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Recommendation: Adopt a Resolution: 1) authorizing the City Manager or the City Manager’s 
designee to execute a 20-year power purchase agreement with SolarCity for up to 1.5 megawatts of 
solar energy for the Fairbairn Water Treatment Plant and the Sacramento Water Treatment Plant; 
and 2) authorizing the City Manager or the City Managers designee to execute an agreement with 
SolarCity to reimburse the City’s estimated expenses for administration and oversight of the 
construction of the project.

Contact: James Christensen, Senior Electrical Engineer, (916) 808-5863; Yvette Rincon, 
Sustainability Program Manager, (916) 808-5827, General Services Department
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Dept ID: 13001021
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6-Exhibit C-- Agreement to Pay Administrative Expenses

_________________________________________________________________________
City Attorney Review

Approved as to Form
Kourtney Burdick
11/29/2011 4:41:20 PM

City Treasurer Review
Reviewed for Impact on Cash and Debt
Russell Fehr
11/22/2011 6:17:52 PM

Approvals/Acknowledgements

Department Director or Designee: Reina Schwartz - 11/23/2011 10:45:35 AM

1 of 59

11

http://www.cityofsacramento.org/


Description/Analysis 

Issue: On March 29, 2011, the City Council approved a 20 year power purchase agreement 
with SolarCity for up to 1.9 megawatts of solar energy on four city owned sites. The project has 
been a great success and this report recommends the City purchase an additional 1.5 
megawatts of solar from SolarCity for the Fairbairn Water Treatment Plant and the Sacramento 
Water Treatment Plant.  Under the proposed agreements, photovoltaic (solar) panels will be 
installed at the City’s Fairbairn Water Treatment Plant and the Sacramento Water Treatment 
Plant. In addition, this report recommends authorization to enter into an agreement with 
SolarCity to reimburse the City for its estimated costs associated with the project.  This project 
has been a partnership between Department of General Services, SMUD, and the U.S. 
Department of Energy. 

Policy Considerations: The City Council has stated its commitment to environmental 
leadership through approval of the Sustainability Master Plan and the revised General Plan. 
This report recommends City Council approve two agreements to buy power from a private 
company, SolarCity, which will install and maintain solar equipment on the Fairbairn Water 
Treatment Plant and the Sacramento Water Treatment Plant. Purchasing solar power will help 
improve overall greenhouse gas emissions in the region.

Environmental Considerations:

California Environmental Quality Act (CEQA): The Environmental Services Manager 
has determined that this project is exempt from the requirements of CEQA pursuant to 
Section 15311, which allows for the construction or replacement of minor structures 
accessory to existing facilities.

Sustainability: Entering into the recommended power purchase agreement is 
consistent with the City’s Sustainability Master Plan goals and is a project identified in 
the 2011 Sustainability Implementation Plan. This project allows for the production of 
clean energy on City facilities.

Commission/Committee Action: Not applicable

Rationale for Recommendation: This project presents the opportunity to support the 
generation of renewable energy, a reduction of greenhouse gases and creation of potential 
financial benefits to the City. It also will benefit our local workforce. SolarCity has a local office 
in Sacramento and has committed to using the local workforce on this project to the extent 
practicable. SolarCity estimates that up to 125 people will be needed to complete this job. 
Upon completion of installation, SolarCity has agreed to submit a letter to the City describing 
the number of local employees that worked on this job and the number of hours worked. This 
information will allow the City to estimate the economic impact of this project.

Financial Considerations: The proposed agreements authorize the City to purchase a total of up to 
1.5 megawatts of solar energy annually from SolarCity for 20 years. As a private company, SolarCity 
is eligible for Federal and State tax incentives that are not available to the City. These tax incentives, 
along with rebates from SMUD, reduce the cost of installation of solar equipment and SolarCity is 
able to pass those savings on to the City. While there are some risks associated with approving a 20 
year agreement, a shorter-term agreement would increase the price for the power purchase to the 
extent that the project would not make financial sense for the City. The 20-year agreement includes 
buy-out options of the solar project at years 6, 10, and 20.
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If the City terminates the agreements before the expiration of the 20-year period, the City would be 
responsible for termination costs for years one to twenty as shown in Exhibit 1, section 9 of both 
Power Purchase Agreements (Exhibit A and B).

SolarCity has based these figures on its net present value of costs associated with the project such 
as expected payments for energy from the City, recapture of tax incentives, recapture of rebates, and 
depreciation benefits.

Under this agreement, the City will bear no upfront capital cost for installation of the solar equipment. 
The City will pay a set amount for the power being generated subject to an escalator of two percent 
per year. In addition, SolarCity will reimburse the City for its estimated costs to administer and 
oversee construction of the project.

In terms of analyzing the financial impacts of this agreement, one critical assumption is the SMUD 
rate increases that may occur over the next 20 years:  even if SMUD rates go don’t go up over the 
next 20 years, both the Fairbairn Water Treatment Plant and the Sacramento Water Treatment Plant 
will be cash flow positive. For more detail on the project financial analysis please see Attachment 1. 

Emerging Small Business Development (ESBD): SolarCity is not certified by the City as an 
emerging/small business.
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Background

In August 2008, the City was awarded a Solar America Cities grant by the Federal 
Department of Energy.  The  City’s commitment under the grant was to solicit a third 
party to install, own and maintain up to 5 megawatts of solar on City facilities with the 
City purchasing the power generated.  

