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RECOMMENDATION

Accept this status report on the Department of Energy Solar America Initiative and on the
proposed work plan for identification and implementation of solar energy projects for City
facilities.

OUTCOME

Acceptance of this staff report, including the work plan responds to the Committee direction of
August 27,2007, to return to the Committee in December 2007 with results and recommendation
from the Department of Energy Solar America technical assessment of solar projects for City
facilities, and will allow staff to continue and expand efforts to identify and implement solar
projects for City facilities.

BACKGROUND

One of the goals of the Council-adopted Sustainable Energy Policy in April of 2003 and
subsequent annual action plans has been to "Encourage the development and use of renewable
energy sources and alternative fuels." More recently, the goal of reducing per capita energy use
by 50% and receiving 100% of our power from renewable energy sources within 15 years was
outlined in the Green Vision for San Jose.

On August 27,2007, staff provided an overview of the activities underway regarding solar
electric generation systems both for installation on City facilities and complementary activities
within the community. The Committee accepted the staff report on these activities and
recommended that staff be directed to return to the Committee in December 2007 with results
and recommendations based on technical assessment of solar on City facilities and the
recommendations from the Department of Energy Solar America Initiative technical assistance
project.
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ANALYSIS

Department of Energy (DOE) Solar America Initiative--Technical Assessment

The City of San Jose was one of three cities selected nation-wide to receive this assistance from
the DOE as a result of a nation-wide request for proposals. High priority City facilities,
including: Las Plumas/EcoPark, Convention Center, Children's Discovery Museum and
associated VTA structures, Central Service Yard (buildings, land and parking structures),
Employee Parking Garage, Hi> Pavilion, and the Water Pollution Control Plant will receive the
following services:

• Site Evaluation

Determination of appropriate solar system size;

Power production potential and annual energy savings estimate

Conceptual layout of system;

Cost estimate of conceptual design; and

Life cycle economic analysis

• Financial Assessment

Technical evaluation of financing options for funding the types of solar installations
recommended in the site evaluation, including conventional funding, energy savings
performance contracts, third-party power purchase agreements, and utility energy
savings contracts, and recommended option(s) for the City of San Jose to pursue. The
evaluation will include City of San Jose's long-term liability related to the solar
installation for each option considered, including capital costs, operating costs, inflation,
tax credits, accelerated depreciation, renewable energy certificate values, grants, selling
price of electricity to utility if applicable, and life-cycle cost analysis.

Evaluation of potential procurement approaches to determine what would be most cost
effective and productive for the City of San Jose, such as grouping projects together
under one solicitation.

The Department of Energy Technical Team has estimated that it would take approximately three
months to complete their assessment of solar opportunities and financing options. They have
indicated a start date of early December. Following receipt of that report, staff would return to
the Transportation and Environment Committee with their analysis of the opportunities and
recommendations for the City. In addition, staff is assisting with the development of an
implementation plan for the City's Green Vision. A spring 2008 (April) report to the Committee
is anticipated at this time.

Work Plan for Assessing and Implementing Solar Projects on City Facilities
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Since the August 2ih T&E Committee report, staff has identified a series of action items to
assess the solar potential for City facilities and implement viable solar projects. Those actions
include:

III preparing a complete inventory of city facilities and buildings

III preparing a preliminary assessment of the solar potential on selected city facilities

III identifying available incentives and rebates

III obtaining sufficient teclmical information on potential solar projects to allow for a full
evaluation of financing options.

Inventory of City Facilities

Staff broadly assessed City facilities for their solar potential. This revealed the following:

III There are over 500 City owned facilities. Some are operated by other organizations under
maintenance and operations agreements or other arrangements. Some are owned as
'enterprises' (such as the Airport, the Water Pollution Control Plant).

• City-owned facilities are managed by at least six different departments within the City
(General Services, Public Works, PRNS, DOT, ESD).

• City facilities are subject to a variety of existing use agreements and other restrictions
that can impact how improvements to the facility may be financed.

A complete inventory of City facilities is in the process of being compiled. Staff will also
continue to integrate the solar activities and assessment with the City's adopted Green Building
program for new and existing city facilities, along with programs and technical assistance for the
private sector.

Staff is also planning to utilize existing resources to secure contractor/consultant assistance with
the inventory and data review and evaluation of the inventoried facilities against a set of criteria
useful for determining their suitability and priority for solar energy, as well as assessing the most
appropriate method for financing the City's investment in solar energy.

