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. INTRODUCTION
A. Purpose

The City of Goleta (City) is seeking proposals from qualified economic
development financial consultant to conduct a needs assessment for a
publicly backed equity investment fund. Under City staff direction, the
consultant would conduct a needs assessment and other preliminary phase
tasks such as potential partner research and outreach, to inform the City’s
decision whether and how to proceed with fund participation.

B. Background

The City of Goleta, California, is located on the Central Coast of California
just west of Santa Barbara and north of the University of California, Santa
Barbara (UCSB) and the unincorporated area of Isla Vista. The City was
incorporated in 2002 and has grown to over 32,000 residents according to
the latest population estimates. The City of Goleta is comprised of single-
family homes, condominiums and apartments with a mixture of retail, light
industrial, manufacturing, and service entities providing a tax base for the
City. Property, Sales, Transient Occupancy and Franchise fees comprise
90% of the City’s General Fund revenues.

The City of Goleta and its surrounding cities are key factors in the overall
economic activity of the entire South Coast. The City and its immediate
vicinity provide a significant share of the South Coast and County’s basic
economic activity in the form of educational services, intellectual services,
tourism, and manufacturing. Additionally, the large-scale regional retail
outlets have increased the City’s presence as a retail trade center.

Contributing to the City’s diverse and strong economic base is the City’s
proximity to the University of California, Santa Barbara (UCSB). UCSB
continues to stimulate intellectual activity in the area and serves as an
economic engine due to its revolving student base and strong focus on
research and the hard sciences. The University produces entrepreneurs in
diverse fields and offers a wide range of tools to help foster the startup
environment including OASIS at UC Santa Barbara, a 105,000 square foot
fabrication and prototyping space available to entrepreneurs and fledgling
firms launching out of UCSB, and the UCSB NanoFabrication facility which
trains engineers and scientists in specialized lab and manufacturing
equipment. This fertile bed for entrepreneurship has also helped contribute
to the presence of the technology and aerospace sector in the City. Several
technology and aerospace sector businesses are based in Goleta including
Raytheon, Lockheed Martin, Northrop Grumman, AppFolio, Teledyne FLIR,
Teladoc Health, Google Quantum Computing, and others.

The City adopted its 2023-2028 Economic Development Strategic Plan
(Plan) on June 27, 2023. The Plan was developed by key community and
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business leaders and was the result of a more than yearlong community
and stakeholder engagement process. As part of the engagement process,

the City developed a Situation Assessment which highlighted emerging
economic trends and key strategies to be addressed in the Plan.

The Plan identified several key challenges faced by the City. For example,
while the South Coast and Goleta in particular host a variety of technology
and aerospace sector businesses, several challenges still exist. Access to
capital for high growth startups is critical to building a competitive
entrepreneurial ecosystem. According to the Situation Assessment, private
angel, seed, and venture capital investors still tend to invest in major startup
hubs like San Francisco, Los Angeles, Seattle, Austin, and New York City,
making it difficult for entrepreneurs in smaller markets to attract the
investment capital they need to grow. Because of this, firms that start in
smaller markets like Goleta are incentivized to move elsewhere to access
capital. To address this, the Plan includes an imperative to amplify the
reputation of Goleta as a world-class center of innovation and technology.
One strategy identified in the Plan is to study and launch a publicly backed
equity investment fund. This fund would build upon the momentum of
existing investments and help close the capital gap for local startups.

City staff have conducted preliminary financial feasibility and fiscal risk
analysis associated with creating this publicly backed equity investment
fund. Based on the preliminary analysis, City staff proposed participating in
a regional innovation fund as a co-investor. The full analysis and staff's
recommendations are incorporated as Appendix B.

SCOPE OF WORK

The following section outlines the anticipated scope of work for the economic
development financial consultant agreement. The tasks identified do not
represent a complete and exhaustive list of the tasks that may be requested,
nor are all tasks required if recommended otherwise. Proposers are
encouraged to expand on the scope of work to demonstrate expertise. The
anticipated work tasks will be done in coordination with City staff.

The scope of work is broken into different phases. Since this program is entirely
novel to the City and cannot progress without willing and capable partners and
adequate funding, the City reserves the right not to progress with each
subsequent phase at its discretion. The project will progress based on delivery
of the objectives for each phase and continued direction from policy makers.

While the project may or may not include all identified phases, respondents are
encouraged to respond to each phase of the scope of work fully.
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Phase 1: Needs Assessment

Research and analyze the existing capital investment landscape in Goleta
and surrounding south coast region of Santa Barbara County to identify
gaps, if any, and current funding needs.

Assist in preparation of briefings, memos, and other materials for a report
back to the City’s Economic Development and Revitalization Standing
Committee regarding research findings.

Objectives/Deliverables:

1. Prepare a needs assessment identifying the scope of existing gaps in
local venture capital investment. Consultant shall provide a draft for City
staff review and a final report incorporating staff comments

2. Presentation of findings at up to two (2) meetings of the Economic
Development and Revitalization Standing Committee. The findings will
inform the City’s determination whether to proceed to subsequent
phases.

Phase 2 (Optional): Partner Research and Outreach

Conduct research to find and evaluate existing funds or other potential
partners the City could consider joining as a co-investor.

Coordinate meetings between potential partners and City staff.

Assist in preparation of briefings, memos, and other materials for meetings
with potential partner(s).

Objectives/Deliverables:

1. Identify existing funds and potential partners and coordinate meetings
between these partners and the City.

Phase 3 (Optional): Funding Analysis and Policy Creation

Assist in evaluating appropriate internal and external funding sources.

Develop comprehensive funding plan in coordination with City staff and
other partner(s).

Draft investment policy statement (IPS) in coordination with City staff.

Objectives/Deliverables:
1. Create comprehensive funding plan.
2. Draft Investment Policy Statement.
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Phase 4 (Optional): Implementation

e Assist in coordination and execution of agreements between the City and
selected partner(s).

Objectives/Deliverables:
1. Executed partnership agreements.

General Objectives/Deliverables:
1. In-person attendance and presentations at public meetings with policy

makers, City staff, stakeholders, and members of the public.
2. Timely and responsive communication with City staff.

PROPOSAL SUBMISSION INSTRUCTIONS

A. Required Content

To be deemed responsive and pass to the evaluation phase, all proposals
must be submitted by electronic email to Shannon Kirn
(SKIRN@CITYOFGOLETA.GOV) containing the following elements:

1. Cover Letter

e The proposal must include a cover letter of no more than two (2)
pages signed by an official authorized to solicit business and
enter into contracts for the proposing consultant.

2. Consultant Qualifications

e Provide a general description of the consultant proposed to lead
the effort.

e Provide the history and qualifications to conduct the services
described in the scope of work.

e Identify any other firms, subconsultants and/or individuals
proposed to make up your team. Based on your understanding of
the services requested, include an explanation of how this team
will be organized and managed.

3. Describe any potential conflicts of interest
4. Key Personnel and Qualifications

e Provide names of all key personnel, including subconsultants,
along with their job titles, duties, responsibilities, and estimated
number of hours they will expend and a summary of their relevant
experience.

e Provide an organizational plan and/or organizational chart to
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identify all key personnel and their respective working
relationships.

Provide brief biographies and resumes demonstrating the
experience for all staff making up the proposed team.

