts with public entities to $17-:00-en-the-60th-day following-enactmentof this
ordinance_$16.00 as of February 1, 2019, $16.50 as of July 1, 2019, $17.50 as of July 1,

‘20'20. $18.00 as of July 1, 2021, and $18.75 as of July 1, 2022. and followed thereafter 'by‘

annual cost-of-living increases_beginning July 1, 2023; to provide that these increases
are conditioned on funds being appropriated by the City; and to establishing_a working

group to consider and advise on issues related to wage increases for employees under

contracts with nonprofit corporations and public entities. and-forequire-that City

NOTE: Unchanged Code text and uncodified text are in plain Arial font.
Additions to Codes are in sm,qle underlme zz‘alzcs Times New Roman font.
Deletions to Codes are in
Board amendment additions are in double-underlined Arial font.
Board amendment deletions are in strikethreugh-Arial-fent.
Asterisks (* * * *)indicate the omission of unchanged Code
subsections or parts of tables.

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

Supervisors Fewer; Ronen, Kim, Yee, Cohen

BOARD OF SUPERVISORS Page 1
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Section 1. The Administrative Code is hereby amended by revising Section ‘12P.3 to
read as follows:
SEC. 12P.3. MINIMUM COMPENSATION COMPONENTS.

(a) Minimum Compensation ‘shall consist of the following:

(1)

* % k%

(B) ) For Contracts and Contract Amendments with Nonprofit

~Corporations and-public-entities, hourly gross compensation shall be; $16.50 as of July 1,

Geﬂsumeﬁlﬁe&mée*%m%%hemaﬁeﬁen—éuﬁqﬁln order to prevent inflation from

eroding the value of this rate, on July 1. 2020, and annually thereafter on July 1, the hourly

agross compensation in effect for the prior calendar vear shall increase by an amount

corresponding to the prior vear's increase, if any, in the Consumer Price Index. Nevember-3;

( C) For Contracts and Contract Amendments with public entities, hourly

gross compensation shall be $16.00 as of February 1, 2019, $16.50 as of July 1, 2019,

$17.50 as of July 1, 2020, $18.00 as of July 1, 2021, and $18.75 as of July 1, 2022 ;-onthe

In order to prevent inflation from eroding the value of this rate, on July 1, 202320489, and

annually thereafter on July 1, the hourly gross.compensation rate shall increase by an amount

corresponding to the prior year's increase, if any, in the Consumer Price Index. Arntally

Supervisors Fewer; Ronen, Kim, Yee, Cohen .
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(D) The i'ncreases in hourly gross‘comgensatiom and Consumer Price
Index increases, specified in subsections (a)(1)(B)-(C), shall go into effect only if the City -

appropriates funds for the increases under the fiscal and budgetary provisions of the Charter,

and the Controller certifies that such funds are sufficient to pay for the increased hourly gross
comgensati()n. If the Controller certifies that the appropriated funds are sufficient to support a
proportion of the increased hourly gross compensation rate and Consumer.Prioe Index

“increase, then the hourly gross Comgensation rate shall increase by that proportion only.

(EBE) For Contracts and Contract Amendments covered by Section 12P .4 of
this Chapter 12P, hourly gross compensation shall be, as of NoVémhber 3, 2018 or the
effective date of the ordinance in Board File No. 170297, whichever is later, $17.00: {iv) In
order to prevent inﬂa’fion from eroding the value of this rate, on July 1, 2019, thebhourly gross ‘
dompensation rate shall increase by an amount corresponding to the prior yeér’s increase, if
any, ih the Consumer Price Index. Annually thereafter on July 1, the hourly gfoss
cqmpensaﬁon in effect for the prior calendar year shall increase by an amount Correspbnding
to the any prior year’s increase, if any, in the Consumer Price Index.

(2) Cqmpensated time off (at the compensation rates specified in éubseotion

(a)(1) of this Section 12P.3) in an hourly amount.that, on an annualized basis for a full-time

~employee, equals twelve days pér year. Such time off shall vest with the Covered Employee

at the end of the applicable Pay Period and may be used, for sick leave, vacation or personal

- necessity. Notwithstanding the foregoing, if a Contractor reas.()nably determines, in good faith,

that the Contractor cannot comply with this requirement for compensated time off, the

Contractor shall provide the vaered Emplloyee with a cash equivalent of such compensated

~time off.

Supervisors Fewer; Ronen, Kim, Yee, Cohen
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- (3) Uncompensated time off in an hourly amount that, on an annualized basis
for a full-time employee, equals ten days per year. Such time off shall vest with the Covered

Employee at the end of the applicable Pay Period and may be used, at the option of the .

‘Covered EmAp]oyee, for sick leave for the illness of the Covered Employee or such Covered

| Employee's spouse, domestic partner, child, parent, sibling, granvdparen’c or grandchild.

. (b) By March 1 of each year, the Agency shall make available at its office and on its .
website the hourly ratés required by this Section 12P.3.
(c) When preparing proposed budgets and requests for supplemental apbroprjations
for contract services, City departments that regularly erﬁer into égreements for the provision of

éerVices by Nonprofit Corporations shall transmit with their proposal a written confirmation that

" the department has considered in its calculations the costs that the Nonprofit Corporations

calculate that they will incur in oomplying with the Minimum Compensation'Ordinance.

(d) -Subjectl to the budgetary and fiscal provisions of the Charter, it shall bé the policy
of the City to ensure sufficient funding fo prevént a reduction in the services to the community
provided by Nonprofit Co.rporatiohs ahd public entitiés. |

(e) The Controller shall convene a Working Group to consider and advise the Board of

Supervisors and the Mayor.

(1) The Working Group shall consider and advise on methods to address

anticipated issues that would result from an increase in the hourly compensation rate for

employees under contracts with Nonprofit Corporations, including but not limited to:

(A) Wage equity: the ihequitv that occurs when workers funded bv'a City

contract receive a higher wage than other workers who are performing the same work but are

funded by non—Cifv confracts; and -

Supervisors Fewer; Ronen, Kim, Yee, Cohen . . .
BOARD OF SUPERVISORS 1527 ' Page 4




S © ® ~N O oA~ W N o=

N ON N N N N aa e A A e e A e
g A W ON A O W N oMW ND A

~ BOARD OF SUPERVISORS

(B) Wage compaction: the inequity that occurs when the difference

between wage levels is reduced because one worker funded by a City contract receives an

increased wage while other workers do not. | |
(2) The Working Group shall be subieot to the following requirements:
(A) Members. The Working Group shall be comprised of the following
members: | a |

(i) The Controller of the City and County of San Francisco, or the -

Controller’s desiagnee (“Controller”): ,

(ii)_One representative from the Hurhan Sefviceé Agency,
designated by the Executive Director: | . 44 ,
- - (i) Ohe representative from the Department of Public Health,
designafed by the Directpr of Health; |
o (iv) Three workers who are erhgloxeés of different Nonprofit
Corporations that are subject to fhe Minimum Compensation Ordinance, designafed by the

Controller;

(v) One staff representative from the San Frahoisoo Labor-

.Council, designated by the Controller,

(vi) One staff reoresenfative. from the Service Employees

International Union 1021, designated by the. Controller;

(vii)_Two executives (chief executive officer, chief operating

officer, chief finance officer, or other member of the management team) of different Nonprofit

Corporations that are subject to the Minimum Compensation Ordinance, designated by the

Controller.

(B) Meetings. The Working Group shall meet as necessary between the
effective date of the ordinance'in Board of Sugervisors File No. 170538, creating this

Supervisors Fewer; Ronen, Kim, Yee, Cohen
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have been designated. |

subsection (e), and April 1, 2019. The Working Group may begin meeting once six members

i

" (C) Report. The Working Group shall prepare a report on matters within

the scope of subsection (e)(1) for submission fo the Board of Supetrvisors and the 'l\/lavor no

later than April 1, 2019.

53} Expiration. This subsection (e), and hence the Working Group, shall expire
by operation of law on May 1, 2019. After that date, the City Attorney shall cause this |
subseotidh (e) to‘ be removed from the Administrative Code. - | |

Section 2. Effective Date. This ordinance shall become effective 30 days after
enhactment. Enactment occurs wh‘en the Mayor signs the ordinande, the Mayor returns the
ordinance unéigned or does not sign the ordinance within ten days of receiving it, or the Board

of Supervisors overrides the Mayor’s veto of the ordinance.

