DEPARTMENT OF ELECTIONS

City and County of San Francisco
www.sfgov.org/election

John Arntz
Director

Memorandum

To: Honorable Gavin Newsom, Mayor
Honorable Members, Board of Supervisgrs

From: John Arntz, Director of Elections
Date: October 31,2006

RE: Update on Request for Proposal for Implementation of New Voting System in 2007

This memorandum provides an update on the Department of Elections’ (Department) efforts to secure
a contract to provide voting systems and services for use in San Francisco after the November 2006
election.

WHY THE DEPARTMENT NEEDS A NEW VOTING SYSTEMS CONTRACT

The Department of Elections issued an RFP on March 31, 2005 seeking bids from all vendors with
voting systems certified for use in California by the Secretary of State to provide the City with voting
equipment and services for at least a four-year period. The contract negotiations under this RFP have
not yet been completed for the reasons stated below and the contract with the current voting system
vendor, Elections System and Software (ES&S), effectively expires at the completion of services
necessary to conduct and certify the November 2006 general election. Therefore, the City must secure
a contract for services to be used in future elections.

NEGOTIATIONS WITH SEQUOIA VOTING SYSTEMS _
After the March 2005 RFP was issued, of the seven qualified vendors, two vendors submitted bids by

the June 3, 2005 deadline: Sequoia Voting Systems (Sequoia) and ES&S. After panel review, scoring
of the bids and a two-week pilot program during which the public was invited to use and compare the
two systems, Sequoia was the top-ranked bidder and received the privilege to negotiate a contract with
the City. :

On September 30, 2005, the Department sent Sequoia a letter of intent to negotiate a contract and soon
thereafter the Department entered good faith contract negotiations with Sequoia. As noted in the
attached memorandum of March 7, 2006, the Department of Elections, upon consideration of concerns
expressed by members of the Board of Supervisors’ Rules Committee regarding the efficacy of
completing the process to finalize Sequoia’s contract, temporarily suspended efforts to finalize the
contract. One concern expressed by the Committee was that Sequoia had not yet been certified by the

! Although the City's contract with ES&S expires on July 31, 2007, the contract only provides for voting services
through the November 2006 elections. Furthermore, the Secretary of State has granted only a provisional
certification for ES&S’ system to conduct ranked-choice voting elections (RCV) for the November election. This
provisional certification disallows ES&S’ present equipment from being used in San Francisco to conduct RCV
elections after this November.
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Secretary of State for the June 2006 election. The vendor, however, had progressed through each
phase of both the federal and State testing protocols and ultimately received certification from the
Secretary of State in time for the June election.

In order to conduct the June 2006 primary election and to be in compliance with the federal Help
America Vote Act (HAVA) to have accessible voting equipment in each polling place, the Department
amended its existing contract with ES&S. This contract amendment was meant only as a temporary
solution for the immediate elections. The Department continued discussions with Sequoia and
encouraged Sequoia to continue to pursue the development and certification of RCV for its system.
Without a contract, however, Sequoia was not able to commit the resources necessary to complete
RCV in time for the November 2006 election when the ballot would contain RCV contests for both
citywide and district offices. Throughout this time the RFP process remained intact and the
Department of Elections continued discussions with Sequoia regarding finalizing a contract under the
RFP process for future elections.

At this time, the Department of Elections is nearing the final stages of negotiations with Sequoia for
comprehensive services related to the implementation of the new system. The Department expects to
reach a final agreement soon and bring the contract to the Board of Supervisors for its approval.

FUNDING
The RFP requires the City to use funds provided under the Help America Vote Act (HAVA) and from

Proposition 41 to purchase the new voting system.

Originally, the HAVA and Proposition 41 funds allocated to San Francisco consisted of $5.7 million
from each source, for a total funding amount of $11.4 million. In 2003, the City used $2.4 million in
Proposition 41 funds to reimburse costs associated with the 2000 purchase of an optical scan system
from ES&S.

For all elections after January 1, 2006, San Francisco, like all jurisdictions, had to comply with the
HAVA requirement that at least one accessible voting machine be available in every polling place.
Because the City was not able to complete the contracting process with Sequoia before the June 2006
election, the City contracted with its existing vendor, ES&S, to purchase accessible voting machines,
called the AutoMARK.

On March 21, 2006, the Board of Supervisors passed a resolution authorizing the Department of
Elections to accept and expend funds provided under HAVA and Proposition 41 in an amount not to
exceed $3.5 million from the California Secretary of State to purchase the AutoMARK for use in the
June 6, 2006 election. S.F. Res. 156-06. The total cost of the purchase of the AutoMARK, including
the sales tax, amounted to $3.8 million. The Voting Modernization Board (VMB), which allocates
Proposition 41 funds to the counties, awarded San Francisco $2.6 million for the purchase of the
AutoMARK and required San Francisco to provide an additional 25% of this amount in matching
funds, amounting to approximately $900,000. The City indicated that the required matching funds of
$900,000 would be drawn from the $5.7 million of HAVA funds allocated to San Francisco from the
Secretary of State for the purchase of new voting equipment. This total amounted to $3.5 million and
the City earmarked the remaining balance of $300,000 to be paid by using HAVA funds.
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With $1.2 million in HAVA funds directed towards the purchase of the AutoMARK, the City has $4.5
million remaining from its HAVA allocation. Further, of the original $5.4 million of Proposition 41
funds allocated to San Francisco, approximately $928,000 remains, Therefore, the City has
approximately $5.4 million in remaining federal and State grant funds to purchase the Sequoia system.