5. Related Experience Highlights and References

Describe at least three experiences of a similar nature completed
by Proposer’s team members. Each description shall include:

o Client name
o Contact person and information
o Brief description of the services provided including dates

o Descriptions of how the projects are relevant to the scope of
work

6. Cost Proposal

Provide detailed fee structure and breakdown of any other
charges related to the proposal for each phase. The cost proposal
must include all labor costs, overhead costs, subconsultant costs
and an itemized list for direct expenses. Cost must also be shown
in a matrix format, by task grouping, and show hours per staff
member, base labor rates, and overhead. Finalist’s fee structure
may be subject to negotiation.

All related travel expenses shall be previously agreed upon with
the City. All travel expenses shall be according to the current U.S.
General Services Administration (GSA) Per Diem rates.

B. Submission Instructions

1. All proposals must be submitted via electronic mail to Shannon Kirn at
SKIRN@CITYOFGOLETA.GOV by 5:00 P.M. Pacific Time on August

31, 2026.
2. All submissions become the property of the City of Goleta.
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IV. EVALUATION AND SELECTION

A. Evaluation Criteria

Members of an evaluation committee comprised of City staff will
independently analyze each proposal. Applicants may be asked to submit
additional information pertinent to the proposal, or to be present for a virtual
interview. Proposals will be evaluated using the following criteria.

Points
Criteria Available
1 Thoroughness and comprehension in addressing the o5

requirements and services to be performed

Quality of key personnel and qualifications that demonstrate
2 |relevant experience, subject matter expertise, ability and 35
knowledge to perform scope of work

Recent experience with similar services performed 20
4 | Ability to provide competitive pricing 15
The responsiveness and overall quality of the proposal 5

Total Points 100

B. Anticipated Selection Process

The schedule of events set out herein represents the City’s best estimate of
the schedule that will be followed. The City reserves the right to amend the
schedule below as necessary. All referenced times are in Pacific Time.

Schedule of Events
Issuance of RFP August 3, 2026
Questions or Requests for Clarifications August 24, 2026, by 5:00 PM

Last day for responses to all questions|August 27, 2026, by 5:00 PM
received, along with any addenda to this RFP,
posted to City’s Website and distributed to all
parties who have submitted questions.

RFP proposal due date August 31, 2026, by 5:00 PM
Evaluation team review of proposals|September 1 — September 11,
received 2026

Oral interviews/Presentations Week of September 14, 2026

Notification to selected consultant of City’s | October 5, 2026
intent to award

Commencement of contract October 12, 2026




V.

VL.

VII.

VIIL.

IX.
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SUBMISSION OF QUESTIONS OR REQUEST FOR CLARIFICATION

Written questions and request for clarifications on this solicitation must be
submitted via email to Shannon Kirn at SKIRN@CITYOFGOLETA.GOV by
5:00 P.M. on August 24, 2026. Responses to all questions received, along with
any addenda to this RFP, shall be posted to City’s Website and distributed to
all parties who have submitted questions by 5:00 PM on August 27, 2026.

CONTRACT NEGOTIATIONS & NOTICE OF INTENT TO AWARD

When a consultant has been selected to perform the services, negotiations will
be initiated. The City expects engagement negotiations to be brief. If the
agreement cannot be negotiated quickly with the selected consultant, the City
may, in its sole discretion, terminate negotiations and commence engagement
with another party.

Once the evaluation committee has successfully negotiated a proposal, City
staff will send the successful consultant a notice of intent to award and send
the Consultant Services Agreement via Docusign. Upon receiving the
agreement, the successful consultant shall sign the Agreement within five (5)
business days. All insurance documentation is to accompany the Agreement in
Docusign.

A sample Professional Services Agreement is provided in Appendix A.
Consultant shall comply with the insurance requirements listed in Appendix A -
Services Agreement, Section 10 — INSURANCE.

FINAL DETERMINATION

The evaluation committee will forward its recommendation for the contract
award along with contract to the City Manager. After review and consideration
of this recommendation, the City Manager has the discretion to 1) award the
contract based upon the staff recommendation, or 2) reject all proposals.

CANCELLATION OF RFP

The City of Goleta reserves the right to cancel the RFP at any time without prior
notice and to adjust the RFP schedule. The City is not liable for any cost
incurred in the preparation of the proposal.

ADDITIONAL INFORMATION

All responses to this RFP will become the property of the City upon submission.
All data, documents, and other projects used or developed during the project
will remain the property of the City or in the public domain upon completion of
the project. The RFP does not commit the City to award a contract or to pay
any costs incurred in the preparation of a proposal.

The City reserves the right to modify or cancel this RFP in part or in its entirety
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and to accept or reject any or all proposals received if they do not meet the
minimum requirements of this RFP. The City also reserves the right to negotiate
with the selected consultant to revise the work program, if necessary, to more
closely match City needs.

10
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Project Name:

AGREEMENT FOR PROFESSIONAL SERVICES
BETWEEN THE CITY OF GOLETA
AND
( )

This AGREEMENT FOR PROFESSIONAL SERVICES (herein referred to

as “AGREEMENT”") is made and entered into this day of
20, by and between the CITY OF GOLETA, a municipal corporation (hereln
referred toas "CITY"), and ,a (herein referred to

as "CONSULTANT").
SECTION A. RECITALS

1. The CITY has a need for professional services for
; and

2. The CITY does not have the personnel able and/or available to perform the
services required under this AGREEMENT, and therefore, the CITY desires
to contract for professional services to accomplish this work; and

3. The CITY procured these services in compliance with Goleta Municipal
Code Section 3.05.260; and

4. The City Manager approved this AGREEMENT pursuant to Goleta
Municipal Code section 3.05.070.

SECTION B. TERMS

1. RETENTION AS CONSULTANT

CITY hereby retains CONSULTANT, and CONSULTANT hereby accepts
such engagement, to perform the services described in Section 2. CONSULTANT
warrants it has the qualifications, experience, and facilities to properly and timely
perform said services.

2. DESCRIPTION OF SERVICES

The services to be performed by CONSULTANT are as follows:

Professional Services in  conjunction  with
Services shall generally include as
more particularly set forth in the Scope of Work, attached as Exhibit
“A,” and incorporated herein.

City of Goleta
Department and Consultant Name
Page 12 of 41
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CONSULTANT shall deliver to CITY the deliverables defined in
Exhibit “A.”

3. COMPENSATION AND PAYMENT

(a) Maximum and Rate. The total compensation payable to
CONSULTANT by CITY for the services under this AGREEMENT SHALL NOT
EXCEED the sumof $ __ (herein "not to exceed amount"), and shall be earned
as the work progresses on the following basis:

Hourly at the hourly rates and with reimbursement to CONSULTANT
for those expenses set forth in CONSULTANT's Schedule of Fees
marked Exhibit "B," attached and incorporated herein. The rates and
expenses set forth in that exhibit shall be binding upon
CONSULTANT until , after which any change in said
rates and expenses must be approved in writing by CITY's Project
Manager as described in Section 5 (CITY is to be given 60 days
notice of any rate increase request), provided the not to exceed
amount is the total compensation due CONSULTANT for all work
described under this AGREEMENT.

(b) Payment. CONSULTANT shall provide CITY with written
verification of the actual compensation earned, which written verification shall be
in a form satisfactory to CITY's Project Manager, as described in Section 5.
Invoices shall be made no more frequently than on a monthly basis, and describe
the work performed (including a list of hours worked by personnel classification).
All payments shall be made within 30 days after CITY’s approval of the invoice.

4. EXTRA SERVICES

CITY shall pay CONSULTANT for those CITY authorized extra services,
not reasonably included within the services described in Section 2, as mutually
agreed to writing in advance of the incurrence of extra services by CONSULTANT.
Unless CITY and CONSULTANT have agreed in writing before the performance
of extra services, no liability and no right to claim compensation for such extra
services or expenses shall exist. The applicable hourly rates for extra services
shall be at the hourly rates set forth in Exhibit B, if one is included as part of this
agreement. Any compensation for extra services shall be part of the total
compensation and shall not increase the not to exceed amount identified in Section
3.