Section 3. Scope of Ordinance.. |

(a) Inenacting this ordinance, the Board of Supervisors intends to amend only those
words, phrases, paragraphs, subsections, sections, articles, numbers, punctuation marks,
charts, diagrams, or any other Conétituent parts of the MunicipallCode that are explicitly
shown in this ordinance as additions, deletions, Board amendment additions, and Board
amendrrient deletions in accordance with the “Note” that appears under the official title of the

ordinance.

(b) For purposes of subsection (a), this ordinance treats as existing code te)&tg Within

the meaning of the “Note” that appears undér the official title of the ordinance, the
amendments of the Administrative Code in Ordinance No. 232-18 (Board File No. 170297), |

~ Supervisors Fewer; Ronen, Kim, Yee, Cohen
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passed by the Board of Supervisors on October 2, 2018, and signed by the Mayor on October

12, 2018. §

Seétion‘4.' Severability. If any section, subsection, Sentehce, clause, p‘hrase, or word
of this Ghapter42P ordinance, 6r any application théreof to any person or eircumstance, is
held to be invalid or unconstitutional by a decision of a court of competent jurisdiction, such
decision .sha‘l\i not affect the validity of the remaining portions or applications of the Article. The
Board of Supervisors hereby declares that it would have bassed this Article and each and
every section, subsection, sentence, clause, phrase, and word not.decl.ared invalid or
unconstitutional without regard to Whethér any other portion of this Article or abplication

thereof would be subsequently decl'ared'invalid or unconstitutional.

APPROVED AS TO FORM:
DENNIS d°H ERA, City Attorney

By:

LEILA K. MONGAN
Deputy City Attorney

n:\legana\as2018\1700496\01313726.docx

Supervisors Fewer; Ronen, Kim, Yee s gghen
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FILE NO. 170538

REVISED LEGISLATIVE DIGEST
(Amended in Board, 10/23/2018)

[Administrative Code - Increasing the Minimum Compensation Hourly Rate for Employees
Under Contracts with Nonprofit Corporations and Public Entities]

Ordinance amending the Administrative Code to increase, as of July 1, 2019, the
minimum hourly compensation rate for employees under contracts with Nonprofit
Corporations to $16.50, and followed thereafter by annual cost-of-living increases
beginning July 1, 2020; to increase the minimum hourly compensation rate for
employees under contracts with public entities to $16.00 as of February 1, 2019, $16.50
as of July 1, 2019, $17.50 as of July 1, 2020, $18.00 as of July 1, 2021, and $18.75 as of
July 1, 2022, and followed thereafter by annual cost-of-living increases beginning July
1, 2023; to provide that these increases are conditioned on funds being appropriated
by the City; and to establish a workmg group to consider and advise on issues related
to wage increases for empioyees under contracts with Nonprofit Corporations and
public entities.

Existing Law

The Minimum Compensation Ordinance (*MCQO”) generally requires City contractors to
provide their covered employees with no less than the MCO hourly compensation rate. The
MCO covers most City service contractors, including for-profit companies, those who hold
leases or perform work at San Francisco International Airport, nonprofit corporations, and
public entities. .

For contracts and contract amendments with nonprofit corporations or public entities, the
MCO hourly gross compensation is ourrently the minimum wage, which increased to $15 per
hour on July 1, 2018.

For contracts and contract amendments with contractors other than nonprofit corporations or
public entities, the hourly gross compensation under the MCO will increase to $17.00 on
November 12, pursuant to an ordinance in File No. 170297, passed by the Board on October
© 2, 2018 and signed by the Mayor on October 12, 2018. This applies to airport workers who
are employees of contractors other than nonprofit corporations or public entities. Workers
under contracts and contract amendments with contractors other than nonprofit corporations
or public entities will receive annual CPI increases on starting on July 1, 2019.

These hourly rates apply to employees of City contractors who work in San Francisco.
Workers outside the City currently receive $14.02.

From 2004 through 2015, the MCO hourly compensation rate was, on average, $1‘.86_ per
hour higher than the minimum wage.

BOARD OF SUPERVISORS - 1531 Page 1
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Amendments to Current Law

_ For contracts and contract amendments with nonprofit corporations, hourly gross
_compensation would be as follows:

e Beginning on July 1, 2019, an hourly gross compensatlon of $16.50.

e CPI lncreases if any, would go into effect on every July 1 thereafter

For contracts and contract amendments with public entities, hourly gross compensatron would
be as follows: :

- e Beginning February 1, 2019, an hourly gross compensatron of $16.00.

Beginning July 1, 2019, an hourly gross compensation of $16.50.

Beginning July 1, 2020, an hourly gross compensation of $17.50.

Beginning July 1, 2021, an hourly gross compensation of $18.00.
- Beginning July .1, 2023, an hourly gross compensation of $18.75.

CPl increases, if any, would go into effect on every July 1 thereafter.

These increases would go into effect only if the City appropriates funds for the increases, and
the Controller certifies that those funds are sufficient to pay for the increased hourly gross
compensation. If the Controller certifies that the appropriated funds are sufficient to support a
proportion of the increased rate and Consumer Price Index increase, then the hourly gross .
compensation rate would increase by that proportion only.

This ordinance would create a working group to address issues related to the implementation
of these rates.

o The Controller would convene the working group, comprised of ten mdlvrduals the
Controller; one representative from the Human Services Agency; one representative
from the Department of Public Health; three workers from different nonprofits subject to
the MCO; two staff members representing labor interests; and two executives from
different nonprofrts subject to the MCO. _

e The working group will meet until April 1, 2019, and will provide a report to the Board

- and Mayor by that date addressing the following topics: (1) wage equity: the inequity
that occurs when workers funded by a City contract receive a higher wage than other
workers who are performing the same work but are funded by non-City contracts; and
(2) wage compaction: the inequity that occurs when the difference between wage
levels is reduced because one worker funded by a City contract receives an increased

~ wage while other workers do not.

e The Working Group will expire on May 1, 2019.

Background Information

This legislative digest includes amendments adopted by the Board of Supervisors at its
regular meeting on October 23, 2018.

n:\legana\as201 7\1700496\01313885.docx
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- Ben Rosenfield

OFFICE OF THE CONTROLLER = controler
CITY AND COUNTY OF SAN FRANCISCO Todd Rydstrom

Deputy Controller

MEMORANDUM

TO: Mayor London Breed
" President Cohen and Members of the Board of Supervisors

FROM: Ben Rosenfield, Cc‘mtrd%/.
DATE: October 15, 2018

SUBJECT! Minimum Compensation Ordinance Non-Profit City Contractor Cost Analysis

The Controller's office has conducted additional research to estimate the costs of wagé incredses for
non-profit arganizations shauld the City revise the Minimum Compensation-Ordinance (MCQ).

To do so, we canducted a survey of non-profit City contractors; asking fer information on an
organization's budget, the share of its budget funded by City contracts, and full-time equivalent (FTE]
colints within specificwage ranges for employees furided by City contracts and separately for
employees funded by non-City contracts. We sént requests to complete the survey to 113 non-profit
contractors and 42 provided complete responses. Respondents included large and striall contractors
across City service cdtegofies. These respondents have contracts with the City of approximately $220
million, or 30% of the total value of all City non-prfit contracts. City contracts with these organizations
directly fund over 1,700 FTEs with wages below $30 per hour. Of thése, 20% earned less than $17 per
hour. Approximately 40% of responding orgarizations have no employees on City contracts earning
less than $17 per hout.,

Using the wage information from this survey, we can more precisely estimate the €ost of raising the
MCO on the larger universe of contracted non-profit organizations. For illustration, we have estimated
the annual impact of raising the MCQ required hourly wage to $16.00, $16.50, and $17.00 effective July 1,
2019. These costs are presented as increases above the cost of the minimum wage, which will increase
from $15.00 to approximately $15.50 on July 1,.2019, after the code-required annual CP! increase on that
date. These estimates do not include the cost of increasing wages for either for-profit contractors or In-
Home Supportive Service workers. 4 ‘ )

CITY_HALL « 1 DR. CARLTON B. GOODLETT PLACE - ROOM 316 = SAN FRANCISCO, CA 94102-4694
PHONE 415-554-7500 « FAX 415-554-7466
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2 [' Minimum Compensation Ordinance Non-Profit Cost Ana]y$is’

- Qur analysis considers three resulting cost pressures. for nen-profit orggnizations, all or a partion of
which would be passed alohg along to the City‘in the form of higher cests. First, the "direct cost" pf
faising affected employees to a new required minimum wage level. Second, the “wage compactlon
increases that may be required to maintain wage differentials for other workers on City contraets. Third,
poteritial wage adjustmigits required farcomparable employees on non-City contracts in these -
orgahizations, These costs are presented in the table and suramary bélow.

