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RECOMMENDATION 

a. Adoption of a resolution: 

1. Authorizing the Director of Finance to negotiate and execute an agreement with 
Public Resources Advisory Group ("PRAG) to serve as the City General 
Financial Advisor for the term of February 27, 2007 to June 30, 2010 in an 
amount not to exceed $150,000, with two (2) one-year options for extension 
through June 30,2012, subject to annual appropriation of funds for fiscal year 
2007-08 through fiscal year 2011-12. 

2. Authorizing the Director of Finance to negotiate and execute an agreement with 
Fullerton &Friar, Inc. and PRAG to jointly serve as the Airport General Financial 
Advisor to the Norman Y. Mineta San Josi International Airport ("Airport") for 
the term of February 27,2007 to June 30,2010 in an amount not to exceed 
$500,000, with two (2) one-year options for extension through June 30,2012, 
subject to annual appropriation of funds for fiscal year 2007-08 through fiscal 
year 2011-12. 

3. Authorizing the Director of Finance to negotiate and execute an agreement with 
Ross Financial to serve as an Affordable Housing Program General Financial 
Advisor for the term of February 27,2007 to June 30,2010 in an amount not to 
exceed $165,000, with two (2) one-year options for extension through June 30, 
2012, subject to annual appropriation of funds for fiscal year 2007-08 through 
fiscal year 2011-12. 
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4. Authorizing the Director of Finance to negotiate and execute an agreement with 
CSG Advisors to serve as an Affordable Housing Program General Financial 
Advisor for the term of February 27,2007 to June 30,2010 in an amount not to 
exceed $165,000, with two (2) one-year options for extension through June 30, 
2012, subject to annual appropriation of funds for fiscal year 2007-08 through 
fiscal year 201 1-12. 

b. Accept this report identifying the pools of eligible financial advisors for general 
obligation and lease revenue financings, affordable housing financings, and land-secured 
financings to be used for the ~ e l e c t i o ~ o f  financial advisorcfor a v&ty of bond 
financing projects for the period from February 27,2007 to June 30,2012. 

OUTCOME 

Approval of these recommendations will allow the City to obtain general financial advisory 
services for the general obligation, lease revenue, airport, and affordable housing financing 
programs. Additionally, establishing pools of prequalified financial advisory firms will facilitate 
the selection of financial advisors for specific bond financing projects. 

EXECUTIVE SUMMARY 

The Finance Department issued a Request for Proposals ("RFP") in December 2006 for financial 
advisory services. The services solicited through the RFP process included City General 
Financial Advisor, Airport General Financial Advisor, Affordable Housing Program General 
Financial Advisor, and financial advisory pools for three specialized financing areas as noted 
below. The RFP was distributed to eighty-nine (89) financial advisory and investment banking 
firms, posted on the City's BidLine, notice of the RFP was posted on the Airport's website, and 
an advertisement was placed in The Bond Buyer (the national industry trade publication for 
public finance). Thirteen (13) firms responded to the RFP with ten (10) of those firms 
submitting proposals for multiple engagements. Three cross departmental teams evaluated the 
written proposals and interviewed firms for the general financial advisory engagements. Firms 
making proposals for the financial advisory pools were evaluated solely on the basis of their 
written proposals using the same criteria and weighting that were used for the written portion of 
the general financial advisory engagements. 

As a result of the competitive process, staff recommends Public Resources Advisory Group 
("PRAG") to serve as the City General Financial Advisor, Fullerton & Friar, Inc. and PRAG to 
jointly serve as the Airport General Financial Advisor, and Ross Financial and CSG Advisors to 
each serve as an Affordable Housing Program General Financial Advisor. Additionally, staff has 
selected firms for three specialized financial advisory pools: general obligation and lease revenue 
financings, affordable housing financings, and land-secured financings (improvement districts 
and community facilities districts). 
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The general financial advisory services contracts will be paid on a time and materials basis under 
a 40-month agreement with two (2) one-year options for extension, subject to annual 
appropriation of funds. The financial advisory firms selected for general financial advisory 
engagements are also eligible to serve as financial advisor on any debt issued by the City or 
related entities. Services related to the issuance of bonds are expected to be provided for under 
separate fixed-fee agreements in which compensation is contingent upon the successful 
completion of the sale of bonds and will be paid from the bond proceeds. 

BACKGROUND 

The City anticipates issuing bonds for a variety of projects and developing debt management 
policies over the course of the next five years. In anticipation of these projects, the Finance 
Department elected to issue a Request for Proposals ("RFP) for financial advisory services in a 
number of specialized financing areas. The RFP sought proposals for services as the City 
General Financial Advisor, the Airport General Financial Advisor, the Affordable Housing 
Program General Financial Advisor, and for the formation of financial advisory pools in the 
following areas: general obligation and lease revenue financings, affordable housing financings, 
and land-secured financings (improvement districts and community facilities districts). Firms 
were invited to respond in the areas in which they had the most expertise and experience. 