5. CITY PROJECT MANAGER AND SERVICES BY CITY

The services to be performed by CONSULTANT shall be accomplished
under the general direction of, and coordinate with, CITY's "Project Manager", as
that staff person is designated by CITY from time to time, and who presently is
. Project Manager shall have the authority to act on behalf of the

City of Goleta
Department and Consultant Name
Page 13 of 41
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CITY in administering this AGREEMENT but shall not be authorized to extend the
term of the AGREEMENT or increase the not to exceed amount.

6. TERM, PROGRESS AND COMPLETION

The term of this AGREEMENT is from the date first written above to
, unless term of this AGREEMENT is extended, or the AGREEMENT
is terminated as provided for herein.

CONSULTANT shall not commence work on the services to be performed
until (i) CONSULTANT furnishes proof of insurance as required by Section 10
below, and (ii) CITY gives written authorization to proceed with the work provided
by CITY's Project Manager.

7. OWNERSHIP OF DOCUMENTS

All drawings, designs, data, photographs, reports and other documentation
(other than CONSULTANT's drafts, notes and internal memorandum), including
duplication of same prepared by CONSULTANT in the performance of these
services, are the property of CITY. CITY shall be entitled to immediate possession
of the same upon completion of the work under this AGREEMENT, or at any earlier
or later time when requested by CITY. CITY agrees to hold CONSULTANT
harmless from all damages, claims, expenses, and losses arising out of any reuse
of the plans and specifications for purposes other than those described in this
AGREEMENT, unless written authorization of CONSULTANT is first obtained.

8. PERSONAL SERVICES/NO ASSIGNMENT/SUBCONTRACTOR

This AGREEMENT is for professional services which are personal to CITY.
is deemed to be specially experienced and is a key member of
CONSULTANT's firm, and shall be directly involved in the performance of this
work. This key person shall communicate with, and periodically report to, CITY on
the progress of the work. Should any such individual be removed from assisting
in this contracted work for any reason, CITY may terminate this AGREEMENT.
This AGREEMENT may not be assigned or subcontracted without the City
Manager’s prior written consent.

9. HOLD HARMLESS AND INDEMNITY

(a) Hold Harmless for CONSULTANT's Damages. CONSULTANT
holds CITY, its elected officials, officers, agents, and employees, harmless from
all of CONSULTANT's claims, demands, lawsuits, judgments, damages, losses,
injuries or liability to CONSULTANT, to CONSULTANT's employees, to
CONSULTANT’s contractors or subcontractors, or to the owners of
CONSULTANT's firm, which damages, losses, injuries or liability occur during the
work required under this AGREEMENT, or occur while CONSULTANT is on CITY
property, or which are connected, directly or indirectly, with CONSULTANT's
performance of any activity or work required under this AGREEMENT.

City of Goleta

Department and Consultant Name
Page 14 of 41
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(b) Defense and Indemnity of Third-Party Claims/Liability.
CONSULTANT shall investigate, defend, and indemnify CITY, its elected officials,
officers, agents, and employees, from any claims, lawsuits, demands, judgments,
and all liability including, but not limited to, monetary or property damage, lost
profit, personal injury, wrongful death, general liability, automobile, infringement of
copyright/patent/trademark, or professional errors and omissions arising out of,
directly or indirectly, an error, negligence, or omission of CONSULTANT or any of
CONSULTANT’s officers, agents, employees, representatives, subconsultants, or
subcontractors, or the willful misconduct of CONSULTANT or any of
CONSULTANT'’s officers, agents, employees, representatives, subconsultants, or
subcontractors, in performing the services described in, or normally associated
with, this type of contracted work. The duty to defend shall include any suits or
actions concerning any activity, product or work required under this AGREEMENT,
and also include the payment of all court costs, attorney fees, expert withess costs,
investigation costs, claims adjusting costs and any other costs required for and
related thereto.

(c) No Waiver. CITY does not waive, nor shall be deemed to have
waived, any indemnity, defense or hold harmless rights under this section because
of the acceptance by CITY, or the deposit with CITY, of any insurance certificates
or policies described in Section 10.

10. INSURANCE

CONSULTANT shall, at CONSULTANT's sole cost and expense, provide
insurance as described herein. All insurance is to be placed with insurers
authorized to do business in the State of California with an A.M. Best and Company
rating of A- or better, Class VII or better, or as otherwise approved by CITY.

Insurance shall include the following (or broader) coverage:

a) Insurance Services Office Commercial Liability coverage “occurrence”
form CG 00 01 or its exact equivalent with an edition date prior to 2004
and with minimum limits of $1,000,000 per occurrence and $2,000,000
general aggregate.

b) Insurance Services Office form number CA 00 01 or equivalent
covering Automobile Liability, including hired and non-owned
automobile liability with a minimum limit of $1,000,000 per accident. If
the Service Provider owns no vehicles, this requirement may be
satisfied by a non-owned and hired auto endorsement to Service
Provider’'s commercial general liability policy.

c) Workers’ Compensation insurance complying with California worker’s
compensation laws, including statutory limits for workers’
compensation and an Employer’s Liability limit of $1,000,000 per
accident or disease.

City of Goleta

Department and Consultant Name
Page 15 of 41
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d) Professional liability insurance that covers the services to be performed

in connection with this agreement, in the minimum amount of
$1,000,000 per claim.

Liability insurance policies required to be provided by CONSULTANT hereunder
shall contain or be endorsed to contain the following provisions:

a)

b)

d)

f)

Except for professional liability insurance, CITY, its employees,
officials, agents and member agencies shall be covered as additional
insureds. Coverage shall apply to any and all liability arising out of the
work performed or related to the contract. Additional insured status
under the general liability requirement shall be provided on Insurance
Services Office Form CG 20 10, with an edition date prior to 2004, or
its equivalent. Additional insured status for completed operations shall
be provided either in the additional insured form or through another
endorsement such as CG 20 37, or its equivalent.

General and automobile liability insurance shall apply separately to
each insured against whom a claim is made or suit is brought, except
with respect to the limits of the insurer’s liability. Coverage will not be
limited to CITY’s vicarious liability.

Professional liability insurance policies inception date, continuity date,
or retroactive date must be before the effective date of this agreement.
CONSULTANT agrees to maintain continuous coverage through a
period no less than three years after completion of the services
required by this agreement.

Except for professional liability insurance, liability coverage shall be
primary and non-contributing with any insurance maintained by CITY.

Evidence of coverage (including the workers’ compensation and
employer’s liability policies) shall provide that coverage shall not be
suspended, voided, canceled or reduced in coverage or in limits except
after 30 days’ prior written notice has been given to CITY. Such
provision shall not include any limitation of liability of the insurer for
failure to provide such notice.

No liability insurance coverage provided to comply with this
AGREEMENT shall prohibit CONSULTANT, or CONSULTANT's
employees, or agents, from waiving the right of recovery prior to a loss.
CONSULTANT waives its right of recovery against CITY.