Estimated Citywide Cost of an MCO Increase above Minimum Wage

City Contracts Only

Approximate - - MCOWage |
~-- Minimum Wage for  Increase above
- BY 2019-20 Minimum Wage

“MCO Cost wn’ch Wage Compactlon
» : (S milions) , .
{Upito $22.50/Hotin): - {Up 1o $27. SO/Huur)

RIS $0.50 E
$1.00 S0
5150 e
_ . Non-City Cofitracts Only ,
" Approximate  °© MCOWagé |  MCO Direet Cost Cost with Wage Compaction
Minimum Wage for  Increase above . |(No Wage Compaction) o {% mijllions) .
_ EY2019-20 Minimum Wage || (S' millions). = (Up to$2250/Hour) (Upto $2750/Hour)
goso -~} . Ss03 L5132 :
. $15.50 $1.00 so08 $65 . §98
e L $150 o $15 Ll Bsy C$147

Nates:
The minimum wage iricreases by CPI each yearon July 1. The current minimum wage is $15.00 perhour andIs expected to increase to
appro¥imately $15.50 on-July 1, 2019.

Gty comtractcgsts are the direct.costs to programs funded through G Cty contractse Non-City contfact costs are the costs nen-profits would iacur
if) theyapplied MCOWwage riles t warkers furided through non-City contracts.

Woage Compaciion assumes all empioyees up ta the given threshold recejve a wage increase equyal to the Increase fn-the MCO gbove
minimum wage,

The éstimated costs fof hofi-@ty contracts assumes thatnon-Cily eontfactcosts for non-profits netincluded in the surveysa mple are
preparﬂonal to the non-City condract:costs for non-profits in the surveysample

"Direct costs” are the costs associated with raising the wage of any eniployee earning less than the
MCO wage requirement up to a new higher Jevel, If the. minimum wage is $15.50 per hour and the MCO
wage increased to $17.00, the direct cost of raising the MCO is the cost of bripnging all employees’
wages from $15.50 to §17.00. Althaugh this is a $1.50 increase in the required level, some employees
would hot receive a full $1.50 inérease since they may have earned mere than $15.50 before the MCO
increase, We estimate a $2.3 million direct cost of raising nen-profit employees to a $17.00 level in fiseal
year (FY) 2019-20. The direct cost of an increase to $16.00 or $16.50'is projected to be $0.5 million or
$1.3 million, respectively.
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3 | Minimum Cempensation -Ordinance Non-Prafit Cost Analysis,

A second cost elerent is "wage compaction.” A raise for the lowest paid employees can lead to raises
for higher pald employees-becatse employers heed t6 maintain réasonable wage differentials across
their workforce. Unlike direct costs, however, there is no rule that de_’rermmes the cost of wage
‘corpaction. Wagé compaction costs depend on how far up the wage scale compaction, extends and on
How mitich of the MCO increasé is provided to higher wage employegs. For our eost estimates in the
table above, we assume that employees making above the MCO but less than-a giverr threshoeld would
receive the same wage. increase as employees below the MCO receive. We fpreseﬁ”c’ two scenatios, one
that extends wage compaction up to eriployees earning $22.50 per hour, and anoether.that extends it
up te $27.50 per hour. We éstimate that the total cost (direct cost and wage comipaction) of a $17.00 .
-wage would range between $10.5 million and $153 million. Costs at: §16.00 or $16.50 would likely. range
between $3.5 and $5.1 million or $7.0.and $10.2 mxlhon, respectively.

The third potential cost lmpact relates to how a non-profit organization would manage equity between
‘workers on City versus non-City contracts. For example, an organization could have two employees
doing the same job, one funded through a City contract and the other funded by a non-Citycontract.
While an increase to the MCO wauld legally only raise the. wage of the first worker but not the other,
the Orgamzatgon faces wage equ lfr\/ issues between these two pmolovees and may feel Obllﬂ&t@d to
ralse the wage of both workers. As with wage compaction, there is no rule to determine MCQO costs
related to non-City contrac{s. Wage compaction could also be prasent with non=City contracts, Lastly,
costs would-depend an how far an MCO increase for City conftracts would extend across non-City
contracts. For ron-City dost estimates, we used the non-City FTE counts provided, by respondents and
applied the same methodology as the City contract cost estimates,' We estimate that the extension of a
$17.00 MCO level to employees at these non-profit organizations that are not directly on City contracts
would range between $9.7 million and $14.7 million, Costs at $16.00 or $16.50. would likely range .
between $6.5 and $9.8 million or $9.7 and $14.7 miillion, respectively. :

The ultimaté cost to the non=profit orgariizations and the City resulting from an increase jn the
minimum wage requited by a MCO amendment will depend on consideration of these factors, and we
believe final costs will likely fall within the cost ranges outlined above, Please feel free to-contact me at
" (415) 554-7500 should you have further questions er comments.

1

! There is additional uncertainty in estimating potentiél‘né_n-@iiy contract costs because we do not know the total value
of non-City contract costs for-organizatiens that did not respond te the sutvey. We assume, therefore, that the average
- share of an organization's budget that comes frem City contracts is same for survey respordents and non-respendents.
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BUDGET AND FINANCE SUB-COMMITTEE MEETING ‘ : APRIL 26, 2018

Items-7 and 8 , Department:
Files 17-0297 and 17-0538 Office of Labor Standards Enforcement
(Continued from April 12, 2018) :

EXECUTIVE SUMMARY

Legislative Objectives

e File 17-0297 is an ordinance amending Administrative Code Section 12P to set the
minimum hourly compensation rate for employees of City contractors, other than
nonprofit corporations or public entities, at $16.86 per hour on July 1, 2018. .

e File 17-0538 is an ordinance amending Administrative -Code Section 12P for to set the
minimum hourly compensation rate for employees of City .contractors, including
employees of nonprofit corporations and public entities, at $16.86 per hour on July 1,
2018. :

Kéy Points ,
e The City's Minimum Compensation Ordinance requires City contractors to pay their
covered employees no less than the minimum hourly compensation rate and provide 12
days of paid time off each year. The proposed ordinances would set the hourly minimum

compensation rate at $16.86 per hour as of July 1, 2018, which is a $1.86 more than the
City’s minimum wage for employees of all businesses in San Francisco of $15.00 per hour.

‘e Currently, employees of nonprofit organizations and public entities having contracts with
the City are subject to the Minimum Compensation Ordinance if “sufficient funds” are
available. File 17-0297 sets the minimum hourly compensation rate for employees of
nonprofit corporations and public entities having contracts with the City.at the minimum
wage rate required for employees of all San Francisco businesses. File 17-0538 applies the
minimum compensation of $16.86 per hour to all employees of nonprofit organizations
and public entities that have contracts with the City.

° Although the proposed ordinance provides for minimum compensation to’ increase to
$15.86 as of July 1, 2017, the proposed ordinance is not retroactive. :

Fiscal Impact

e According to the Controller’s Office, the estimated cost to the City to apply the minimym
compensation of $16.86 per hour {(or $1.86 per hour above the minimum wage) to
nonprofit and public contracts (File 17-0538) is $44 million in FY 2018-19. If the Board of
Supervisors were to approve a minimum compensation amount of less than $1.86 per
hour above the minimum wage, the costs to the City would be less, ranging from $18
million for an increase of $0.50 per hour.to $38 million for an increase of $1.50 per hour.