Any contract with Sequoia will require the vendor to provide a rebate for the City’s current voting
system, including the AutoMARK. The Department will use this rebate plus the remaining $5.4
million in HAVA and Proposition 41 monies to fund the purchase of a new voting system from
Sequoia under the RFP.2 Ifthe projected expense of the Sequoia system is greater than the total
amount of these funds, the Department will ask the Board of Supervisors for a supplemental
appropriation from the General Fund to cover the cost difference.

BOARD ACTIONS REQUIRED
In order to secure a contract with Sequoia, the top bidder in the RFP process, the Department will seek

three actions from the Board of Supervisors.

= First, the Department will ask the Board to pass a resolution authorizing the Department of
Elections to accept and expend the remaining monies from the HAVA grant, approximately
$4.5 million. As noted above, the Board passed an initial resolution authorizing the
Department to accept and expend up to $3.5 million in combined HAVA and Proposition 41
funds. In addition, on August 15, 2006, the Board of Supervisors passed a resolution
approving the application of funds under the Help America Vote Act. S.F. Res. 0497-06. The
Board now needs to pass another resolution authorizing the Department to accept and expend
the remainder of the HAVA funds.

= Second, if the contract with Sequoia for voting systems and services exceeds $10 million, the
Department will ask the Board to pass a resolution approving the contract. S.F. Ch. § 9.118(b).

=  Finally, if there is a shortfall in the amount the Department receives from HAVA and
Proposition 41 funds and the sale of the AutoMARK, then the Department will seek a
supplemental appropriation from the Board of Supervisors.

QUESTIONS REGARDING SEQUOIA’S CORPORATE STRUCTURE

Recent attention of Sequoia’s parent company, Smartmatic Corp., has resulted in both companies
requesting a federal review of their ownership structures by the Committee on Foreign Investment
in the United States (CFIUS), which is an inter-agency committee chaired by the Secretary of
Treasury. Concerns have been raised that since Smartmatic Corp.’s principle owners are from
Venezuela and the company provided voting equipment for Venezuela’s recent presidential
election while partnering with a small Venezuelan company named Bizta. Bizta received a
$200,000 loan from the Venezuelan government, and in return the government held a 28% stake

% Both the Proposition 41 funds and the HAVA funds have not yet been released to the City for the purchase of the
AutoMARK. San Francisco is waiting for the California Department of Finance to submit an amended spending plan
for HAVA allocations to a joint legislative budget committee requesting funds to be released. The State will not
release the Proposition 41 funds until the matching funds from HAVA are available.
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in Bizta. The nationality of Smartmatic Corp.'s principle owners and its association with Bizta
has created worries that Smartmatic Corp. has potential links to the Venezuelan government that
could allow Venezuelan President Hugo Chavez’ administration to influence elections in the
United States conducted on Sequoia equipment. In response to such concerns, Smartmatic Corp.
and Sequoia requested SFIUS to review the companies’ ownership and business structures for an
official finding that the Venezuelan government does not hold any control over Smartmatic Corp.
or Sequoia. At this time nothing suggests that Sequoia or its voting systems have in any way
been designed or operated according to any influence from the Venezuelan government.
Attached to this memorandum please find information from Sequoia regarding the investigation.

NEXT STEPS

The Department of Elections is continuing its negotiations with the top-bidder in the RFP process,
Sequoia Voting Systems. We expect to complete these negotiations within the next several weeks and
then work with the Board to receive approval of the contract and the necessary funds to complete the
purchase of a voting system for use in future elections.

I would be happy to meet with you or your staff to answer any questions about the information
provided in this memorandum or any other questions you may have about the voting systems and the
City's need to secure a contract for future elections.

ce: Dennis Herrera, City Attorney
Ed Harrington, Controller
Steve Kawa, Chief of Staff, Mayor’s Office
Noelle Simmons, Budget Director, Mayor’s Office
Greg Wagner, Budget Analyst, Mayor’s Office
Elections Commission
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FOR IMMEDIATE RELEASE CONTACTS:
| Michelle Shafer, Sequoia Voting

mshafer@sequoiavote.com
(512) 426-5658

Mitch Stoller, Smartmatic

mstoller@groupsjr.com
(212) 751-3327

SMARTMATIC AND SEQUOIA VOTING SYSTEMS ANNOUNCE
VOLUNTARY CFIUS FILING

SMARTMATIC CEO ANTONIO MUGICA TO HOLD PRESS
CONFERENCE

BOCA RATON, FLORIDA, October 29, 2006 — Sequoia Voting Systems, Inc.
(“Sequoia”) and its parent, the Smartmatic Corporation (“Smartmatic”), today announced
that, contrary to reports, the companies have voluntarily submitted a notice to the U.S.
Committee on Foreign Investment in the United States (CFIUS). The companies filed
voluntarily in order to allow the U.S. Government to review Smartmatic’s acquisition of
Sequoia.

“No foreign government or entity — including Venezuela — has ever held an
ownership stake in Smartmatic, and we have voluntarily filed with CFIUS to put to rest
the baseless but persistent rumors about our ownership,” said Antonio Mugica, Chief
Executive Officer, Smartmatic.

The firm is owned primarily by three young entrepreneurs: Antonio Mugica, a
dual-Spanish-Venezuelan national (78.8%); Alfredo Anzola (3.87%); and Roger Pinate
(8.47%). The other main investor is Jorge Massa (5.97%), a well-known French-
Venezuelan businessman. Smartmatic employees and friends and family own the
remainder of the firm (2.89%).

As part of the CFIUS process, Smartmatic and Sequoia have voluntarily provided
significant information to CFIUS on all aspects of the two firms’ businesses and
ownership and the security and integrity of Sequoia’s voting solutions.

“As a company, we sought out a CFIUS review because we are confident it will
clear the air so we can focus on what we do best — making the world’s most secure and
auditable voting solutions,” added Antonio Mugica.

Press Conference: 2:00pm, Washington, DC, October 30™, 2006.
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