City of Goleta
Department and Consultant Name
Page 16 of 41
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g) CONSULTANT agrees to deposit with CITY within fifteen days of
Notice to Proceed of the Contract certificates of insurance and required
endorsements.

h) There shall be no recourse against CITY for payment of premiums or
other amounts with respect to the insurance required to be provided by
CONSULTANT hereunder. Any failure, actual or alleged, on the part
of CITY to monitor compliance with these requirements will not be
deemed as a waiver of any rights on the part of CITY. CITY has no
additional obligations by virtue of requiring the insurance set forth
herein. In the event any policy of insurance required under this
AGREEMENT does not comply with these requirements or is canceled
and not replaced, CITY has the right but not the duty to obtain the
insurance it deems necessary and any premium paid by CITY will be
promptly reimbursed by CONSULTANT or CITY will withhold amounts
sufficient to pay premium from CONSULTANT payments.

i) CONSULTANT agrees to provide immediate notice to CITY of any
claim or loss against CONSULTANT arising out of the work performed
under this AGREEMENT. CITY assumes no obligation or liability by
such notice, but has the right (but not the duty) to monitor the handling
of any such claim or claims if they are likely to involve CITY.

11.RELATIONSHIP OF CONSULTANT TO CITY

The relationship of the CONSULTANT to CITY shall be that of an
independent contractor and that in no event shall CONSULTANT be considered
an officer, agent, servant or employee of CITY. CONSULTANT shall be solely
responsible for any workers compensation insurance, withholding taxes,
unemployment insurance, and any other employer obligations associated with the
described work.

12. CORRECTIONS

In addition to the above indemnification obligations, CONSULTANT shall
correct, at its expense, all errors in the work that may be disclosed during CITY's
review of CONSULTANT's report or plans. Should CONSULTANT fail to make
such correction in a reasonably timely manner, such correction shall be made by
CITY, and the cost thereof shall be charged to CONSULTANT or withheld from
any funds due to CONSULTANT hereunder.

13.TERMINATION BY CITY

CITY, by notifying CONSULTANT in writing, may upon 10 calendar days
notice, terminate without cause any portion or all of the services agreed to be
performed under this AGREEMENT. If termination is for cause, no notice period
need be given. In the event of termination, CONSULTANT shall have the right and

City of Goleta
Department and Consultant Name
Page 17 of 41
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obligation to immediately assemble work in progress for the purpose of closing out
the job. All compensation for actual work performed and charges outstanding at
the time of termination shall be payable by CITY to CONSULTANT within 30 days
following submission of a final statement by CONSULTANT unless termination is
for cause. In such event, CONSULTANT shall be compensated only to the extent
required by law.

14.ACCEPTANCE OF FINAL PAYMENT CONSTITUTES RELEASE

The acceptance by CONSULTANT of the final payment made under this
AGREEMENT shall operate as and be a release of CITY from all claims and
liabilities for compensation to CONSULTANT for anything done, furnished, or
relating to CONSULTANT'S work or services. Acceptance of payment shall be
any negotiation of CITY's check or the failure to make a written extra compensation
claim within 10 calendar days of the receipt of that check. However, approval or
payment by CITY shall not constitute, nor be deemed, a release of the
responsibility and liability of CONSULTANT, its employees, subcontractors, agents
and CONSULTANTSs for the accuracy and competency of the information provided
and/or work performed; nor shall such approval or payment be deemed to be an
assumption of such responsibility or liability by CITY for any defect or error in the
work prepared by CONSULTANT, its employees, subcontractors, agents and
consultants.

15.AUDIT OF RECORDS

At any time during normal business hours and as often as it may deem
necessary, CONSULTANT shall make available to a representative of CITY for
examination of all its records with respect to all matters covered by this
AGREEMENT and will permit CITY to audit, examine and/or reproduce such
records. CONSULTANT will retain such financial records, time sheets, work
progress reports, invoices, bills and project records for at least two years after
termination or final payment under this AGREEMENT.

16.WAIVER; REMEDIES CUMULATIVE

Failure by a party to insist upon the strict performance of any of the
provisions of this AGREEMENT by the other party, irrespective of the length of
time for which such failure continues, shall not constitute a waiver of such party's
right to demand strict compliance by such other party in the future. No waiver by
a party of a default or breach of the other party shall be effective or binding upon
such party unless made in writing by such party, and no such waiver shall be
implied from any omissions by a party to take any action with respect to such
default or breach. No express written waiver of a specified default or breach shall
affect any other default or breach, or cover any other period of time, other than any
default or breach and/or period of time specified. All of the remedies permitted or
available to a party under this AGREEMENT, or at law or in equity, shall be
cumulative and alternative, and invocation of any such right or remedy shall not

City of Goleta
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constitute a waiver or election of remedies with respect to any other permitted or
available right of remedy.

17.CONFLICT OF INTEREST

CONSULTANT is unaware of any CITY employee or official that has a
financial interest in CONSULTANT'S business. During the term of this
AGREEMENT and/or as a result of being awarded this AGREEMENT,
CONSULTANT shall not offer, encourage or accept any financial interest in
CONSULTANT'S business by any CITY employee or official.

18. CONSTRUCTION OF LANGUAGE OF AGREEMENT

The provisions of this AGREEMENT shall be construed as a whole
according to its common meaning of purpose of providing a public benefit and not
strictly for or against any party. It shall be construed consistent with the provisions
hereof, in order to achieve the objectives and purposes of the parties. Wherever
required by the context, the singular shall include the plural and vice versa, and
the masculine gender shall include the feminine or neutral genders or vice versa.

19. MITIGATION OF DAMAGES

In all situations arising out of this AGREEMENT, the parties shall attempt to
avoid and minimize the damages resulting from the conduct of the other party.

20.GOVERNING LAW

This AGREEMENT, and the rights and obligations of the parties, shall be
governed and interpreted in accordance with the laws of the State of California.
Should litigation occur, venue shall be in Superior Court of Santa Barbara County.

21.NONDISCRIMINATION

The City reaffirms its ongoing commitment to equality in the conduct of City
business, and prohibits any policy, plan, program, custom or practice, including
harassment, in the conduct of City business. No discrimination or discriminatory
practice shall occur in either employment of persons for, or completion of, the work
contemplated by this Agreement, when such discrimination is based on race, color,
national origin, or ancestry; religion; sex; gender, gender identity, gender
expression, or gender transitioning status; physical disability, mental disability,
medical condition, or genetic information; marital or domestic partner status;
citizenship status; age; sexual orientation; exercising a legally protected right to an
employment leave of absence; status as a victim of domestic violence, sexual
assault, or stalking; reproductive health decision-making, or any other
classification protected under state or federal law. Among other possible violations
of law, a violation of this section exposes CONSULTANT to the penalties provided
for in Labor Code Section 1735.

City of Goleta
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22.Taxpayer ldentification Number

CONSULTANT shall provide CITY with a complete Request for Taxpayer
Identification Number and Certification, Form W-9 (Rev. October 2018), as issued
by the Internal Revenue Service.

23.Non-Appropriation of Funds

Payments due and payable to CONSULTANT for current services are within
the current budget and within an available, unexhausted and unencumbered
appropriation of CITY funds. In the event CITY has not appropriated sufficient
funds for payment of CONSULTANT services beyond the current fiscal year, this
AGREEMENT shall cover only those costs incurred up to the conclusion of the
current fiscal year.

24.Modification of AGREEMENT

The tasks described in this AGREEMENT and all other terms of this
AGREEMENT may be modified only upon mutual written consent of CITY and
CONSULTANT.

25.Use of the term “CITY”

Reference to “CITY” in this AGREEMENT includes City Manager or any
authorized representative acting on behalf of CITY.

26.Permits and Licenses

CONSULTANT, at its sole expense, shall obtain and maintain during the
term of this AGREEMENT, all appropriate permits, licenses, and certificates that
may be required in connection with the performance of services under this
AGREEMENT.