Preliminary Assessment of Solar Potential

Staff has conducted a broad assessment of the solar potential on facilities with an overall
footprint of more than 20,000 square feet. This initial list of about 25 facilities was developed
with the assumption that these facilities would be likely to have higher energy costs, and thus
gain cost efficiencies and reductions with the installation of solar. The results of rough estimates
were that there was 6 megawatts of potential solar at a total cost of $48M, up to $40M after
rebates from the California Solar Initiative Program. However, these rough estimates need to be
supplemented with information regarding the facility's structural suitability, roof availability (no
equipment currently on the roof preventing solar installations), current energy costs, long tenn
life of the building (is it scheduled for rehabilitation, etc.), size, location and engineer's cost
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estimate for recommended solar project; and existing use agreement and restrictions. This will
require an additional investment of staff time and coordination among multiple departments.

Identification of Available Incentives and Rebates

Staff has also conducted a preliminary inventory of currently available incentives and rebates for
both energy efficiency improvements and solar projects. These need to be considered together,
as energy efficiency improvements must be implement at a facility before it will qualify for a
solar project incentive.

• California Solar Initiative (CSI)
For local governments, the California Solar Initiative offers an up-front cash incentive of
up to $3.25/watt, and a performance-based incentive of up to $0.50/megawatt-hour
(MWh) for solar systems installed on tax-exempt governmental facilities that are
ineligible for federal solar tax credits. As indicated above, the rough estimate of funding
available to the City from solar projects on the identified 25 facilities larger than 20,000
square feet is up to $8 million. The amount of the CSI rebate declines as the number of
solar installations increases. At present, the CSI rebate rate for tax-exempt government
facilities is $2.65/watt.

• State Requirements for Energy Efficiency Prior to Solar Installations

Effective September 2007, within the California Public Utilities Commission Solar
Program Handbook, any facility being equipped with solar energy generation that
receives rebates or incentives from the State, directly or indirectly, must undergo an
energy audit, report the findings of the audit and in coordination with the solar system
installation must commit to making any necessary changes to address the energy audit
findings. Therefore, as part of any City-wide solar initiative, City buildings must
undergo audits and install required efficiency measures prior to installation of solar
systems. This will also provide lasting energy savings, and will reduce the solar system
size and cost.

Most facilities have not undergone an energy audit and implemented energy conservation
measures, as required in order for solar installations to be eligible for the CPUC rebates
and incentives. Therefore, as part of any City-wide solar initiative, City buildings must
undergo audits and install required efficiency measures prior to installations of solar
systems in order to be eligible for associated rebates or other incentives. That work is
underway

Several City facilities are receiving energy efficiency audits and upgrades through a
partnership with PG&E and the Association of Bay Area Governments (ABAG) Energy
Watch Partnership program. These include several community centers, fire stations,
pools and the Maybury Yard for which funding had been previously allocated within the
City's Building Energy Efficiency Projects Fund. Implementation of these listed projects
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is pending and anticipated by the end of the year. Additional projects and audits being
conducted over the next year include the City's computer and server savings potential,
the selected facilities for the DOE Solar America Initiative, and other high-energy using
city facilities.

Past energy efficiency measures have resulted in significant rebates, which have been
used to establish Building Energy Efficiency Fund. An existing appropriation in the
2007-2008 budget for additional efficiency measures is funding those under current
consideration. Initial findings are that there could be additional opportunities for
significant cost effective energy savings. Staff is also investigating other sources of funds
from PG&E , Public Utilities Commission or other agency sources, and will be preparing
final reports and recommendations.

Obtaining Sufficient Technical Infonnation to Allow Full Evaluation of Financing Options

There are a wide variety of options for funding and financing public improvements, including
solar projects, and there are some financing options specifically for solar projects. Further, more
than one option may be used for large projects and not all options are available for all projects.

Full evaluation of the appropriate financing options for solar projects requires the development
of facility specific teclmical information regarding structural suitability, roof availability (no
equipment currently on the roof preventing solar installations), current energy costs, long term
life of the building (is it scheduled for rehabilitation, etc.), size, location and engineer's cost
estimate for the recommended solar project; and existing use agreement and restrictions. In
addition to developing this information for the dozen facilities involved in the DOE and ABAG
programs, staff will also be using the results of the evaluation of the inventoried facilities to
identify additional facilities and potential financing options for further investigation.

The following is a brief summary of some of the mechanisms that have been used by other
agencies for financing solar projects.

Financing Option Description

Power Purchase Agreements Private entities finance the installation of Photovoltaic (PV) equipment
(PPAs) and provide operations and maintenance (O&M) through long term

contracts power purchase agreements (PPA), under which the PV system
is privately owned, and the "host" site purchases the electricity. Private
entities can use federal tax credits which can help reduce amount that
must be financed, however private entity cost of funds increases the
amount that must be financed. In addition, existing agreements and
encumbrances could affect the feasibility of this option on some
facilities.

General Obligation Bonds General obligation (GO) bonds must be approved by a 2/3rds vote and
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are repaid by ad valorem property taxes. GO bond proceeds may only be
used to acquire or improve property as described in the ballot language,
and may not be used to pay ongoing operating or maintenance costs.

