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Audit Authority 
This audit was conducted under the authority of the San Francisco Charter, Section 3.105 and 
Appendix F, which requires that CSA conduct periodic, comprehensive financial and performance 
audits of city departments, services, and activities.  

 

 

  

About the Audits Division 
The City Services Auditor (CSA) was created in the Office of the Controller through an 
amendment to the Charter of the City and County of San Francisco (City) that voters approved in 
November 2003. Within CSA, the Audits Division ensures the City’s financial integrity and 
promotes efficient, effective, and accountable government by:  

 Conducting performance audits of city departments, contractors, and functions to assess 
efficiency and effectiveness of service delivery and business processes.  

 Investigating reports received through its whistleblower hotline of fraud, waste, and abuse 
of city resources. 

 Providing actionable recommendations to city leaders to promote and enhance 
accountability and improve the overall performance and efficiency of city government. 
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April 13, 2021 
 
Board of Supervisors 
City and County of San Francisco 
City Hall, Room 244 
1 Dr. Carlton B. Goodlett Place 
San Francisco, CA 94102 
 
Dear President Walton and Members: 
 
The City Services Auditor Division (CSA) of the Office of the Controller (Controller) engaged Sjoberg 
Evashenk Consulting, Inc., (SEC) to audit whether Energy Center San Francisco LLC (Energy Center) 
properly paid the franchise fee that the City and County of San Francisco (City) charges to use its streets 
to install, construct, maintain, and operate steam pipe conduits for distributing steam for heating 
purposes. Each year Energy Center must report its annual gross receipts to the City and pay the City 
two percent of the receipts subject to the franchise fee. The San Francisco Public Utilities Commission 
(SFPUC) oversees the franchise, except for certain financial requirements, the enforcement of which is 
the responsibility of the Controller’s Budget and Analysis Division. 
 
Reporting Period: January 1, 2017, through December 31, 2018 
 
Franchise Fee Paid: $347,108 
 
The audit found that: 
 

• Energy Center correctly reported $32,694,979 in total gross receipts and $17,355,400 in gross 
receipts subject to the franchise fee and correctly paid $347,108 in fees to the City. 

• Energy Center submitted its 2017 statement approximately six months late and paid its 2017 fee, 
which was due in April 2018, approximately five months late. The Controller’s Budget and 
Analysis Division contacted Energy Center about the overdue statement and payment in August 
2018, four months after the payment was due. (Because the franchise agreement has no late 
payment penalty provision, Energy Center’s late fee payment had no financial consequences.) 

• Contrary to a requirement in the agreement, Energy Center did not duly verify its 2018 
statement, and the Controller’s Budget and Analysis Division did not detect this.  

• The SFPUC complied with requirements in administering the franchise. 
 

The report makes two recommendations for how the Controller’s Budget and Analysis Division can 
better monitor Energy Center’s compliance with its payment and reporting requirements and one 
recommendation for SFPUC to add a late payment penalty provision to the franchise agreement. The 
responses of SFPUC and the Controller’s Budget and Analysis Division are attached to this report. 
 



 

 

CSA and SEC appreciate the assistance and cooperation of Energy Center, SFPUC, and Controller’s 
Budget and Analysis Division staff during the audit. For questions about the report, please contact me at 
mark.p.delarosa@sfgov.org or 415-554-5393 or CSA at 415-554-7469 
 
Respectfully, 
 
 
 
Mark de la Rosa 
Acting Director of Audits 
 
 
cc:  Board of Supervisors  
 Budget Analyst  
 Citizens Audit Review Board    
 City Attorney  
 Civil Grand Jury  
 Mayor  
 Public Library 
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EXECUTIVE SUMMARY 
 

Purpose of the Audit 
As required by the San Francisco Administrative Code, Chapter 11 – Franchises, the City 
Services Auditor assessed (1) whether Energy Center San Francisco LLC (formerly NRG 
Energy Center San Francisco LLC) complied with the reporting requirements and payment 
obligations contained in the chapter and in San Francisco Steam Franchise Ordinance 418-
75 and (2) whether San Francisco departments complied with the relevant requirements for 
administering and monitoring the Steam Franchise Ordinance. 

 

Highlights 
 
The San Francisco Board of Supervisors may grant a franchise by ordinance to another 
entity to construct, install, and/or operate facilities in public rights-of-way within the City and 
County of San Francisco (City). 