27.CAPTIONS
The captions or headings in this AGREEMENT are for convenience only
and in no other way define, limit or describe the scope or intent of any provision or
section of the AGREEMENT.

28.AUTHORIZATION

Each party has expressly authorized the execution of this AGREEMENT on
its behalf and bind said party and its respective administrators, officers, directors,
shareholders, divisions, subsidiaries, agents, employees, successors, assigns,
principals, partners, joint venturers, insurance carriers and any others who may
claim through it to this AGREEMENT.

29.ENTIRE AGREEMENT BETWEEN PARTIES

City of Goleta
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Except for CONSULTANT'S proposals and submitted representations for
obtaining this AGREEMENT, this AGREEMENT supersedes any other
agreements, either oral or in writing, between the parties hereto with respect to the
rendering of services, and contains all of the covenants and agreements between
the parties with respect to said services.

30.PARTIAL INVALIDITY

If any provision in this AGREEMENT is held by a court of competent
jurisdiction to be invalid, void or unenforceable, the remaining provisions will
nevertheless continue in full force without being impaired or invalidated in any way.

31.NOTICES

Any notice required to be given hereunder shall be deemed to have been
given by depositing said notice in the United States mail, postage prepaid, and
addressed as follows:

TO CITY: Attention: Robert Nisbet, City Manager
City of Goleta
130 Cremona Drive, Suite B
Goleta, CA 93117

TO CONSULTANT:

32.COUNTERPARTS AND ELECTRONIC/FACSIMILE SIGNATURES

This Agreement may be executed in several counterparts, which may be
facsimile or electronic copies. Each counterpart is fully effective as an original, and
together constitutes one and the same instrument.
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In concurrence and witness whereof, this AGREEMENT has been
executed by the parties effective on the date and year first above written.

CITY OF GOLETA CONSULTANT
Robert Nisbet, City Manager Name, Title
ATTEST

Deborah Lopez, City Clerk Name, Title

APPROVED AS TO FORM:
ISAAC ROSEN, CITY ATTORNEY

Scott Shapses, Deputy City Attorney
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APPENDIX B:
EQUITY INVESTMENT FUND STAFF ANALYSIS
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CITY Of e

(JOLETA
MEMORANDUM

DATE: February 10, 2026
TO: Economic Development & Revitalization Standing Committee
FROM: Luke Rioux, Finance Director

SUBJECT: Preliminary Financial Feasibility and Fiscal Risk Analysis for a
Publicly Backed Equity Investment Fund

. Executive Summary

Purpose of This Analysis

This financial feasibility analysis evaluates the fiscal requirements and
operational viability at different funding levels when applied to a publicly
backed, partner-managed equity or quasi-equity investment fund. The analysis
builds upon recommendations provided by Sunstone Cities, LLC" in December
2025, and provides the quantitative analysis necessary to determine which
models can be implemented within fiscal parameters. This analysis focuses on:

= Portfolio diversification and concentration risk

= Ability to absorb expected investment losses

= Administrative and compliance cost efficiency

= Overall fiscal and reputational risk to the City

The analysis compares multiple funding scenarios to determine the minimum
viable capitalization level to protect City investment while pursuing economic
development goals.

' Sunstone Cities, LLC, "Near-Term Actions for a Publicly Backed Equity Fund and Related Ecosystem
Activation," memorandum to City of Goleta (December 10, 2025).
City of Goleta
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Key Findings and Conclusion

Capital scale is the primary determinant of risk. Funds below
approximately $2.0 million exhibit high concentration risk, limited
diversification, and disproportionate fiscal and reputational exposure.

Direct City-led investment structures are not viable due to statutory
investment constraints under Government Code Section 53600-53609,
increased fiduciary and conflict-of-interest risk, and significant
administrative burden.

Independent, third-party governance structures (including nonprofit-
managed or limited partnership models) materially reduce legal, fiscal,
and reputational risk by separating policy oversight from investment
execution.

Financial returns cannot be assumed or relied upon. Any publicly backed
investment activity must be justified primarily on the basis of public
benefit rather than expected profit.

At smaller capital levels, alternative economic development tools, such
as loans, guarantees, or grants, may provide more efficient, lower-risk
public value.

Summary of Capital Scenarios

Across all scenarios, the analysis shows that fund size is the key driver of
viability. Below approximately $2.0 million, high concentration risk and largely
fixed administrative costs prevent the investment platform from operating
effectively. At approximately $2.5 million, the portfolio becomes sufficiently
diversified to perform as intended, while $5.0 million or more provides the
strongest foundation for long-term stability and success. The table below
reflects relative viability and risk, not expected financial returns, and is intended
to inform policy decisions regarding scale and structure rather than profitability.

Table 1 - Summary of Capital Scenarios

Capital Level Financial Viability Risk Profile Overall Assessment
$500,000 Not viable Very high risk Not recommended
$1,000,000 Marginal High risk Caution warranted
$2,000,000 Borderline Elevated risk Conditionally feasible
$2,500,000 Viable Moderate risk Feasible with safeguards
$5,000,000 Strong Lower relative risk Most defensible option

Note: Definitions of financial viability, risk profile, and overall assessment are provided in
Appendix A.
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Il. Core Assumptions & Risk Framework

Investment Size and Portfolio Construction

To maintain a conservative and fiscally responsible outlook, this analysis
assumes:

= Target Investment Size: $125,000-$250,000 per company. For the
purpose of all financial modeling, a $200,000 weighted average was
applied.

= Initial Funding Limitation: The model assumes that the fund would not
provide “follow-on” funding (subsequent investment rounds), which
limits individual company exposure.

* Independent Fund Management: All investments are assumed to be
managed by a qualified, third-party General Partner (GP) and not by City
staff. City staff roles are limited to policy oversight and fiduciary
monitoring, and not individual deal selection.

Basis for These Assumptions

The assumed investment size range of $125,000-$250,000 reflects
documented early-stage investment practices and is strategically calibrated to
position the fund as a minority co-investor without governance obligations.

Data from the Angel Capital Association's 2024 Angel Funders Report identifies
$265,000 as the median investment for participating groups in deals without
board representation.? Setting the City's maximum at $250,000 ensures our
participation is consistent with market medians while avoiding the governance
complexities and liabilities associated with larger 'lead' positions that typically
require board seats, active oversight responsibilities, and heightened fiduciary
exposure.

This investment sizing range is further supported by broader industry data. The
Angel Funders Report shows average angel investments in seed-stage rounds
of approximately $121,000, 3 while the PitchBook-NVCA Venture Monitor
reports median total seed-stage rounds of $3.1 million. 4+ At $125,000—
$250,000, a publicly backed investment would represent approximately 4—8%
of a typical seed round, positioning the City as a catalytic co-investor that
leverages rather than displaces private capital.

2 Angel Capital Association, "Angel Funders Report 2024," data from survey of participating angel groups
showing median investment of $265,000 for deals without board representation.

3 Angel Capital Association, "Angel Funders Report 2023," showing average seed-stage angel investment of
$121,000.

4 PitchBook-NVCA, "Venture Monitor Q3 2024" (September 2024), reporting median seed deal value of
$3.1M.
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Initial funding in the $125,000-$250,000 range is typical for:

= Seed and early-growth stage companies
= Public-private co-investment programs
= Funds operating outside major venture hubs

The analysis does not assume that the City would act as a lead investor or
provide large follow-on capital. This reflects both:

= prudent public-sector risk management, and
= the reality that follow-on financing is typically provided by private
investors once companies demonstrate traction

Assuming third-party investment management is consistent with best practices
to:

= avoid conflicts of interest,
= reduce political and reputational exposure, and
= ensure professional underwriting and portfolio management.