The Finance Department distributed the RFP to eighty-nine (89) experienced financial advisory 
and investment banking firms, posted the RFP on the City's BidLine, posted a notice for the RFP 
on the Airport's website, and advertised the RFP in The Bond Buyer, the national industry trade 
publication for public finance. The firms were invited to respond to the RFP for the three 
general financial advisory engagements noted above and for establishing the financial advisory 
pools. The pools will allow the City to select financial advisors for bond financing projects 
without having to undertake a new RFP process for each project. The City has successfully 
selected financial advisors using this method since 1996 for multifamily housing financing 
projects and since 2001 for all other debt financings; expediting city project financings and 
making the process more efficient. 

ANALYSIS 

Evaluation Process 

The City received responses from thirteen (13) firms to the RFP for financial advisory services. 
The evaluation committees, which consisted of representatives from the Departments of Finance, 
Airport, Housing, and Public Works, the Redevelopment Agency, and the City Manager's 
Office, evaluated the written responses. The proposals were evaluated using the following 
criteria and weighting: 
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Evaluation Criteria Points 
Response to Proposal Requirements 30 
Experience and capabilities 
Customer Satisfaction and Firm Reputation 
Other Factors* 
Local Business Enterprise Qualification 
Small Business Enterprise Qualification 

'L Ability to comply with City Form of Agreement, fee proposal, and proposal quality. 

None of the proposing firms applied for either the Local Business Enterprise preference or the 
Small Business Enterprise preference. 

General Financial Advisory Engagements 

Based on the evaluations of the proposals, three firms were invited to the interview for each of 
the three general financial advisory engagements: City General Financial Advisor, Airport 
General Financial Advisor, and Affordable Housing Program General Financial Advisor. For 
each assignment, the interview panels consisted of the same staff who evaluated the written 
proposals. To reflect each firm's performance in the interview, panelists increased or decreased 
the scores that they had originally assigned in the "Response to Proposal Requirements" and 
"Other Factors" categories by a maximum of 25%. Therefore, after considering the oral 
interviews the maximum points allowed increased to 110 (including the smallflocal business 
qualification). 

Additionally, Staff conducted reference checks on all of the firms that were interviewed; 
verifying the services provided by the firm to each reference and the reference's overall 
satisfaction with the firm's performance. The reference check process was incorporated into the 
evaluation on a passlfail basis where firms failed the reference check if the claims in their 
proposal were substantially different than the information verified by their references. None of 
the firms failed the reference check process. 

Staff recommends that each of the selected general financial advisors serve for the term of 
February 27,2007 to June 30,2010 with two (2) one-year options to extend the respective 
agreements. Exercise of the options would extend the term of the agreements to June 30,2012. 

The hourly rates during the option years will be the same as those during the initial term for each 
agreement; however, the total compensation would be adjusted based on the estimated annual 
workload during the option years. Staff recommends that the Director of Finance be authorized 
to exercise the options to extend the term and increase the annual compensation, subject to 
annual appropriation of funds by the Council. In any year, whether during the initial term or 
during an extension, if sufficient funds are not appropriated to pay the compensation specified 
under the agreement for that fiscal year, then the agreement will automatically terminate. 
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The financial advisory firms selected for general financial advisory engagements are eligible or 
expected to serve as financial advisor on debt issued by the City or related entities as noted under 
the respective assignment heading below. Services related to the issuance of bonds are expected 
to be provided for under separate fixed fee agreements in which compensation is contingent upon 
the successful completion of the sale of bonds and will be paid from bond proceeds. 

The following sections summarize the results of the evaluation process for each of the financial 
advisory engagements and financial advisory pools. 

City General Financial Advisor 

Staff recommends the firm Public Resources Advisory Group ("PRAG) to serve as the City 
General Financial Advisor. Evaluation results for the three firms interviewed are summarized 
below. A fourth firm, Alta Capital Group, submitted a proposal for the City General Financial 
Advisor engagement; however, that firm had no California financial advisory experience and 
was not invited to interview. 

The total compensation through June 30,2010 is not to exceed $150,000, subject to annual 
appropriation of funds for fiscal year 2007-08 through fiscal year 201 1-12. The compensation 
through June 30,2010 for the initial term of the agreement includes approximately four months 
of service in the current fiscal year, for which the Finance Department has budgeted $15,000. 
PRAG will be eligible to serve as the financial advisor on any debt issued by the City or related 
entities; however, the Finance Department may elect to use a financial advisory firm from the 
pools as noted below. 