Recommendations

e Amend “the proposed ordinances to clarify that the approval of the minimum
compensation rate is not retroactive. ‘ ‘

° Approval of the proposed ordinances as amended is a policy matter for the Board of
Supervisors. :

SAN FRANCISCO BOARD OF SUPERVISORS ) BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE SUB-COMMITTEE MEETING ‘ APRIL 26,2018

 MANDATE STATEMENT

City Charter Section 2.105 states that the Board of Supervisors shall act only by written
ordinance or resolution.

Administrative Code Section '12P, known as the “Minimum Compensatidn Ordinance”, requires
City contractors to pay minimum compensation to employees.

 BACKGROUND

The City currently has a Minimum Compensation Ordinance that requires City contractors to
provide their.covered employees with no less than the minimum hourly compensation rate. The
Minimum Compensation Ordinance was adopted by the Board of Supervisors in August 2000
and covers City contracts with nonprofit corporations, public entities and for-profit companies.
Covered contracts include: professional services, construction, grants, Airport leases (including
concession leases), and subcontracts. :

The Minimum Compensation Ordinance requires covered contractors to:

e Pay a minimum wage to all covered employ’ees:L who work at least 4 hours per week;
and :

e Provide 12 days of paid holidays and other leave per year if the employee works full
time for one year. :

The Minimum Compensation Ordinance set the original minimum wage at $9 per hour,
increasing by 2.5 percent per year through 2005. The Board of Supervisors amended the
Minimum Compensation Ordinance in 2007 to require annual Consumer Price Index (CPi)
adjustments to the minimum wage on January 1 of each year. The minimum wage required by
the Minimum Compensation Ordinance as of January 1, 2018 is $14.02.per hour, which is $0.02
per hour more than the San Francisco minimum wage reqmred of all employers located in. San
Francisco of $14.00.%

While employees of nonprofit organizations and public entities are covered by the Minimum
Compensation Ordinance, the Minimum Compensation Ordinance states that the City will fund
wage increases to contracts with nonprofit organizations and public entities only if “sufficient
funds” are available. According to the Minimum Compensation Ordinance, a finding of
“sufficient funds” shall mean that the City will not be required to reduce services in order to
pay the wage increase. The minimum wage for employees of nonprofit organizations and public
entities having contracts with the City is currently $14 per hour, consistent with the minimum
wage for all employees of San Francisco businesses.

* Exempted employees include summer interns and participants in after-school programs, trainees and disabled
workers as defined by federal regulations, and volunteers
% The minimum wage required by the Minimum Compensation Ordinance applies only to employees of City
contractors, as defined by Administrative Code Section 12P. In addition, San Francisco voters approved a minimum
wage that applies to all San Francisco employers. In November 2014, the voters approved Proposition J, raising the
- San Francisco minimum wage to $15 per hour by 2018.

SAN FRANCISCO BOARD OF SUPERVISCRS BUDGET AND LEGISLATIVE ANALYST
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DETAILS OF PROPOSED LEGISLATION

The May 4, 2017 Budget and Finance Committee considered an ordinance setting the minimum
compensation hourly rate at $15.86 per hour on July 1, 2017, and $16.86 per hour on July 1,
2018 (File 17-0297). File 17-0297 was duplicated and amended in committee. File 17-0297 was
re-referred to committee by the Board of Supervisors at the May 16; 2017 meeting. The
. duplicated file — File 17-0538 — was contihued-to the call of the chair at the May 11, 2017
Budget and Finance Committee meeting. '

- File 17-0297 is an ordinance amending Administrative Code Section 12P to set the minimum
hourly compensation rate for employees of City contractors, other than nonprofit corporations
or public entities, at $16.86 per hour on July 1, 2018. The hourly compensation rate would be
adjusted on July 1 of each following year by the CPI.

The proposed ordinance sets the minimurn hourly compensation: rate for employees of
nonprofit corporations and public entities having contracts WIth the City at the minimum wage
rate required for employees of all San Francisco businesses.®

File 17-0538 is an ordinance amendmg Administrative Code Section 12P for employees of City
contractors, including employees of nonprofit corporations and public entities, at $16.86 per
hour on July 1, 2018. The hourly compensation rate would be adjusted on July 1 of each
following year by the CPI.

Other Provisions

" File 17-0297 and File 17-0538 would remove the requirement that employees covered by the
Minimum Compensation Ordinance work a minimum of 4 hours per week. All employees
working on a City contract would be covered by the Minimum Compensation Ordinance
regardless of the hours worked.*

File 17-0297 and File 17-0538 both provide for minimum compensation to increase to $15.86
per hour on July 1, 2017. However, the proposed ordinances are not retroactive; therefore, if
the Board of Supervisors approves the proposed ordinance, the hourly minimum compensation
. of $16.86 would go into effect on July 1, 2018. '

| FiscaL ivipact

File 17-0538

Currently, nonprofit and public contractors with the City pay the minimum .wage, which is
$15.00 per hour as of July 1, 2018. The proposed ordinance would require nonprofit and public

® The ordinance does not change the existing Administrative Code provisions for the Mayor to report to the Board
of Supervisors on funding CP| increases in the proposed budget for City contracts with nonprofit corporations and
entmes

* Currently, employees working on a City contract but located in the United States outside of City-owned property
must work @ minimum of 10 hours per week to be covered by the MCO. The proposed legislation removes this
provision so that all employees working on a City contract, regardless of the number of hours worked, would be
covered by the Minimum Compensation Ordinance.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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contréctors with the City to pay minimum compensation of $16.86 per hour as of July 1, 2018,
or $1.86 per hour more than the minimum wage of $15.00 per hour.

According to estimates by the Controller’s Office, the estimated cost to the City to apply the
minimum compensation of $16.86 per hour (or $1.86 per hour above the minimum wage) to
nonprofit and public contracts is $44 million in FY 2018-19, as shown in the Table below. If the
Board of Supervisors were to approve a minimum compensation amount of less than $1.86 pef
hour above the minimum wage, the costs to the City would be less, ranging from $18 mllhon for
an increase of $0.50 to $38 million for an of $1.50, as shown in the Table below.

Table: Estimated Costs of Minimum Compensation for Nonprofit and Public Contract
Employees in FY 2018-19 :

Hourly Rate Above Minimum Wage

$0.50 $1.00 $1.50  $1.86
In Home Supportive Services - Wage Increase $6,000,000 $12,000,000 $18,000,000 $22,000,000
In Home Supportive Services - Paid Time Off 9,000,000 9,000,000 9,000,000 9,000,000
Nonprofit Providers - City's Direct Contract Cost 3,000,000 700,000 11,000,000 13,000iOOO

Total - $18,0'00,000' $21,700,000 $38,000,000 $44,000,000

Source: Controller

"RECOMMENDATIONS

1. Amend the proposed ordinances to clarify that the approval of the minimum
compensation rate is not retroactive.

2. Approval of the proposed ordinances as amended is a pohcy matter for the Board of
Supervisors. :

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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_ MCO Cost Estimates g

Costs "Were' estimated for two groups of affected workers:

1. Approximately 20, OOO [HSS workers
| The cost is estimated on the wage increase from $15.00 to $16.86, adjusted for
state formula funding provided to the City.

‘Under the current MCO, the value of PTO (paid time off) counts toward the MCO
wage. The ordinance under consideration (file 170538) would require that the
value of PTO be in addition to the hourly wage. Including wages in lieu of PTO
would raise the wage to $17.64 ($15 00 + Sl 86 + $S0.78).

1540

2. Approximately 1,700 FTEs at organizations with contracts at the Department of
Public Health and approximately 500 childcare workers. |
" The cost is estimated on the wage increase from $15.00 to $16.86 for affected -
FTEs, and an additional adjustmenf for wage compression. Does not include
wage-related benefit costs such as employer social security taxes (6.2%).