Expected Failure and Underperformance Rates

The analysis assumes standard early-stage investment outcomes, consistent
with widely cited empirical venture research and observed experience with
professionally managed investment portfolios. Research by Harvard Business
School Senior Lecturer Shikhar Ghosh, based on analysis of more than 2,000
venture-backed companies that raised at least $1 million from 2004 to 2010,
found that approximately 75% of venture-backed companies never return cash
to investors, with 30-40% liquidating all assets.® For quantitative stress-testing
purposes, this analysis applies a conservative 70% underperformance/failure
rate to portfolio modeling.

For the purpose of this analysis, the following conservative assumptions were
applied:

= 70% of portfolio companies are expected to:
o fail outright, or
o return less than invested capital
= 30% may return capital or modest gains
= A small minority of investments (often fewer than 10%) may generate
outsized positive outcomes that materially contribute to overall portfolio
performance.

5 Shikhar Ghosh, "The Venture Capital Secret: 3 Out of 4 Start-Ups Fail," Harvard Business School Working
Knowledge (September 2012)
City of Goleta
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These assumptions are not pessimistic. They reflect normal market behavior
and apply to professionally managed funds. The feasibility question is therefore

not whether losses occur, but whether the portfolio is large enough to survive
normal failure.

Basis for These Assumptions

These assumptions reflect well-documented characteristics of early-stage
investment portfolios, including:

= High business failure rates among startups

= Highly skewed return distributions, where a small number of investments
account for a disproportionate share of positive outcomes

= Long time horizons before successful exits occur

These patterns are observed:
= across venture capital markets,
= in publicly backed innovation funds, and
= in professionally managed seed and early-growth portfolios

Importantly, these assumptions apply even when investments are
professionally selected and managed. Failure is not a sign of poor
management; it is a structural feature of early-stage investing.

Why this assumption is necessary for feasibility analysis

The purpose of the feasibility analysis is not to predict which companies will
succeed, but to test whether a proposed investment platform can:

= absorb expected losses without destabilizing the program, and
= operate over a long enough horizon to allow positive outcomes to
emerge

Why this assumption is conservative

Assuming high failure and underperformance rates avoids overstating
expected performance and prevents underestimating fiscal and reputational
risk. Using lower assumed failure rates would artificially improve feasibility
results and would not be appropriate for public-sector planning.

lll. One-Time and Ongoing Cost Structure (Order-of-Magnitude
Estimates)

The tables below present order-of-magnitude estimates of the one-time startup
and ongoing annual costs associated with implementing a publicly backed,
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partner-managed equity or quasi-equity investment initiative. The estimates
reflect a consultant-led implementation approach with independent third-party
fund management and limited City staff involvement focused on oversight and
governance rather than day-to-day operations. Cost assumptions are based on
comparable municipal legal, governance, procurement, and investment
oversight activities and are intended to support feasibility and implementation
planning, not to authorize expenditures or establish a budget, or imply the City’s
funding portion.

Table 2 — Estimated One-Time Startup Cost

Cost Category Estimated Range Notes and Assumptions

Drafting and negotiation of LP or participation
Legal structuring and $40.000 — $80.000 agreements, side letters, conflict-of-interest
agreements ’ ’ provisions, and legal review by the City

Attorney and outside counsel as needed

Development of governance framework,
investment structure documentation, and
Council-facing resolutions (Consultant)

Governance and fund
formation documents $15,000 - $30,000

Partner selection, due Market scan, partner due diligence,
diligence, procurement, and $15,000 — $30,000 | reference checks, and procurement activities
RFP process if required (Consultant)

Consultant-assisted development of
Initial compliance and policy _ Investment Policy Statement, risk
development and review $10,000 - $25,000 parameters, reporting standards, and
alignment with City policies

An estimated 150-300 hours of staff time
during setup (utilizing a blended fully
burdened labor rate). For oversight,
coordination, review of consultant work
products, interdepartmental alignment, and
Council engagement.

City staff support (internal) $25,000 - $45,000

Allows for unanticipated legal iterations,
Implementation contingency $15,000 - $30,000 procurement extensions, or additional
governance refinement

Order-of-magnitude estimate; actual costs
Estimated One-Time Total $120,000 — $240,000 | depend on partner complexity and final
structure
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Table 3 - Estimated Annual Cost
Cost Category Estimated Range Notes and Assumptions

Assumes 1.5%—2.5% of committed capital,
based on a $2.5 million total platform
capitalization. Lower end reflects sidecar
Fund management fees or $37.500 - $62.500 participation or standardized mandates;
contract ’ ’ upper end reflects customized or place-
based investment criteria. Assumes
custodian/trust accounts embedded in the
fee.

Annual legal review of partnership or
participation agreements, conflict-of-interest
monitoring, compliance with investment
policy parameters, and periodic updates as
needed. Assumes no litigation or
enforcement actions.

Legal review and compliance $15,000 — $40,000

Limited external accounting or valuation
support as needed (e.g., agreed-upon
procedures). Does not include City staff
review time or routine reporting.

Financial reporting review,
valuation, and periodic $10,000 - $25,000
external assurance/audit

Assumes 120—-240 hours annually(~0.06—
City staff oversight and 0.12 FTE),_at a blended fully bu_rdened labor
administration $17,000 — $35,000 | rate of senior staff. Reflects periodic

oversight and reporting review, not day-to-
day operations.

Will be variable, based on fund size. Current
assumptions are based on $2.5 million.

Estimated Annual Total

(excluding losses) $79,500 - $162,500

Cost Disclaimer:

The cost estimates presented are planning-level, order-of-magnitude
assumptions based on the current understanding of program scope,
governance structure, and partner-managed implementation. Actual costs may
be lower or higher depending on final fund structure, partner selection,
procurement requirements, legal and compliance needs, and reporting
expectations. The estimates assume normal operating conditions and do not
include extraordinary legal matters, litigation, enforcement actions, or
significant changes in regulatory requirements.

IV. Quantitative Feasibility Analysis (“The Math”)

At lower capital levels, the fund is likely to face concentration risk. In a venture
portfolio, you need enough to statistically ensure you hit 10% of companies that
provide future returns to be stable.

For purposes of stress-testing downside risk, the quantitative modeling below
applies a 70% underperformance/failure assumption at the upper end of the
assumed range, and a $200,000 average investment size.
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Table 4 - Statistical Probability of Portfolio Underperformance (No

Survivors
Probability of No
Number of Expected Expected Survivors (All
Fund Size Investments “Failures” "Survivors" Investments
(N) (70%) (p) (30%) Underperform)
P(Total Loss) = p"N
$500,000 2 1.4 0.6 49% (0.7"2)
$1,000,000 5 3.5 1.5 16.8% (0.7"5)
$2,000,000 10 7.0 3.0 2.8% (0.7"10)
$2,500,000 12 8.4 3.6 1.3% (0.7712)
$5,000,000 25 17.5 7.5 <0.01% (0.7725)

Analysis: At $500,000, the Fund has a nearly 50% chance that all investments
underperform, leaving no capital-preserving outcomes to sustain the fund,
simply because the "sample size" is too small to capture a winner. At $2.5M,
the math shifts; you statistically expect ~4 “survivors” or “capital-preserving
outcomes”, which provides the "Evergreen” recycling capability needed to keep
the fund alive.

Investment funds have high fixed compliance costs. If the fund is too small, the
administrative costs “cannibalize” the investment principal before the startups
have time to mature.