Airuort General Financial Advisor 

Staff recommends the firms Fullerton & Friar and PRAG, who submitted a joint proposal, to 
jointly serve as the Airport General Financial Advisor under a single agreement with the City. 
Evaluation results for the three firms interviewed are summarized below. 
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The total compensation through June 30,2010 is not to exceed $500,000, subject to annual 
appropriation of funds for fiscal year 2007-08 through fiscal year 2011-12. The compensation 
through June 30,2010 includes approximately four months of service in the current fiscal year, 
for which the Airport Department currently has budgeted $200,000. It is anticipated that the 
$200,000 will not be fully expended in the remaining four months of this fiscal year. Fullerton 
& Friar and PRAG are expected to serve as financial advisor on any Airport debt issued by the 
City; however, the City reserves the right to select financial advisors for specific debt financing 
projects through separate RFP processes. 

Affordable Housinf Propram General Financial Advisor 

Staff recommends the firms Ross Financial and CSG Advisors to each serve as an Affordable 
Housing Program General Financial Advisor under two separate agreements. Ross Financial is 
particularly well qualified to assist in developing bonding strategies and in securing State 
funding for new projects, while CSG Advisors offers greater expertise in assisting the Housing 
Department in developing long-range plans such as the Five-Year Plan. Evaluation results for 
the three firms interviewed are summarized below. 

The total compensation through June 30,2010 is not to exceed $165,000 for each firm, subject to 
annual appropriation of funds for fiscal year 2007-08 through fiscal year 2011-12. The 
compensation through June 30,2010 includes approximately four months of service in the 
current fiscal year, for which the Housing Department has budgeted $15,000. Ross Financial 
and CSG Advisors will each be elieible to serve as the financial advisor on anv housing revenue - - 
debt or housing set-aside tax allocation bonds issued by the City or the Redevelopment Agency; 
however, the Finance Department may elect to use a financial advisory firm from the pool as 
noted below. 
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Financial Advisory Pools 

The City has successfully utilized a pool structure to select firms for financial advisory 
engagements since 1996 for multifamily housing financing projects and since 2001 for all other 
debt financings. Use of pools shortens the financing timeline, which is particularly important 
when quick entry into the market is critical. Furthermore, this structure makes better use of staff 
resources by using a single competitive process in lieu of conducting a separate RFP for each 
engagement. 

The City requested proposals for three specialized financial advisory pools: General Obligation 
and Lease Revenue Financing, Affordable Housing Financing, and Land-Secured Financing. 
Firms were evaluated solely on the basis of their written proposals. The evaluators utilized the 
same criteria and weighting as for the written portion of the general financial advisory 
engagements. 

Financial advisors for specific financing engagements will be selected from the pools by the 
Director of Finance based evaluations conducted by Finance Department staff using the 
following criteria: 

Experience in type of financing proposed; 
Timeline to complete the project; 
Size of the project; 
Complexity of the bond financing; 
Distribution of business among members within each financial advisor pool 

Services related to the issuance of future bonds are expected to be provided for under flat-fee 
agreements in which compensation is contingent upon the successful completion of the sale of 
bonds and will be paid from bond proceeds. 

As part of the selection process, the City reserved the right to expand the eligibility list, approve 
the appointment of substitute consultant staff to serve the City, extend the term of the eligibility 
list beyond 2012, or terminate the eligibility list prior to June 30, 2012. Additionally, the City 
reserves the right to solicit additional information from firms in the pool prior to making a 
selection for a particular engagement. 

General Obliaation and Lease Revenue Financirzps 

In 2000 and 2002, the voters approved three ballot measures (Measures 2000 0 and P and 
Measure 2002 0 )  that authorize total issuance of $598,820,000 of general obligation ("GO) 
bonds for library, parks, and public safety projects which are secured by the taxing power of the 
City. As of June 30,2006, the City of San Jos6 had issued $457.49 million of GO bonds and the 
City anticipates issuing additional series of GO bonds to further fund existing and upcoming 
projects. 
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The City of San Jos6 Financing Authority issues lease revenue debt to assist the City with the 
financing of public capital improvements. Bonds and notes issued by the Authority are repaid 
through revenues generated by the financed facilities or assets, or lease payments from the City 
for the use of specified facilities, which in some cases are different from those that were 
financed. The City currently has seventeen outstanding lease revenue bond series as well as a 
lease revenue commercial paper program. The City anticipates issuing lease revenue bonds in 
2007 to redeem the commercial paper issued to finance the 4th and St. John Parking Garage 
project as well as financing other upcoming projects. The City also anticipates evaluating bond 
issues for current and advanced refunding opportunities that provide an economic savings and 
are consistent with the City's overall debt portfolio management strategy. 

There were eight (8) firms that applied for the General Obligation and Lease Revenue Financing 
pool. Of these firms, the following six (6) were selected to participate in the pool: 

First Southwest 
KNN 
Public Financial Management 
PRAG 
Ross Financial 
Stone & Youngberg 

Two of the firms that applied were not selected for the pool. Alta Capital Group was not 
selected for the pool because their proposal did not indicate any previous California experience 
as a financial advisor on general obligation or lease revenue bond financings: Grigsby & 
Associates was not selected for the pool because their proposal did not indicate experience as a 
financial advisor on general obligation or lease revenue bond financings since January 1,2002. 