- Cost Estima’tes of the Propo'sed MCO up to an additional $1.86

$0.50 $1.00 $1.50

IHSS - Wages + $1.86 » %6 $12 $18 .
[HSS - Wages + $2.64 (PTO in lieu added to MCO) S9 S9 S9

$1.86

§22

$9
$13

Non-profit providers - Direct city contract cost S3 S7 S11
' ‘ ' $18 $28 - 837

$a4
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Wong, Linda (BOS)

From: : Council of Community Housing Organizations <ccho@sfic-409.org>

Sent: Wednesday, April 11, 2018 3:41 PM

To: Cohen, Malia (BOS); Féwer, Sandra (BOS); Stefani, Catherine (BOS) Wong, Linda (BOS)
Subject: April 12 Budget Committee ltem 8 - Minimum Compensation Ordinance (MCO)

Attachments: CCHO letter - MCO 4-11-2018.pdf

Dear Supervisor Cohen:

CCHO believes the City’s low-wage workers should earn more, including for nonprofit workers. Together with our
sister organization the Human Services Network (HSN), we worked closely with the City and labor allies to support
the increase to San Francisco’s minimum wage, and we support MCO increases for airport and other for-profit
contract workers.

. However, the current proposal to extend the MCO to city-funded nonprofit contractors, whether or not the
additional costs are reimbursed, may create unintended consequences, including possibly reductions in service,
layoffs, or ﬁnanc1al stress. Unlike for-profit entities, nonprofit service and housing providers cannot simply raise
prices to cover the additional 12.4% wage mandate, the effects of wage compression, and equitable raises for non-

_contract employees.

Our housing providers participated in a survey conducted by HSN that analyze the cost impacts. The sampling of 34
organizations demonstrated an aggregate annual full-cost impact of $19 million. The financial impact for increasing -
wages for workers not covered by city contracts totals $6.2 million. Housing providers are disproportionately

impacted, with over $4 million in unfunded cost increases. Therefore, we ask the Board of Supervisors to either:

(1) Exclude the nonprofit sector from the MCO legislation, as in the current law, OR

. (2) Delay passage of the MCO, and convene an adequate community process to bring all the stakeholders to

one table, work out details that can work for nonprofits and the City, and develop a revenue plan to identify
adequate funding sources. That kind of process worked for the minimum wage ordinance and resulted in
broad consensus. It is a sensible and inclusive process that can work again here.

Sincerely, Peter Cohen and Fernando Marti
Co-directors, Council of Community Housing Organizations

cc: Sup. Sandra Fewer, Sup. Cétherine Steféni, Committee Clerk Linda Wong

e

Council of Community Housing Organizations

Celebrating 40 years as the voice of San Francisco's affordable housing movement
325 Clementina Street, San Francisco 94103
415-882-0901 office

www.sfccho.org

1
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COUNCIL OF COMMUNITY
HOUSING ORGANIZATIONS.

The voice of San Francisco's
affordable housing movement

April 11,2018

Supervisor Malia Cohen

‘Board of Supervisors Budget and Finance Committee Chair
City Hall, Rm. 279

San Francisco, CA 94102

Re: Item 8 - Proposed Minimum Compensation Ordinance (MCO) nonprofit rate increase
Dear Supervisor Cohen:

CCHO believes the City's low-wage workers should earn more, including for nonprofit workers.
Together with our sister organization the Human Services Network (HSN), we worked closely with
the City and labor allies to support the increase to San Francisco’s minimum wage, and we support
MCO increases for airport and other for-profit contract workers.

However, the current proposal to extend the MCO to city-funded nonprofit contractors, whether or
not the additional costs are reimbursed, may create unintended consequences, including possibly
reductions in service, layoffs, or financial stress. Unlike for-profit entities, nonprofit service and
housing providers cannot simply raise prices to cover the additional 12.4% wage mandate, the
effects of wage compresswn and equitable raises for non-contract employees.

Our housing providers participated in a survey conducted by HSN that analyze the cost impacts.
The sampling of 34 organizations demonstrated an aggregate annual full-cost impact of $19 million.
The financial impact for increasing wages for workers not covered by city contracts totals $6.2
million. Housing providers are disproportionately impacted, with over $4 million in unfunded cost
increases. Therefore, we ask the Board of Supervisors to either:

(1) Exclude the nonprofit sector from the MCO legislation, as in the current law, OR

(2) Delay passage of the MCO, and convene an adequate community process to bring all the
stakeholders to one table, work out details that can work for nonprofits and the City, and
develop a revenue plan to identify adequate funding sources. That kind of process worked
for the minimum wage ordinance and resulted in broad consensus. It is a sensible and
inclusive process that can work again here,

Sincerely,

Peter Cohen and Fernando Mart{
Co-directors, Council of Community Housing Organizations

cc: Slip. Sandra Fewer, Sup. Catherine Stefani, Committee Clerk Linda Wong

325 Clementina Street, San Francisco, CA 94103 | ccho®@sfic-409.0org | 415.882.0901

The Council of Community Housing Organizations (CCHOJ} is a codlition of 24 community-based housing developers, service
providers and tenant advocates. We fight for funding and policies that shape urban development and empower low-income
and working-class communities. The work of our member organizations has resulted in nearly 30,000 units of affordable housing,
-~ as well as thousands of construction and permanent jobs for city residents.
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Wong, Linda (BOS)

. R Al 7052

From:

Sent:

To:

Subject:.
Attachments:

Thank you.
Joe Wilson

Joe Wilson <jwilson@hospitalityhouse.org>
Thursday, April 12, 2018 11:59 AM

‘Wong, Linda (BOS)

Fwd: Human Services Network & Minimum Compensation Ordmance
April 12 HSN letter.docx

e Forwarded message ------ e
From: Joe Wilson <jwilson@hospitalityhouse.org>

Date: Thu, Apr 12,2018 at 11:57 AM
Subject: Human Services Network & Minimum Compensation Ordinance
To: malia.cohen@sfeov.org, sandra.fewer@sfeov.org, “Stefani, Catherine" <catherine. stefam@sfgov 0rg>

norman.vee@sfgov.org, jeff.sheehy(@sfeov.org

Cc: sophiakittler@sfgov.org, "Pagoulatos, Nickolas (BOS)" <nickolas.pagoulatos@sfgov. 0rg> "Boﬂard

Chelsea (BOS)" <chelsea.boilard@sfgov.org>, jack.gallagher@sfgov.org, sharon.johnson@sfgov.org

Thank-you for your consideration.

Sincerely,

- . Joe Wilson

~ Joseph T. Wilson
Executive Director

290 Turk Street

San Francisco, CA 84102

ph.: 415.749.2111
fax: 4156.749.2136

www.hospitalitvhouse.orq

1
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Hospitality House

April 12, 2018

Supervisor Malia Cohen

Chair, Board of Supervisors Budget and Fmance Committee
City Hall, Rm. 279

San Francisco, CA 94102

Re: Proposed Minimum Compensation Ordinance (MCO) honproﬁt rate increase
Dear Supervisor Cohen:

Hospitality House, a member of the San Francisco Human Services Network -
(HSN) is writing as a follow-up to HSN’s recent meetings with Supervisors, and our o
letter to Mayor Mark Farrell dated February 28,2018 and copied via email to the Board.

As we've discussed, HSN supports the 7% minimum wage increase that will bring the
- MCO rate to:$15 per hour in July, as well as MCO increases for airport and other for-
- profit contract workers. However, an additional 12.4% wage mandate on nonprofit
contractors could create potential unintended consequences including service
reductions, layoffs; and other unanalyzed tradeoffs. HSN's specific asks are:

o Amend the proposed MCO legislation to exempt the nonprofit sector
« Should nonprofits remain in the legislation, delay passage of the MCO until the
- City conducts an.adequate community process
- We believe an appropriate engagement model is the process utilized Wlth the
recently-passed Minimum Wage Ordinance — that involved various stakeholder
groups, including the nonprofit sector, to reach the desired outcome to benefit
low-wage workers.

HSN conducted a sampling of dozens of health, human service and housing
organizations and documented a first-year full-cost impact of $19 million — far greater
than the Controller's estimated $13 million "direct city contract cost" for the entire sector.
For some, the full cost could dramatically harm their financial stablhty, and their ability to
provide much needed services for San Franciscans.