In 1993, Energy Center San Francisco LLC (Energy Center) was granted a steam franchise 
authorizing it to install, maintain, and operate underground steam pipe conduits in order to 
carry steam and/or steam condensate for heating and other purposes through City streets, 
alleys, and other public places. In consideration for the franchise, Energy Center must 
annually submit a statement of gross receipts and a franchise fee payment to the City.  

The San Francisco Public Utilities Commission (SFPUC) is responsible for administering and 
reporting on non-financial aspects of the franchise, while the Office of the Controller’s Budget 
and Analysis Division (Division) is responsible for receiving and reviewing franchise 
statements and payments. 

The audit found that Energy Center generally complied with its obligations under the steam 
franchise ordinance and the relevant provisions of the San Francisco Administrative Code 
but did not always meet reporting and payment deadlines and reporting requirements. The 
audit also found that although the SFPUC and Division generally fulfilled their obligations in 
administering and monitoring the franchise, the Division did not always follow its internal 
policies. If implemented, two of the audit’s recommendations will help the Division to improve 
its oversight of Energy Center’s compliance with its reporting and payment requirements. 
The third recommendation will align the franchise agreement with Administrative Code 
requirements for late payment penalties.  
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INTRODUCTION 
 
Audit Authority 
 

 The Office of the Controller (Controller) is required under 
the San Francisco Administrative Code (Administrative 
Code), Chapter 11, Section 11.44(a), to file a report no less 
than every two years with the Board of Supervisors (Board) 
analyzing whether each franchisee is complying with the 
reporting requirements and payment obligations in the 
chapter and the relevant franchise ordinance. 
 
The City and County of San Francisco (City) also has the 
right under the Administrative Code, Chapter 11, Section 
11.38, to access the books and records of a franchisee to 
monitor compliance with the chapter, the franchise 
ordinance, or other applicable law.  
 
Further, the San Francisco Charter provides the 
Controller’s City Services Auditor Division (CSA) with broad 
authority to conduct audits. Sjoberg Evashenk Consulting, 
Inc., conducted this audit on behalf of CSA under these 
authorities.  
 
 

Background 
 
 
 
 
 
 
 
 
 
 
 
 
 

 In 1975, the San Francisco Board of Supervisors granted 
Pacific Gas and Electric Company (PG&E) a franchise to 
install, maintain, and operate underground steam pipe 
conduits in order to carry steam and/or steam condensate 
for heating and other purposes through City streets, alleys, 
and other public places.1 
 
In 1993, the Board approved the transfer of the steam 
franchise from PG&E to Energy Center San Francisco LLC 
(Energy Center), formerly NRG.2, 3  
 
In consideration for the franchise, Energy Center must, by 
March 31st each year, submit to the City a duly verified 
statement of its gross receipts subject to the franchise fee, 
which is based on the ratio of Energy Center’s franchise 
assets to total operating assets valued at historical cost. By 
April 15th each year, Energy Center must pay the City 2 

 
1 Ordinance No. 418-75. 
2 Ordinance No. 124-93.  
3 Energy Center is a subsidiary of NRG Yield, Inc., which is owned by NRG Energy, Inc. In August 2018, NRG Yield, 
Inc., changed its name to Clearway Energy Inc., doing business as Energy Center San Francisco LLP.  
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percent of its annual gross receipts arising from the use, 
operation, or possession of the franchise (gross receipts 
subject to the franchise fee). Franchise assets encompass 
all assets related to the sale of steam and located in public 
spaces, while assets located on private property are 
considered “non-franchise” assets. Energy Center 
maintains historical cost asset lists that track the historical 
cost of each asset and distinguish between franchise 
assets and non-franchise assets. 
 
The Administrative Code, Chapter 11, designates the San 
Francisco Public Utilities Commission (SFPUC) as the 
entity responsible for administering and reporting to the 
Board on the City’s steam franchise, except for certain 
aspects that the Controller administers. The Controller’s 
Budget and Analysis Division (Division) is responsible for 
receiving Energy Center’s annual statement and collecting 
the franchise fees. 
 

Objective and Scope 
 
 
 
 
 
 
 
 
 
 
 
 

 The objective of the audit was to determine whether Energy 
Center complied with the reporting requirements and 
payment obligations contained in Administrative Code 
Chapter 11 – Franchises and Steam Franchise Ordinance 
418-75 (franchise agreement) and whether City 
departments complied with the relevant requirements for 
administering and monitoring the franchise.  
  
Specifically, the audit determined whether:  

• Energy Center timely and accurately reported its 
gross receipts subject to the franchise fee under the 
terms of the franchise agreement; 

• Energy Center correctly calculated and timely paid 
the City the proper franchise fee under the terms of 
the franchise agreement; and 

• SFPUC and the Division complied with all 
applicable requirements in administering and 
monitoring the franchise. 