Revenue Bonds

Loans

Capital Funding

Community Development
Block Grant (CDBG) Funds

Energy Service Companies
"ESCOs"

"Solar" revenue bonds, such as those implemented by the City of San
Francisco, aim to finance improvements through the issuance of bonds
backed by the "revenue" generated by energy savings from
implementing solar. This presumes that energy costs from solar fall
below regular rates and that the difference is sufficient to repay the cost
of the bonds. It is important to note that San Francisco has not been able
to issued any "Solar" revenue bonds under current market conditions.

Private financial institutions offer short 'bridge funding' at approximately
6% to cover the city's up-front costs where known permanent financing
from other sources will be available to repay the loan for the up-front
costs. Public loans through the Califomia Energy Commission (CEC)
are available at 3.95% for up to $3 million per project. Repayment must
be made from energy savings achieved through the project.

City Capital funds to directly pay for the solar installations

The HUD-CDBG program provides annual grants on a formula basis to
entitled cities and counties to develop viable urban communities by
providing decent housing and a suitable living environment, and by
expanding economic opportunities, principally for low- and moderate
income persons. CDBG funds may be used for activities which include,
but are not limited to:

" Rehabilitation of facilities that are publicly owned or owned by
a nonprofit and opened to the general public, including
neighborhood facilities, and special needs shelter facilities;

" public improvements which may include streets and sidewalks,
parks, water and sewer lines, flood and drainage improvements,
parking lots, utility lines, and aesthetic amenities such as trees;

" activities relating to water conservation and the efficient use of
energy resources.

Energy Service Companies (ESCOs) are businesses that develop, install,
and finance projects designed to improve energy efficiency and
maintenance costs for facilities over a seven to twenty year time period.
ESCOs generally act as project developers for a wide range of tasks.
Typically, they offer the following services:

" develop, design, and finance energy efficiency projects;
" install and maintain the energy efficient equipment involved;
" measure, monitor, and verify the project's energy savings;

and,
" are paid based on energy cost savings actually achieved ..

Some ESCOs also bundle solar system implementation with the energy
efficiency services. Competitive bidding requirements and existing
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agreements and encumbrances could affect the feasibility of this option.

Further information from the Department of Energy's Solar America Initiative-Technical
Assessment program will provide preliminary information on financing options for the first
seven facilities to be assessed and will provide a roadmap for evaluating financing options for
additional City facilities.

Staffwill also continue monitoring and researching other municipal programs and financing
options.

Analysis of the associated economic activity generated as a result of the solar installations

Current information, relevant to solar or clean tech, and applicable to this region could not be
located. Staff is still seeking relevant economic activity data from local and state agencies or
non-governmental organizations. This information is closely aligned with the Green Vision
Clean Tech Jobs implementation work plan. Environmental Service staff will be coordinating
with the Office of Economic Development regarding this information.

EVALUATION AND FOLLOW-UP

The Department of Energy Technical Team has estimated that it would take three months to
complete their assessment of solar opportunities and financing options. Following receipt of that
report, staff would return to the Transportation and Environment Committee with their analysis
of the opportunities and recommendations for the City. A spring 2008 (April) report to the
Committee is anticipated at this time that will include results to date of the DOE program, and a
status report on energy efficiency and solar evaluations for additional City facilities.

Staff will implement a data review, informational inventory and evaluation of all 500+ City
owned facilities against a set of criteria useful for determining their suitability and priority for
energy efficiency and solar energy, as well as assessing the most appropriate method for
financing the City's investment in solar energy.

Next Steps

The Spring report to the Committee is anticipated to include:
• DOE Solar America Initiative Report,
• Additional analysis of and recommendations for financing options,
• Updated economic activity estimates,
• Results of energy efficiency audits of City facilities,
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• Identification of additional partnerships or resources,
• The City facility inventory, including a categorization of most appropriate buildings for energy

efficiency measures and solar installations,

PUBLIC OUTREACH/INTEREST

Staff has been in touch with the United States Department of Energy, California Public Utilities
Commission, California Energy Commission, experts within private consulting firms and various
municipal and state governments who have undertaken various combinations of energy
efficiency measures and the installation of solar on facilities, to assist in this program and report.

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

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

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

This memorandum will be posted on the City's website for the December 3, 2007 Transportation
and Environment Committee agenda.

'.
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COORDINATION

This effort was coordinated with the following departments: Finance; General Services;
Purchasing; Attorney's Office; Public Works; Airport; Planning, Building and Code
Enforcement; Housing; Parks, Recreation and Neighborhood Services; and Office of Economic
Development.

John Stufflebean
Director, Environmental Services

For questions, please contact Margaret Bruce, Office of Sustainability Program Manager,
Environmental Services Department, (408) 975-2605.