We stand ready to fully participate in ongoing discussions regarding continued
economic inequality in the San Francisco Bay Area, and we applaud your commitment
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to engage various stakeholders in crafting solutions that are feasible, beneficial, and
sustainable. ' ’ :

Respectfuily,
‘ steph T. Wilson, Executive Director
Hospitality-House

CC: Budget and Finance Committee
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HOUSING FIRST. COMMUNITY STRONG.

October 22, 2018

-San Francisco Board of Supervisors .
1 Dr. Carlton B. Goodlett Place .
City Hall, Room 244

.San Francisco, Ca. 94102—4689

vRegardmg Position on the Proposed Mlnlmum Compensation Ordinance (I\/ICO) and
Recommendation for Working Group :

Dear Supervisors,

Hamilton bamlhes believes the Minitnum Lompensatlon Urdmanoe (MCO) being considered for
adoption does not consider the full costs and impacts of raising wages on our sector in a way that
ensures the sustainability of organizations and services on which our clients rely. This long
overdue public policy conversation must consider the full costs and impacts of raising wages on
our sector, the potential for unintended consequences such as program closures and layoffs, the-
mechanisms to fund the true costs, the interaction with the nonprofit cost-of-doing-business
increase, and the hard choices that must be made if the C1ty chooses to mandate a higher wage
without adequate funding.

We are grateful that the Board of Supervisors heard our concerns about délaYing any MCO
increase for nonprofit agencies until July 2019 and for creating a working group to address

‘concerns about wage compression and equitable wages before implementation. However, the

proposed legislatiori creates a working group with inappropriate representation and a
predetermined outcome that defers consideration of adverse impacts.,

These dehberatlons would fall to the proposed Workmg group, which must be made up of
representatives with the appropriate expertise to understand the complex challeénges of
running and funding nonprofit social service agencies. As envisioned, the working group falls
far short of the composition needed to carry out its mission successfully. At minimum, the
legislation should include the following members on the working group:

s« A panel of nonprofit executives selected by the Controller with the breadth and
experience to understand the impacts on different organizations based on specific criteria:
agency size, percent of the organization funded by the City versus other sources,
organizations with 24/7 operations that require relief workers, and whether or not the

" workforce is represented through a collective bargaining agreement;

o To understand the potentlal service impacts, this panel ‘should include nonprofits
contracting with all major health and human service departments and include prov1ders
of housing, homeless services, HIV/AIDS services, services.for youth and seniors, and
behavioral health

1547
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Hamilton Ear

HOUSHNG FIRST. COMMUNITY STRONG.

. Representatlon from the Mayor’s Office and the Mayor’s Budget Office, whose support
is crucial to-any successful legislation; and
e Representa’uon from other City departments that provide significant funding to nonprofit
service providers, including the Department-of Children, Youth and Their Farmhes and
the Department of Homelessness and Supportive Housmg

Hamilton Families’ opposes the adoption of leglslatlon increasing the nonprofit (non-IHSS)
MCO rate until the working group issues its recommendations including a viable
recommendation for of how to pay for any increase. This report should be due in time for
the Board to consider the MICO and/or other appropriate policy changes and funding as part
of the City and County’s ﬁscal year 2019-21 budget process

To approve MCO legislation now would presuppose the outcomes of that conversation, rendering
" the working group’s deliberations meaningless. The City Controller’s data shows that an MCO
increase to $16.50 per hour (the approximate proposed rate for July 1, 2019 including CPI) has a
potential cost impact of about $20 million. If unfunded, this legislation could lead to the loss of
over 400 jobs in our sector, creating mstablhty for many programs and services. The proposed- -
legislation would negatively impact the services that our clients rely on, Would lead to jOb losses
and would add hundreds of thousands dollars more to our expenses

We do not see any reason to rush this legislation through. We ask for a full discussion of the issue
of nonprofit wages and the City’s commitment to provide sufficient fundmg for the services it
purchases from our ageno1es

We ask that you engage our sector in further discussion before bringing this legislation.to a vote.

Sincerely,

Tomiquia Moss

Chief Executive Officer -
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COUNCIL OF COMMUNITY
HOUSING ORGANIZATIONS

The voice of San Francisco’s
affordable housing movement

October 23, 2018

San Francisco Board of Supervisors
1 Dr. Cartton B. Goodlett Place

City Hall, Room 244

San Francisco, Ca. 94102-4689

Dear Supervisors:

The Council of Community Housing Organizations respectfully submit the following comments on
amendments to the proposed revised Minimum Compensation Otdinance (MCO).

We believe that nonprofit workers need and deserve higher wages. On that objective, CCHO is in full
support of the intent of the proposed MCO amendments. However, the commitment of funding to
pay for wage increases is the core issue, and we are concerned about the ramifications of adopting
these MCO amendments if it is done as an unfunded mandate without full city funding.

Raising wages in the nonprofit sector is a long overdue goal, but it cannot be done without
considering the full costs and impacts, including the interaction with the nonprofit cost-of-doing-
business increase and with wage compression. The City Controller’s data shows that an MCO
increase to $16.50 per hour has a potential cost impact of about $20 million to nonprofit
organizations. o

The Board should be aware of the unintended consequences of wage increases without
~ commensurate funding, such as program closures and layoffs. If unfunded, this legislation could
lead to the loss of over 400 jobs, creating instability for many programs and services.

Again, the objective of increasing nonprofit workers’ wages is important and undisputed. The issue,
simply, is funding to support it. If the MCO is amended to include all nonprofit contracts, the Board
must address the mechanism to fund the true costs for the labor for these services.

CCHO would support the adoption of legislation increasing the nonprofit MCO rate when itis

done simultaneous with permanent funding to pay for the increased costs and avoid layoffs
and service reductions.

Peter Cohen and Fernando Marti
Co-directors, Council of Community Housing Organizations

325 Clementina Street, San Francisco, CA 94103 | ccho@sfic-409.0rg | 415.882.0901

The Council of Community Housing Organizations (CCHO) is a codlition of 24 community-based housing developers, service
providers and tenant advocates. We fight for funding and policies that shape urban development and empower low-income
and working-class communities. The work of cur member organizations has resulted in nearly 30,000 units of affordable housing,
as well as thousands of construction and permanent jobs for city residents.
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BUDGET AND FINANCE SUB-COMMITTEE MEETING ApriL12,2018

Items 8 and 9 Department:.
Files 17-0297 and 17-0538 Office of Labor Standards Enorcemet

EXECUTIVE SUMMARY

Legislative Objectives

e File 17-0297 is an ordinance amending Administrative Code Section 12P to set the
minimum hourly compensation rate for employees of City contractors, other than
nonprofit corporations or public entities, at $16.86.per hour on July 1, 2018.

e File 17-0538 is an ordinance amending Administrative Code Section 12P for to set the
~minimum hourly compensation rate for employees of City contractors, including
employees of nonprofit corporatlons and public entities, -at $16 86 per hour on July 1,
2018.

Key Points

e The City’s -Minimum Compensation Ordinance requires City contractors to pay their
covered employees no less than the minimum hourly compensation rate and provide 12
days of paid time off each year. The proposed ordinances would set the hourly minimum
compensation rate at $16.86 per hour as of July 1, 2018, which is a $1.86 more than the
City’s minimum wage for employees of all businesses in San Francisco of $15.00 per hour.

e Currently, employees of nonprofit organizations and public entities having contracts with
the City are subject to the Minimum Compensation Ordinance if “sufficient funds” are
available. File 17-0297 sets the minimum hourly compensation rate for employees of
nonprofit corporations and public entities having contracts with the City at the minimum
wage rate required for employees of all San Francisco businesses. File 17-0538 applies the
minimum compensation of $16.86 per hour to all employees of nonproﬁt orgamzatlons
and public entities that have contracts with the City.

o Although the proposed ordinance provides for minimum compensation to increase to
$15.86 as of July 1, 2017, the proposed-ordinance is not retroactive.

Fiscal Impact

e According to the Controller’s Ofﬂce the estimated cost to the Clty to apply the minimum
compensation of $16.86 per hour (or $1.86 per hour above the minimum wage) to
nonprofit and public contracts (File 17-0538) is $44 million in FY 2018-19. If the Board of
Supervisors were to approve. a minimum compensation amount of less than $1.86 per
hour above the minimum wage, the costs to the City would be less, ranging from $18
million for an increase of $0.50 per hour to $38 million for an increase of $'1.>50 per hour.