This audit covered the period from January 1, 2017, to 
December 31, 2018. 
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Methodology  To conduct the audit, the auditors reviewed the applicable 
provisions of Chapter 11 of the Administrative Code and the 
franchise agreement as well as conducted interviews of 
Energy Center, SFPUC, and Division management and staff. 
 
To determine whether Energy Center accurately reported its 
gross receipts, the auditors identified and analyzed Energy 
Center’s internal controls over franchise activities and 
compared receipts reported to the City to amounts recorded 
in Energy Center’s records (monthly billing spreadsheets, 
annual sales summaries, and year-end income statements). 
On a sample basis, the audit team tested whether Energy 
Center invoiced customers according to meter-reading 
records and applicable rates and whether invoiced amounts 
were appropriately recorded as gross receipts. Further, the 
auditors determined whether adjustments to receipts were 
adequately supported. 
 
To determine whether Energy Center correctly calculated the 
gross receipts subject to the franchise fee based on the ratio 
of franchise assets to total operating assets, the audit team 
compared historical cost asset lists between years for 
reasonableness and completeness, as well as verified key 
formulas to ensure the lists encompass all relevant values. 
The auditors also reviewed asset descriptions and evaluated 
whether Energy Center reasonably characterized assets as 
franchise and non-franchise. In addition, the auditors traced 
the historical cost assigned to each asset added in 2017 and 
2018 to Energy Center’s records (depreciation schedules, 
year-end trial balances, and year-end work in progress 
reports) and compared asset values on historical cost asset 
lists to values reported on Energy Center’s statements of 
gross receipts. 
 
To determine whether Energy Center correctly calculated 
and paid the City the correct franchise fee under the terms 
and deadlines specified in the franchise agreement, the audit 
team reviewed Division date stamps, if any, on Energy 
Center’s annual statements of gross receipts and franchise 
fee payments, confirmed that the statements of gross 
receipts were duly verified, and checked each calculation in 
Energy Center’s computation of its franchise fee to ensure 
mathematical accuracy. The audit team applied a materiality 
threshold set by CSA of the lesser of $2,000 or 2 percent of 
Energy Center’s calculated annual franchise fee due to any 
underpayments and overpayments identified. 
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To determine how well SFPUC and the Division complied 
with applicable requirements in administering and monitoring 
the franchise, the audit team reviewed the most recent 
compliance report that SFPUC submitted to the Board and 
the tools the Division used to track and review franchise fee 
reports and payments. 
 
 

Statement of Auditing 
Standards 

 We conducted this performance audit in accordance with 
generally accepted government auditing standards. Those 
standards require that we plan and perform the audit to 
obtain sufficient, appropriate evidence to provide a 
reasonable basis for the findings and conclusions based on 
the audit objectives. We believe that the evidence obtained 
provides a reasonable basis for our findings and conclusions 
based on the audit objectives. 
 
 

Auditee Response   Energy Center verbally agreed with the audit results and 
responded via e-mail that it did not have any comments on 
the report.   
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AUDIT RESULTS 
  
Summary  For the period of January 1, 2017, through December 31, 

2018, Energy Center generally complied with its obligations 
under the steam franchise agreement and the relevant 
provisions of the Administrative Code by properly reporting 
and paying its franchise fee to the City. However, Energy 
Center was months late in submitting the required annual 
report and paying the franchise fee for 2017. Also, Energy 
Center failed to duly verify its 2018 statement.  
 
SFPUC and the Division generally complied with most of the 
requirements for administering and monitoring the franchise, 
but the Division did not always follow its internal procedures. 
Opportunities exist to better ensure Energy Center complies 
with franchise deadlines and reporting requirements. 
 

Although Energy Center 
Accurately Reported  
Its Gross Receipts  
and Paid the Correct 
Franchise Fees, It Paid 
Its 2017 Fee Five Months 
Late and Did Not Meet 
Some Reporting 
Requirements 

 For 2017 and 2018, Energy Center reported a combined 
$32,694,979 in total gross receipts with $17,355,400 of that 
amount subject to the franchise fee and accurately paid 
$347,108 in franchise fees to the City, as shown in Exhibit 1, 
in compliance with the franchise agreement and the relevant 
provisions of the Administrative Code.  
 