Affordable Housina Financiltgs 

In order to assist the City of San Josi's low and moderate income families, the City actively 
works to maintain and expand the affordable housing supply within the City. The main source of 
funds for the City's affordable housing program is 20% Low and Moderate Income Housing 
Funds from the Redevelopment Agency. Two additional tools the City utilizes to promote this 
objective are bonding the housing set-aside funds through the issuance of tax allocation bonds 
("TABS") and issuance of multifamily housing revenue bonds. 

Since November 1985, the City has issued $685,904,000 of multifamily housing revenue bonds 
for the City's multifamily housing program, which has financed 5,386 affordable housing units. 
As of June 30,2006, the total principal amount of the bonds outstanding for the housing program 
was $533,854,447. It is important to note that in addition to conduit financing through 
multifamily housing revenue bonds, there are other vehicles available to the City for assisting 
with financing of affordable housing units, including loans, grants, and 9% tax-credits. 
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There were seven (7) firms that applied for the Affordable Housing Financings pool. Of these 
firms, the following five (5) were selected to participate in the pool: 

CSG Advisors 
E. Wagner & Associates 
Gtahata & Co 
Public Financial Management 
Ross Financial 

Grigsby & Associates was not selected for the pool because their proposal did not indicate any 
Califomia affordable housing financial advisory experience more recent than 1996. PackerKiss 
Securities was not selected f i r  the pool because their proposal did not indicate any previous 
Califomia experience as a financial advisor on affordable housing financings. 

The City has historically used special districts to fund capital improvements and to some extent 
operation and maintenance costs. The City currently has four community facilities district and 
three improvement district bond issues outstanding. Finance Department staff anticipates that 
the City may issue special tax bonds in fiscal year 2006-07 to finance the construction of certain 
flood control improvements necessary for development in the North Coyote Valley. 

There were six (6) firms that applied for the Land-Secured Financings pool. Of these firms, the 
following five (5) were selected to participate in the pool: 

CSG Advisors 
E. Wagner & Associates 
KNN 
Public Financial Management 
Stone & Youngberg 

Grigsby & Associates was not selected for the pool because their proposal did not indicate any 
previous assessment or community facilities district financial advisory experience. 
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PUBLIC OUTREACHfINTEREST 

The RFP for financial advisory services was sent to eighty-nine (89) financial advisory and 
investment banking firms throughout the United States, posted on the City's BidLine and the 
Airport's website, and advertised in The Bond Buyer, the national industry trade publication for 
public finance. 

Criteria 1: Requires Council action on the use of public funds equal to $1 million or 
greater. (Required: Website Posting) 

0 Criteria 2: Adoption of a new or revised policy that may have implications for public 
health, safety, quality of life, or financial/economic vitality of the City. (Required: E- 
mail and Website Posting) 

0 Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that 
may have impacts to community services and have been identified by staff, Council or a 
Community group that requires special outreach. (Required: E-mail, Website Posting, 
Community Meetings, Notice in appropriate newspapers) 

COORDINATION 

This report has been prepared by the Finance Department in coordination with the Housing 
Department, Airport Department, and the City Attorney's Office. 

FISCALPOLICY ALIGNMENT 

This action is consistent with the following General Budget Principles: "We must focus on 
protecting our vital core city services for both the short- and long-term" and "We must continue 
to streamline, innovate, and simplify our operations so that we can deliver services at a higher 
quality level, with better flexibility, at a lower cost". 

COST SUMMARYlIMPLICATIONS 

Compensation for the City General Financial Advisor will be paid from the Finance 
Department's non-personal budget, subject to annual appropriation of funds. Total 
compensation is not to exceed $150,000 through June 30,2010. 

Compensation for the Airport General Financial Advisor will be paid from the Airport's Non- 
Personal/Equipment Fund, subject to annual appropriation of funds. Total compensation is not 
to exceed $500,000 through June 30,2010. 

Compensation for the Affordable Housing Program General Financial Advisors will be paid 
from the Housing Department's non-personal budget, subject to annual appropriation of funds. 
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Total compensation is not to exceed $165,000 for each firm (for a total of $330,000) through 
June 30,2010. 

All financial advisory work for bond-specific projects will be provided for under separate fixed- 
fee agreements in which compensation is contingent upon the successful completion of the sale 
of bonds and will be paid from bond proceeds. 

BUDGET REFERENCE 

Airport CEQA Reference: Resolutions No. 67380 and 71451, PP# 07-022 

For questions, please contact David Persselin, Debt Administrator, at (408) 535-7012. 