In fund management, administrative costs are typically structured using a Base
+ Variable model. While certain costs, such as legal audits, statutory reporting,
and basic oversight, remain relatively fixed regardless of the amount of capital,
the Management Fee (the cost to actively vet and manage the investments), is
almost always a percentage of total fund size. The table below uses a base
fixed cost of $80,000 plus a 2% variable management fee. These assumptions
reflect the midpoint of the estimated cost ranges and are used for illustrative
purposes only. This analysis demonstrates how annual operating costs
disproportionately impact smaller funds.
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Table 5 - Scaled Operating Efficiency and Principal Erosion
C = (B/A) x

100 D=Bx5 E=A-D
. Annual 5-Year Remaining
Fund Size e VTR M%mt U] e "Fee Cumulative Investable
Cost Fee (2%) Cost w 10 .
(A) (B1) (B2) (B) Drag" (%) Drag Capital
(C) (D) (E)
$50,000
$500,000 $80,000 $10,000 $90,000 18.00% | $450,000 (Severely
Depleted)
$1,000,000 $80,000 $20,000 $100,000 10.00% | $500,000 $500,000
$2,000,000 $80,000 $40,000 $120,000 6.00% $600,000 $1,400,000
$2,500,000 $80,000 $50,000 $130,000 5.20% $650,000 $1,850,000
$5,000,000 $85,000* | $100,000 $185,000 3.70% $925,000 $4,075,000

*Fixed costs increased slightly to account for the additional complexity of a larger portfolio (e.g.,
more comprehensive audits and reporting requirements)

Analysis:

= At the $500,000 level, the fund effectively ceases to be an investment
vehicle. After 5 years of mandatory compliance and management, only
$50,000 remains.

» By moving from $1M to $5M, the annual "Fee Drag" (C) drops from 10%
to 3.7%. This brings the fund much closer to the industry-standard 2.0%
benchmark, ensuring that the vast majority of the capital is deployed into
the community rather than being consumed by the structure itself.

» In the $5M scenario, the fund retains over 80% of its principal for
investment, compared to only 50% at the $1M level.

» Because most administrative and compliance costs are fixed or semi-
fixed, smaller funds experience disproportionate erosion of investable
capital over time. As capitalization increases, the annual cost burden
declines materially, improving operating efficiency and long-term
sustainability.

V. Funding Level Analysis and Viability Assessment

This section synthesizes the quantitative modeling, cost analysis, and risk
assumptions presented in prior sections and translates them into practical
policy implications for each funding level. The tables below summarize how
portfolio size, diversification, and administrative cost structure affect the City’s
ability to operate a publicly backed equity or quasi-equity investment initiative
in a fiscally responsible manner.
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Level and Viability Assessment Summa

Fund Size Summary Analysis ' Conclusion
$500,000 Supports only 2—4 investments, resulting in | At this scale, a publicly backed
extreme concentration risk. A single failed | equity or quasi-equity model is
investment can impair 25-50% of total | not viable. Outcomes would
capital. Fixed administrative and | be driven largely by chance
compliance costs consume a | rather than portfolio
disproportionate share of funds, leaving | construction, and the platform
little ability to absorb losses or recycle | would be unable to withstand
capital. normal investment volatility.
$1,000,000 | Allows 4-8 investments, modestly | This funding level remains
improving diversification but still highly | insufficient for a standalone
exposed to expected failure rates. Fixed | equity or quasi-equity
costs remain large relative to capital, and | platform. At most, it could
early losses would be highly visible and | support a constrained pilot or
difficult to absorb. passive sidecar participation,
but not a durable, self-
supporting investment model.
$2,000,000 | Supports 8-12 investments, improving | This  funding level is
diversification and reducing immediate | conditionally feasible  but
destabilization  from  single failures. | operates with a limited margin
However, outcomes remain sensitive to | for error and elevated risk
early losses and require disciplined sizing, | relative to best practice.
pacing, and strong external management.
$2,500,000 | Enables 10-20 investments, providing | This represents the minimum
meaningful diversification and sufficient | funding level at which a
loss-absorption capacity. Fixed | publicly backed, partner-
administrative costs become manageable, | managed equity or quasi-
and the platform can support governance, | equity investment model can
reporting, and oversight over a multi-year | reasonably  function  with
horizon. acceptable fiscal and
reputational risk.
$5,000,000 | Supports 20-40 investments, achieving | A $5.0 million funding level
high diversification and strong loss- | represents best practice for a
absorption capacity. Administrative | stable, resilient publicly
efficiency improves materially, and the | backed investment platform.
platform gains resilience, flexibility, and | Based on portfolio
partner leverage. diversification, fixed
compliance costs, and public-
sector risk tolerance, staff's
analysis indicates that
approximately $2.5 million is
the minimum viable program
size. Below that level,
concentration risk and
administrative cost overwhelm
potential public benefit.

While Table 6 summarizes the overall feasibility and policy implications
associated with each funding level, Table 7 presents the underlying portfolio
characteristics that inform those conclusions. Specifically, it illustrates how
capitalization affects portfolio breadth, concentration risk, and the fund’s
capacity to absorb expected investment losses under normal early-stage
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conditions. Together, these metrics explain why scale is a primary determinant
of fiscal and reputational risk.

Table 7 — Capital Scale and Portfolio Characteristics

Capital Size Typical Investments  Concentration Risk  Ability to Absorb Losses
$500,000 24 Very high Very limited

$1,000,000 4-8 High Limited

$2,000,000 8-12 Elevated Limited/Moderate
$2,500,000 10-20 Moderate Moderate

$5,000,000 20-40 Lower High

Based on mathematical probability of impairment and assumed annual costs,
$2.5 million represents the minimum viable capitalization threshold, or in other
words, the “floor”. Capitalization below this level increases, rather than reduces,
fiscal and reputational risk due to concentration effects and fixed administrative
costs.

Private Market Benchmark Context (Venture and Growth Equity)

Publicly backed equity and quasi-equity funds operate within the same
underlying market dynamics as private venture and growth equity funds. The
private market experience is relevant for two reasons:

1. Outcome distributions are highly skewed, meaning a small number of
investments tend to drive any positive performance.

2. A meaningful share of investments fail or underperform, which makes
diversification and time horizon critical.

The primary takeaway is that fund viability depends on achieving enough
portfolio breadth to avoid “single-deal” risk and to withstand multiple losses
without undermining the program.

Typical Fund Lifecycle and Time Horizon

A venture-style fund generally operates across a long time horizon:

e Years 1-3: Capital deployment (initial investments and follow-on
reserves)

e Years 4-8: Portfolio support and monitoring (governance, reporting,
restructures)

e Years 7-12: Exits or repayment events (acquisitions, secondary sales,
or revenue participation)
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This lifecycle reinforces that equity and quasi-equity capital is not an
appropriate tool for near-term budget needs and should be evaluated as long-
duration, higher-risk capital.

Operating Model and Cost Drivers (High-Level)

Unlike grants, loans, or guarantees, equity and quasi-equity approaches
require ongoing investment operations that mirror private investment practice:

Deal sourcing and screening

Due diligence (financial, legal, market)

Investment documentation and closing

Ongoing governance, reporting, and portfolio management
Periodic valuation or impairment assessments

Exit or repayment planning

These functions require specialized expertise and reinforce the importance of
independent fund management and clear oversight parameters.

VI. Other Risk and Fiscal Considerations (Not a Complete List)

Loss Tolerance and Time Horizon

Equity and quasi-equity investments involve a material risk of partial or total
capital loss and long investment horizons. Any publicly backed investment
initiative must explicitly acknowledge and define acceptable loss tolerance and
should not be evaluated using short-term performance metrics.