However, Energy Center did not always meet payment 
deadlines or reporting requirements as set forth in the 
franchise agreement. The San Francisco Steam Franchise 
Ordinance (Ordinance 418-75) sets forth specific schedules 
and reporting provisions that require Energy Center to file a 
duly verified annual statement by March 31st of the year 
following the reporting (calendar) year and pay its annual 
franchise fee to the City by April 15th of the year following the 
reporting year.  
 
Thus, although Energy Center’s 2017 franchise statement 
and payment were due March 31 and April 15, 2018, 
respectively, the Division received Energy Center’s 2017 
statement on September 20, 2018, approximately six 
months late, and received the 2017 franchise payment on 
September 24, 2018, approximately five months late. Energy 
Center stated that it sent the 2017 franchise fee statement 
and payment late due to an error it made (but corrected) in 
calculating the franchise fee.  
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Also, contrary to requirements, Energy Center did not duly 
verify its 2018 statement. According to Energy Center, this 
occurred due to staff attrition and miscommunication during 
an internal reorganization of duties.  

 
Exhibit 1: Energy Center Reported Gross Receipts and Franchise Fees Paid:  
January 1, 2017, to December 31, 2018 

 (A) (B) (C)  
Year Total Gross 

Receipts 
 

Ratio of Franchise 
Assets to Total 

Operating Assets 

Gross Receipts Subject 
to Franchise Fee  

= (A) x (B) 

Franchise Fee* 
= (C) x .02 

2017 $16,016,920 51.513969% $8,250,951 $165,019 
2018 $16,678,059 54.589382% $9,104,449 $182,089 

Total $32,694,979 — $17,355,400 $347,108 
Figures have been rounded to the nearest dollar. 
*Franchise fee due is 2 percent of Energy Center’s annual gross receipts subject to the franchise fee.  
Sources: Energy Center’s annual steam franchise statements of gross receipts and Division payment records.  
   

SFPUC Issued Its 
Statutorily Required 
Franchise Compliance 
Report 

 SFPUC is required by the Administrative Code, Chapter 11, 
Article 5, Section 11.44(b), to file a report with the Board of 
Supervisors (Board) no less than every two years, analyzing 
whether each franchise grantee is complying with all provisions 
of the chapter and its franchise, except for those addressed by 
the Controller’s report.4 SFPUC issued a compliance report to 
the Board dated September 24, 2020. 
 

The Division Generally 
Fulfilled Its 
Administrative 
Requirements but Did 
Not Consistently 
Follow Internal 
Procedures; Oversight 
Could Be Enhanced  

 The Division generally fulfilled its administrative requirements 
but did not always follow its internal procedures. The audit 
found that opportunities exist for the Division to improve its 
oversight of Energy Center’s payment and reporting 
requirements.  
 
The Division is responsible for ensuring Energy Center 
complies with the following agreement obligations: 

• Franchise fee correctly calculated; 

• Franchise fee payment submitted by due date; and 

• Annual statement submitted by due date and duly 
verified. 

 

 
4 The Controller’s Report refers to the report requirement under the Administrative Code, Chapter 11, Article 5, 
Section 11.44(a), analyzing whether each person owing a franchise fee is complying with the audit and reporting 
requirements and payment obligations in the Chapter. 
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The Division used a spreadsheet to track key dates and 
payments and also conducted data analyses to identify 
variances greater than 10 percent between expected franchise 
fee and actual revenue receipts. Despite the use of a 
spreadsheet to track key dates and payments, the Division 
informed us that it did not notice that Energy Center had not 
submitted its franchise fee payment and annual statement for 
the 2017 franchise year until its year-end close process in 
2018. In August 2018, approximately four months after Energy 
Center’s payment was due, the Division contacted Energy 
Center regarding the outstanding payment and statement. 
 
Although the Division did contact Energy Center regarding the 
late report and payment in 2018, it did not do so in a timely 
manner. However, Energy Center’s late payment had no 
financial consequences because the franchise agreement has 
no late payment penalty.  
 
The San Francisco Administrative Code requires a penalty for 
late franchise fee payments. Specifically Section 11.27 of the 
Code states, in part, that “In the event that a Franchise Fee 
payment is not received by the City on or before the due date 
set forth herein, or is underpaid . . ., the Person subject to the 
fee will be charged interest on the amount due from the due 
date at an interest rate equal to 1.5% per month, compounded 
on an annual basis.” However, Section 11.6 of the Code may 
exempt Energy Center from this late payment penalty (and the 
other provisions in that chapter of the Code) because the City 
initially granted Energy Center’s franchise before the effective 
date of the chapter. Nonetheless, a late payment provision in 
the agreement would help ensure the City receives the monies 
to which it is entitled on time and could be used to compensate 
the City if an Energy Center payment is late in the future. 
 