Recommendations

.o Amend. the proposed ordinances to clarify -that the approval of the minimum
compensation rate is not retroactive.

e Approval of the proposed ordinances as amended is a policy matter for the Board of
Supervisors. :

SAN FRANCISCO BOARD OF SUPERVISORS , ’ BUDGET AND LEGISLATIVE ANALYST
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MANDATE STATEMENT

City Charter Section 2.105 states that the Board of Supervisors shall act dnly by written
ordinance or resolution. '

Administrative Code Section 12P, known as the “Minimum Compensation Ordinance”, requires
City contractors to pay minimum compensation to employees.

BACKGROUND

The City currently has a Minimum Compensation Ordinance that requires City contractors to
provide their covered employees with no less than the minimum hourly compensation rate. The
Minimum Compensation Ordinance was adopted by the Board of Supervisors in August 2000
and covers City contracts with nonprofit corporations, public entities and-for-profit companies.
Covered contracts include: professional services, eonstruction, grants, Airport leases (including
concession Ieases) and subcontracts.

The Minimum Compensation Ordinance requires covered contractors to:

e Pay a minimum wage to all covered employees® who work at Ieast 4 hours per week;
and

e Provide 12 days of paid holidays and.other leave per year if the employee works full
time for one year.

The Minimum Compensation Ordinance set the original minimum wage at $9 per hour,
increasing by 2.5 percent per year through 2005. The Board of Supervisors amended the
Minimum Compensation Ordinance in 2007 to require annual Consumer Price Index (CPI)
adjustments to the minimum wage on January 1 of each year. The minimum wage required by
the Minimum Compensation Ordinance as of January 1, 2018 is $14.02 per hour, which is $0.02
per hour more than the San Francisco minimum wage required of aII employers located in San
Francisco of $14.00.

While employees of nonprofit organizations and public entities are covered by the Minimum
Compensation Ordinance, the Minimum Compensation Ordinance states that the City will fund
wage increases to contracts with nonprofit organizations and public entities only if “sufficient
funds” .are available. According to the Minimum Compensation Ordinance, a finding of
“sufficient funds” shall mean that the City will not be required to reduce services in order to
pay the wage increase. The minimum wage for employees of nonprofit organizations and public
entities having contracts with the City is currently $14 per hour, consistent with the minimum
wage for all employees of San Francisco businesses.

' Exempted employees include summer interns and participants in after-school programs, trainees and disabled
workers as defined by federal regulations, and volunteers

%> The minimum wage required by the Minimum Compensation Ordinance applies only to employees of C!ty
contractors, as defined by Administrative Code Section 12P. In addition, San Francisco voters approved a minimum
wage that applies to all San Francisco employers. In November 2014, the voters approved Proposition J, raising the
San Francisco minimum wage to $15 per hour by 2018,

SAN FRANCISCO BOARD OF SUPERVISORS ' BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE SUB-COMMITTEE MEETING ' APRrIL12, 2018

DETAILS OF PROPOSEDLEGISLATION

The May 4, 2017 Budget and Finance Committee considered an ordinance setting the minimum
compensation hourly rate at $15.86 per hour on July 1, 2017, and $16.86 per hour on July 1,
2018 (File 17-0297). File 17-0297 was duplicated and amended in committee. File 17-0297 was
re-referred to committee by the Board of Supervisors at the May 16, 2017 meeting. The
duplicated file — File 17-0538 — was continued to the call of the chair at the May 11, 2017
Budget and Finance Committee meeting.

File 17-0297 is an ordinance amending Administrative Code Section 12P to set the minimum
hourly compensation rate for employees of City contractors, other than nonprofit corporations
or public entities, at $16.86 per hour on July 1, 2018. The hourly compensation rate would be
adjusted on July 1 of each following year by the CPL.

The propbsed ordinance sets the minimum hourly compensation rate for employees of
nonprofit corporations and public entities having contracts Wlth the City at the minimum wage
rate required for employees of all San Franmsco businesses.>

File 17-0538 is an ordinance amending Administrative Code Section 12P for employees of City
- contractors, including employees of nonprofit corporations and public entities, a’t $16.86 per
hour on July 1, 2018. The hourly compensation rate would be adjusted on July 1 of each
following year by the CPI. ‘

_ Other Provisions

File 17-0297 and File 17-0538 would remove the requirement that employees covered by the
Minimum Compensation Ordinance work a minimum of 4 hours per week. All employees
working on a City contract would be covered by the Minimum Compensation Ordinance
regardless of the hours worked.*

File 17-0297 and File 17-0538 both provide for minimum compensation to increase to $15.86
per hour on July 1, 2017. However, the proposed ordinances are not retroactive; therefor'e., if
the Board of Supervisors approves the proposed ordinance, the hourly minimum compensation
of $16.86 would go into effect on Juiy 1, 2018.

: FISCAL IMPACT

File 17-0538
Currently, nonprofit and public contractors with the City pay the minimum wage, which is
$15.00 per hour as of July 1, 2018. The proposed ordinance would require nonprofit and public

* The ordinance does not change the existing Administrative Code provisions for the Mayor to report to the Board
of Supervisors on funding CPI increases in the proposed budget for City contracts with nonprofit corporations and
entities.

* Currently, employees working on a City contract but located in the United States outside of City-owned property
must work a minimum of 10 hours per week to be covered by the MCO. The proposed legislation removes this
provision so that all employees working on a City contract, regardless of the number of hours worked, would be
covered by the Minimum Compensation Ordinance. :

SAN FRANCISCO BOARD OF SUPERVISORS - o 'BUDGET AND LEGISLATIVE ANALYST
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‘contractors with the City to pay minimum compensation of $16.86 per hour as of July 1, 2018,
or $1.86 per hour more than the minimum wage of $15.00 per houir.

According to estimates by the Controller’s Office, the estimated cost to the City to apply the
minimum compensation of $16.86 per hour (or $1.86 per hour above the minimum wage) to
nonprofit and public contracts is $44 million in FY 2018-19, as shown in the Table below. If the
Board of Supervisors were to approve a minimum compensation amount of less than $1.86 per
hour above the minimum wage, the costs to the City would be less, ranging from $18 million for
an increase of $0.50 to $38 million for-an of $1.50, as shown in the Table below.

Table: Estimated Costs of Minimum Compensation f‘o'r; Nonprofit and Public Contract
Employees in FY 2018-19

Hourly Rate Above Minimum Wage

$0.50 $1.00 $1.50 $1.86
In Home Supportive Services - Wage Increase $6,000,000 $12,000,000 $18,000,000 $22,000,000
In Home Supportivé Services - Paid Time Off 9,000,000 9,000,000 9,000,000 9,000,000
Nonprofit Providers - City's Direct Contract Cost 3,000,000 700,000 - 11,000,000 13,000,000

Total $18,000,000 $21,700,000 $38,000,000 $44,000,000

Source: Controller

RECOMMENDATIONS

1. Amend the proposed ordinances to clarify that the approval of the minimum
compensation rate is not retroactive.

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

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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Item 32 Department:
File 17-0538 Office of Labor Standards Ehforceent

EXECUTIVE SUMMARY.

Legislative Objectives

File 17-0538 is an ordinance amending Administrative Code Section 12P to increase the
minimum compensation for employees of (a) .nonprofit organizations having contracts with
the City to $16 per hour as of July 1, 2019, plus an amount corresponding to the prior year’s |-
increase in the Consumer Price Index (CPl); and (b) public entities, including In Home
Supportlve Services (IHSS) to $17 per hour on the 60" day after enactment of the ordinance.
The minimum compensation amount for employees of nonproflt organizations and public

“entities would increase each year on July 1 by the CPI. ’

_ _ Key Points

e The City's Minimum Compensation Ordinance requires City contractors to pay their
covered employees no less than the minimum hourly compensation rate. The Board of
Supervisors adopted Ordinance 232-18 in October 2018, setting minimum compensation
for employees of for-profit contractors with the City as of November 3, 2018 at $17 per
hour, which is $2 per hour more than the San Francisco minimum wage of $15 per hour.

e The proposed ordinance sets minimum compensation for employees of nonprofit
organizations at $16 per hour as of July 1, 2019, plus a CPI adjustment. The minimum
compensation for IHSS employees would be set at $17 per hour, 60 days after approval.

e The ordinance also establishes working group to advise the Mayor and the Board of
Supervisors on (a) wage equity between employees of nonprofit organizations working on
City contracts who are paid minimum compensation and other employees of the
nonprofit organizations; and (b) the impact of wage compaction.