Liquidity Constrains

Capital deployed through equity or quasi-equity instruments is inherently illiquid
and may not be recoverable for extended periods. These funds are therefore
inappropriate for near-term operational needs or liquidity management.

Political and Reputational Risk

Investment losses, even when anticipated, may generate public scrutiny.
Smaller funds amplify reputational risk due to higher concentration and visibility
of individual outcomes. Clear governance, transparency, and communication
are essential risk-mitigation tools.
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VIl. Alternative Economic Development Tools Analysis

Cities have access to a range of economic development financing tools, each
with different risk profiles, administrative requirements, and suitability
depending on policy objectives and scale. The table below provides a high-
level comparison of commonly used tools to contextualize equity and quasi-
equity approaches relative to more traditional economic development
mechanisms. The comparison is intended to inform tool selection, not to
recommend any single approach in isolation.

Table 8 - Comparison of Economic Development Financing Tools

Administrative

Fiscal Risk Capital Recovery Appropriate Scale

Complexity
Grants High None Low Small
Loans Moderate High (if performing) | Moderate Small to Medium
Guarantees Moderate Conditional Moderate Medium
Equity / Quasi- . : . .
Equity High Uncertain High Medium to Large

Why Equity or Quasi-Equity Tools (and Why Not)

Equity and quasi-equity tools are most appropriate where traditional lending is
unavailable due to limited collateral, early-stage operating history, or growth
uncertainty. In these situations, equity-based approaches can help address
capital gaps that conventional debt instruments cannot.

However, equity and quasi-equity tools also introduce higher volatility, long-
duration illiquidity, and elevated reputational risk compared to loans or
guarantees. As a result, these tools are generally appropriate only at sufficient
scale and when implemented through independent governance structures that
separate public policy objectives from investment decision-making.

Accordingly, equity-based approaches should be evaluated alongside, rather
than instead of, lower-risk tools such as revolving loan funds, credit
enhancements, or milestone-based grant programs.

Alignment with the Fund Models Outlined by Sunstone

The fund models outlined by Sunstone Cities, LLC, including evergreen-style
funds and sidecar co-investment structures, are consistent with this analysis’s
emphasis on appropriate capitalization, independent governance, and realistic
expectations regarding financial outcomes. These models reflect best practices
observed in other publicly backed investment initiatives and align with the
feasibility thresholds identified in this memorandum.
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Alternatives Beyond Sunstone’s Fund Models

Consistent with best practices, any future implementation effort should also
evaluate non-equity and hybrid alternatives, including:

= Loan-first innovation or revolving loan fund programs

= Credit enhancement or guarantee programs

= Milestone-based grants with performance and clawback provisions
= Participation in existing regional investment vehicles

= Non-investment strategies such as business support, incubation
partnerships, procurement opportunities, and regulatory modernization

These alternatives are not evaluated quantitatively in this memorandum, but
are identified to ensure that future policy decisions consider the full economic
development finance toolkit.

VIIl. Conclusion

Alignment with Sunstone Recommendations and Peer Practices

The findings of this analysis are consistent with the strategic guidance provided
by Sunstone Cities, LLC, which emphasizes the importance of appropriate
capitalization, independent governance, and realistic expectations regarding
investment outcomes. Sunstone’s recommended fund models, including
evergreen-style funds and sidecar co-investment structures, align with the
feasibility thresholds and risk considerations identified in this memorandum.

Peer city evaluations and publicly backed investment programs reviewed
during this analysis reflect similar conclusions regarding minimum viable fund
size, separation of governance and investment decision-making, and the need
to distinguish economic development objectives from financial return
expectations.

The Economic Development Strategic Plan calls for partner-driven capital
formation, not a City-operated venture fund. Consistent with this direction, the
Plan also supports a publicly backed, self-supporting innovation financing
platform that leverages City participation to catalyze private and institutional
capital rather than replace it.
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Summary of Key Findings

A publicly backed investment fund is only fiscally defensible at sufficient
scale and with independent governance.

Capital levels below approximately $2.0 million present elevated fiscal
and reputational risk.

Direct City-led investment structures are impractical under current
statutory and operational constraints.

Equity and quasi-equity tools should be evaluated as part of a broader
economic development finance toolkit, rather than as a standalone
solution.

Limitations and Boundary Statement

This memorandum is intended solely to inform policy discussions. It does not
authorize fund creation, commit City resources, or imply an expectation of
financial returns.

This preliminary analysis does not address:

Funding strategy, including City capital contribution amount, funding
mix, or identification of capital partners

Exit strategies or wind-down procedures should the program
underperform

Performance metrics and success criteria, such as job creation,
companies retained in the city, private capital leverage ratio, or portfolio
internal rate of return (IRR).
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Appendix A — Interpreting Capital Scenario Classifications

How to Read the High-Level Capital Scenarios Table

The table summarizes how different funding levels perform across three related
but distinct dimensions: financial viability, risk profile, and overall assessment.

Financial Viability describes whether the investment platform can
reasonably operate as designed, given expected investment losses,
portfolio size, and fixed administrative costs.

Risk Profile reflects the City’s exposure to financial loss, reputational
impact, and administrative strain, assuming normal early-stage
investment outcomes.

Overall Assessment represents a policy judgment that combines
viability and risk to indicate whether and how the City could proceed at
each funding level.

The following terms are used consistently throughout the table:

Not viable: The platform cannot function as intended; normal losses
or fixed costs would overwhelm the fund.
Marginal: The platform may operate only in a very limited or pilot
capacity and is unlikely to be sustainable.
Borderline: The platform could operate under constrained conditions
but with limited margin for error.

Viable: The platform can function as intended with appropriate
safeguards and oversight.
Strong: The platform is well-capitalized, resilient, and capable of

operating effectively over the long term.

Very high / High / Elevated / Moderate / Lower relative risk: These terms
describe relative risk levels across funding scenarios, with risk decreasing as
fund size increases. “Lower relative risk” does not imply low or no risk, but
reflects reduced exposure compared to smaller funding levels.
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Appendix B - Sources Reviewed
This analysis was informed by the following sources:

Legal Framework
= (California Government Code §§53600-53609 (Local Agency
Investment Law)

Venture Capital Performance Data
= Ghosh, Shikhar (Harvard Business School, 2012) - Venture-backed
startup failure rates
= PitchBook-NVCA Venture Monitor (Q3 2024) - Seed-stage deal metrics

Early-Stage Investment Benchmarks
= Angel Capital Association Angel Funders Reports (2023-2024)
= National Venture Capital Association industry data

Municipal Finance Guidance
= Government Finance Officers Association best practices
= Sunstone Cities, LLC

City and Other Government Agency Public-Private Programs and Private
Venture Capital

Municipal Programs
* Long Beach Accelerator & Launch Beach ($25M target, public-private
partnership)
= Washington, DC Venture Capital Program ($52M total, launched 2024-
2025)
= Portland Seed Fund (originally city-backed, now independent)

State-Level Programs:
= California SSBCI Venture Capital Program ($1.181B state allocation)
= New York State Ventures ($184M deployed since 2015)
= Massachusetts Growth Capital Corporation (evergreen fund model)
= Maryland Venture Fund (state as LP, launched 2014)

Regional/County Programs:
» Los Angeles Regional Small Business Development Fund
= Miami-Dade County Minority Business Enterprise Fund
= San Diego Innovation Fund (county-managed)

Private Venture Capital
= Kansas City Rise Fund (sidecar co-investment model, privately funded
regional Venture Capital)
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Municipal Community Development Finance Programs (Not complete list)

» Detroit Strategic Neighborhood Fund ($115M, CDFI loan/grant
program, not equity)
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