In selecting a vendor to install, operate and maintain these solar systems, the City went 
through a two-step selection process (consistent with the purchasing requirements in 
City code and in the Administrative Policies).  The first part of the process was a 
Request for Qualifications, which was used to identify a short-list of interested firms that 
had the necessary experience, funding and financial stability to complete a 20-year 
project.  An evaluation panel comprised of City staff, County of Sacramento staff, an 
expert from the National Renewable Energy Laboratory and a representative from the 
State Department of General Services selected the top two firms to proceed to the next 
step in the selection process.  In the next step, the City issued a Request for Proposals, 
as part of which each firm had the opportunity to visit each site with City staff to 
understand each facilities’ characteristics and opportunities for solar, and ultimately to 
provide the City with a technically and financially precise proposal. SolarCity was able to 
provide the most technically and financially feasible project to the City. 

The financial analysis for this project takes into account potential SMUD rate increases, 
the decline in the performance of the solar systems over 20 years, and the 2 percent 
annual escalator in the proposed agreements.  While future SMUD rate increases can’t 
be predicted, SMUD rates have increased by 3.7 percent over the past 60 years, 6 
percent over the last 30 years, and 2 percent over the last 20 years. In evaluating 
projects, SMUD staff indicated that they typically use an assumption of average annual 
rate increases of 3.5 percent.

The table below shows the potential savings available to the City under the terms of the 
agreements, under two scenarios of SMUD rate increases.  The numbers below reflect 
the net present value.

Average Annual Savings (NPV)

Annual SMUD increase of 3.5% No annual SMUD increase

Fairbairn Water Treatment 
Plant

$43,800 $10,800

Sacramento Water Treatment 
Plant

$12,000 $1,475

Under the most conservative scenario for the Fairbairn Water Treatment Plant, if SMUD 
rates do not increase over the next 20 years, the project is still cash flow positive at 
$10,800 annually over 20 years. If SMUD rates increase an average of 3.5 percent per 
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year (as forecasted by SMUD), the project would be cash flow positive by approximately 
$43,800 per year over 20 years.  

Under the most conservative scenario for the Sacramento Water Treatment Plant, if 
SMUD rates do not increase over the next 20 years, the project is still cash flow positive 
at $1,475 annually over 20 years. If SMUD rates increase an average of 3.5 percent per 
year (as forecasted by SMUD), the project would be cash flow positive by approximately 
$12,000 per year over 20 years.  

The solar systems at each site provide relatively small percentage of the total energy 
usage.  The system at Fairbairn will provide about twelve percent of the yearly energy 
used by the plant.  The Sacramento Water Treatment Plant system will provide about 
three percent of the total yearly energy used by the plant.  While these are small 
amounts, they help the City in moving toward using more renewable energy to meet its 
sustainability goals.  

One area of potential financial risk is the cost of early termination or buy-out of the 
agreements. For each site, there is a schedule of values reflecting the cost of either 
early termination of the agreement, where SolarCity would remove the equipment and 
maintain ownership of it, or for City buy-out of the system. Generally speaking, the 
termination and buy-out provisions require the City to compensate SolarCity for the net 
present value of their costs associated with the project such as expected payments for 
energy, lost tax incentive benefits, recapture of rebate amounts and system 
depreciation. The provisions in the proposed agreements are similar to those found in 
similar agreements with other jurisdictions using this model for implementing solar on 
city facilities.

The costs for termination values and buy-out, shown in Exhibits 1, section 9 of both 
Power Purchase Agreements (Exhibit A and B), also are consistent with the standards 
in the industry and reflect real costs to SolarCity for early termination of the projects 
(e.g. tax incentive repayments and associated penalties).
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RESOLUTION NO. 2011-XXXX

Adopted by the Sacramento City Council

December 6, 2011

AUTHORIZING AN AGREEMENT FOR PURCHASING SOLAR POWER AT SELECTED CITY 
FACILITIES

BACKGROUND

A. The City of Sacramento is committed to environmental leadership, consistent with 
the Council adopted Sustainability Master Plan and General Plan.

B. Consistent with the commitment to environmental leadership, the City has gone 
through a competitive process to select a vendor to install, operate, and maintain 
solar on specified City facilities including the Fairbairn Water Treatment Plant and 
the Sacramento Water Treatment Plant.

C. This project has been a partnership between the Department of General Services, 
Department of Utilities, SMUD, and the U.S. Department of Energy. 

D. Increased solar power production in the Sacramento area will reduce overall 
greenhouse gas emissions in the region.

BASED ON THE FACTS SET FORTH IN THE BACKGROUND, THE CITY COUNCIL 
RESOLVES AS FOLLOWS:

Section 1. The City Manager or the City Manager’s designee is hereby authorized to 
execute two 20-year power purchase agreements with SolarCity for the 
purchase of up to 1.5 megawatts total of solar energy per year for the 
Fairbairn Water Treatment Plant (contract attached as Exhibit A) and the 
Sacramento Water Treatment Plant (contract attached as Exhibit B). 

Section 2. The City Manager or the City Manager’s designee is hereby authorized to 
execute the agreement in Exhibit C with SolarCity to reimburse the City for 
its estimated expenses for administering and overseeing the implementation 
of the agreements.

Section 3. Exhibits A-C are a part of this resolution.
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