Enhanced oversight practices would allow the Division to 
actively track Energy Center’s report submission and payment 
deadlines and promptly contact Energy Center if it misses 
them. 
  
Once the Division received the late 2017 payment and 
statement, it generally followed its standard internal review 
process by date-stamping the statement and fee payment, 
adding checkmarks to indicate review of the franchise fee 
calculation, and confirming that it was duly verified with a dated 
signature from the Energy Center general manager. However, 
the Division did not follow part of its stated procedures to 
notate reviewer initials on the statement. 
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For the 2018 statement and fee payment, the Division did not 
appear to follow any steps in its process for reviewing the 
annual statement. For example, the audit team found the 
Division did not date stamp the statement documenting when it 
was received and there was no indication of Division review, 
such as checkmarks or reviewer signature, on the 2018 
statement. The Division also did not ensure the 2018 
statement was duly verified by Energy Center for compliance. 
The Division stated that a combination of employee attrition, 
the immediate supervisor being on leave at that time, and a 
lack of formal, written policies and procedures resulted in 
Division procedures not being followed in 2018. 
 

Recommendations    1. The Controller’s Budget and Analysis Division should 
develop and implement a process for identifying late 
annual statements and franchise fee payments from 
Energy Center.   
 

2. The Controller’s Budget and Analysis Division should 
formalize and document its policies and procedures to 
review Energy Center’s payments and statements to 
ensure consistent practices are followed each year, 
including checking the accuracy of the calculation of the 
franchise fee due and checking whether Energy Center 
duly verified the annual statement. 

 
3. The San Francisco Public Utilities Commission should 

amend Energy Center’s franchise agreement to include 
a late payment interest penalty provision to help ensure 
the City receives the monies to which it is entitled on 
time. 
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ATTACHMENT A: DEPARTMENT RESPONSES  
 
San Francisco Public Utilities Commission  
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Controller’s Budget and Analysis Division 
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RECOMMENDATIONS AND RESPONSES 
For each recommendation, the responsible agency should indicate in the column labeled Agency Response whether it concurs, does not concur, or 
partially concurs and provide a brief explanation. If it concurs with the recommendation, it should indicate the expected implementation date and 
implementation plan. If the responsible agency does not concur or partially concurs, it should provide an explanation and an alternate plan of action to 
address the identified issue.  
 

Recommendation Responsible 
Agency 

Agency Response CSA Use Only 
Status Determination* 

1. The Controller’s Budget and Analysis 
Division should develop and implement 
a process for identifying late annual 
statements and franchise fee payments 
from Energy Center.   

Controller’s 
Budget and 
Analysis 
Division 

☒ Concur ☐ Do Not Concur ☐ Partially Concur 

In April of each year, we publish our 9-Month report. In our 
report folder, we created a checklist of things we needed to do 
around that time, including checking Energy Center paid its fee 
and verified their annual statement, and checking the accuracy of 
the calculations. Completed. 

☐ Open 
☒ Closed 
☐ Contested 

2. The Controller’s Budget and Analysis 
Division should formalize and document 
its policies and procedures to review 
Energy Center’s payments and 
statements to ensure consistent 
practices are followed each year, 
including checking the accuracy of the 
calculation of the franchise fee due and 
checking whether Energy Center duly 
verified the annual statement. 

Controller’s 
Budget and 
Analysis 
Division 

 

☒ Concur ☐ Do Not Concur ☐ Partially Concur 

In April of each year, we publish our 9-Month report. In our 
report folder, we created a checklist of things we needed to do 
around that time, including checking Energy Center paid its fee 
and verified their annual statement, and checking the accuracy of 
the calculations. Completed. 

☐ Open 
☒ Closed 
☐ Contested 

3. The San Francisco Public Utilities 
Commission should amend Energy 
Center’s franchise agreement to include 
a late payment interest penalty provision 
to help ensure the City receives the 
monies to which it is entitled on time. 

San Francisco 
Public Utilities 
Commission 

 

☐ Concur ☒ Do Not Concur ☐ Partially Concur 

As noted in the report, the San Francisco Office of the Controller 
(Controller) is responsible for the financial aspects of the 
agreement and the San Francisco Public Utilities Commission is 
responsible for the operational aspects. It is recommended this 
issue be included as a part of a future agreement or amendment, 
but not cause for amendment on its own. 

☒ Open 
☐ Closed 
☐ Contested 

* Status Determination based on audit team’s review of the agency’s response and proposed corrective action.  
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