Fiscal Impact

e According to the Controller’s October 15, 2018 memorandum, the estimated increased
cost to.n‘onprofit organizations in FY 2019-20 to incréase minimum compensation to $16
per hour (approximately $0.50 per hour more than the estimated minimum wage on July

.1, 2019 of $15.50 per hour) is SSOO 000. If nonprofit organizations increased the wages of
higher-paid workers to maintain wage differentials and reduce wage compaction, the
estimated costs to nonprofit organizations in FY 2019-20 is at least $3.5 million. v

e As a result of SB 90 (2017), the State of California implemented a new county
maintenance-of-effort in FY 2017-18 for the In Home Supportive Services (IHSS) program,
increasing counties’ contributions to IHSS costs. The proposed minimum compensation of
$17 per hour paid to IHSS workers, which is $2 per hour more than the current minimum
wage of $15 per hour, will increase San Francisco’s maintenance of effort. The Human
Services Agency is finalizing estimates on the impact of the proposed minimum
compensation increase on San Francisco’s maintenance of effort. We will review these
and provide estimates to the October 23, 2018 Board of Supervisors meeting.

' Recommendation .
° Approval of the proposed ordinances is a policy matter for the Board of Supervisors. -

SAN FRANCISCO BOARD OF SUPERVISORS : BUDGET AND LEGISLATIVE ANALYST .
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| TMANDATE STATEMENT'V
City Charter Section 2.105 states that the Board of Supervisors shall act only by written
“ordinance or resolution. ‘

Administrative Code Section 12P, known as the “Minimum Compensatlon Ordinance”, requires
City contractors to pay minimum compensatlon to employees.

BACKGROUND

The City currently has.a Minimum Compensation Ordinance that reéquires City contractors to
" provide their covered employees with no less than the minimum hourly compensation rate. The
Minimum Compensation Ordinance was adopted by the Board of Supervisors in August 2000
and covers City coritracts with nonprofit corporations, public entities and for-profit companies.
Covered contracts include: professional services, construction, grants, Airport leases (including
concession leases), and subcontracts.

The Minimum Compensation Ordinance requires covered contractors fo:

e. Pay a minimum wage to all covered employees® who work at least 4 hours per week;
and :

e Provide 12 days of paid holidays and other leave per year if the employee works full
time for one year.

The Board of Supervisors adopted Ordinance 232-18 in October 2018, setting minimum
compensation for employees of for-profit contractors with the City as of November 3, 2018 at
$17 per hour. The minimum compensation paid by City for-profit contractors is $2 per hour
more than the San Francisco minimum wage of $15 per hour.

| DETAILS OF PROPOSED LEGISLATION.

File 17-0538 is an ordinance amending Administrative Code Section 12P to increase .the
minimum compensation for employees of (a) nonprofit organizations having contracts with the
City to $16 per hour as of July 1, 2019, plus an amount corresponding to the prior year’s
increase in the Consumer Price Index (CPl); and (b) public entities, including In Home Supportive
Services (IHSS) to $17 per hour on the 60™ day after enactment of the ordinance.

The minimum compensation amount for employees of nonproflt organizations and pubhc
entities would increase each year on July 1 by the CPI.

The ordinance also establishes working group to advise the Mayor and the Board of Supervisors
on (a) wage equity between employees of nonprofit organizations working on City contracts-
who are paid minimum compensation and other employees of the nonprofit organizations; and
(b) the impact of wage compaction, or reduction in the differential wages between workers
receiving minimum compensation and higher-paid workers. The working group would be made

' Exempted employees include summer interns and participants in after-school programs, trainees and disabled
workers as defined by federal regulations, and volunteers '

* SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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up of representatives from the Controller’s Office, Department of Public Health and Human
Services Agency, nonprofit orgamzatlons and labor organizations. ‘

FISCAL IMPACT

Estimated costs to nonprofit organizations

According to the Controller’s October 15, 2018 memorandum to the Board of Supervisors, the
estimated increased cost to nonprofit organizations in FY 2019-20 to increase minimum
compensation on July 1, 2019 to $16 per hour (approximately $0.50 per hour more than the
. estimated minimum wage on July 1, 2019 of $15.50 per hour) is $500,000. If nonprofit
organizations increased the wages of higher-paid workers to maintain wage differentials and
reduce wage compaction, the estlmated costs to nonprofit organizations in FY 2019-20 is at
least $3.5 million.

The estimated increased cost to nonprofit organizations in FY 2019-10 to increase minimum
compensation on July 1, 2019 to $16.50 per hour {which adds a CPI adjustment of 3.3 percent -
to the $16 per hour minimum compensation) is $1.3 million. If nonprofit organizations
increased the wages of higher-paid workers to reduce wage compaction, the estimated costs to
nonprofit organizations in FY 2019-20 is at least $7.0 million.

These estimates include costs to nonprofit organizations for employees working on City
contracts but do not include potential costs due to wage increases for employees not working
on City contracts. The City would have discretion on whether to fund the increased costs to
nonprofit organizations due to increased minimum compensation or require nonprofit
- organizations to absorb the increased costs. ' '

Estimated costs to In Home Supportive Services

As a result of SB 90 (2017) the State of Cahfornla implemented a new county maintenance- of— '
effort in FY 2017-18 for the In Home Supportive Services (IHSS) program, increasing counties’
contributions to IHSS costs. The proposed minimum compensation of $17 per hour paid to IHSS
workers, which is $2 per hour more than the current minimum wage of $15 per hour, will
increase San Francisco’s' maintenance of effort. The Human Services Agency is finalizing
estimates on the impact of the proposed minimum compensation increase on San Francisco’s
maintenance of effort. We will review these and provide estimates to the October 23, 2018
Board of Supervisors meeting.

RECOMMENDATION

Approval of the proposed ordinance is a policy matter for the Board of Supervisors.

SAN FRANCISCO' BOARD OF SUPERVISORS 4 BUDGET AND LEGISLATIVE ANALYST
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Introduction Form 505
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By a Member of the Board of Supervisors or Mayor

I hereby submit the following item for introduction (select only one): ¥ ,Z%ﬂ or meeting date

[] 1. For reference to Committee. (An Ordinance, Resolution, Motion or Charter Amendment).
[ 1 2. Request for next printed agenda Without Reference to Committee. |

[ ] 3. Request for hearing on a subject matter at Committee.

4. Request for letter beginning :”Supervisor inquiries"
5. City Attorﬁey'Requést. |

6. Call File No. [170538 | from Committee.

7. Budget Analyst request (attached written motion).

_GO
E‘Q
;_‘

9. Reactivate File No.

Ooodxy U

10. Topic submitted for Mayoral Appearance before the BOS on

.ease check the appropriate boxes. The proposed legislation should be forwarded to the fdllowing:

[ ]Small Business Commission [ 1 Youth Cofnmission "~ []BEthics Commission
[ ]Planning Commission | [ ]Building Inspection Commission
Note: For the Imperative Agenda (a resolution not on the printed agenda), use the Imperative Form.

Sponsor(s):

Fewer; Kim, Ronen, Yee

Subject: -

Administrative Code - Increasing the Minimum Compensation Hourly Rate

The text is listed:

Ordinance amending the Administrative Code to increase the minimum hourly compensation rate for employees of
City contractors $16.86 per hour on July 1, 2018, and followed thereafter by annual cost-of-living increases; and to
{require that City contractors pay the minimum hourly compensation rate to employees who perform any work funded
under an applicable contract with the City. '

Signature of Spon’sorihg Supervisof: M A &u/ W\

- Clerk's Use Only
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