Agenda Item - 4.A.3
Resolution No. 20-SM027-02

CALIFORNIA ALTERNATIVE ENERGY AND
ADVANCED TRANSPORTATION FINANCING AUTHORITY

Request to Approve a Time Extension for the
Initial Term of the Regulatory Agreement!

Intuitive Surgical, Inc. and its Subsidiary, Intuitive Surgical Operations, Inc.
Application No. 20-SM027

Tuesday, February 20, 2024

Prepared By: Katrina Walters-White, Program Analyst

SUMMARY

Applicant — Intuitive Surgical, Inc. and its Subsidiary, Intuitive Surgical Operations, Inc.
Location — Sunnyvale, Santa Clara County
Industry — Advanced Robotic Surgical Systems and Tools

Project — Upgrade and Expansion of Existing Advanced Robotic Surgical Systems and
Instruments and Accessories Manufacturing Facility (Advanced Manufacturing)

Total Amount Qualified Property Approved — $82,500,000
Estimated Sales and Use Tax Exclusion Amount at Approval® - $6,897,000
Amount of Time Requested —
e Requesting a one (1)-year extension, until March 17, 2025, for the Initial Term of the
Regulatory Agreement (a total of five (5) years from the date of initial CAEATFA Board
approval of March 17, 2020).

Staff Recommendation — Approval

1 All capitalized terms not defined in this document are defined in the Sales and Use Tax Exclusion Program’s
statutes and regulations.

2 This amount is calculated based on the average statewide sales tax rate at the time of initial approval, which was
8.36%.
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REQUEST

On March 17, 2020, the CAEATFA Board approved a Sales and Use Tax Exclusion (“*STE”)
award for Intuitive Surgical, Inc. and its Subsidiary, Intuitive Surgical Operations, Inc. (the
“Applicant”) for the purchase of up to $82,500,000 in Qualified Property to upgrade and expand
its existing advanced robotic surgical systems, instruments, and accessories manufacturing
facility (the “Project”). The Regulatory Agreement (“Agreement”) initial term provided the
Applicant with three years from the date of Board Approval to utilize its STE award.® On
January 17, 2023, the CAEATFA Board approved the Applicant for a one (1)-year extension of
the initial term of the Agreement from its original termination date of March 17, 2023, to
accommodate delays resulting from the prolonged COVID-19 pandemic and changing economic
conditions.

As of November 14, 2023, the Applicant has used the STE award to purchase approximately
$44,066,000 of Qualified Property (53% of the total Qualified Property approved). The
Applicant is requesting to extend the Agreement initial term by an additional one (1) year to
accommodate longer than anticipated contract negotiations.

According to the Applicant, the timeline for material purchases with its contractors and
subcontractors has taken longer than anticipated. The build-out and renovation of multiple
buildings was pushed out due to contract negotiations with its contractor. The build-out is now
expected to be completed by the fourth quarter of 2024.

The initial term of the Agreement can be extended by the Board upon a finding that an extension
is in the public interest and advances the purposes of the STE Program.*

THE APPLICANT

Intuitive Surgical, Inc. (“ISI”) and its subsidiary, Intuitive Surgical Operations, Inc. (“ISO”) are
requesting a sales and use tax exclusion together as Intuitive Surgical, Inc. and its Subsidiary,
Intuitive Surgical Operations, Inc. (“Intuitive” or the “Applicant”) to design, manufacture,
market and distribute advanced robotic surgical systems and tools used to perform
gynecological, urological, general, cardiothoracic, and head and neck surgeries. Located in
Sunnyvale at its centralized global headquarters, the Applicant is comprised of two Delaware
corporations that are publicly traded under the symbol ISRG. According to the Applicant, ISI
was founded in 1995, however for various business reasons, including limitation of liability, 1ISO
was formed. While ISI primarily oversees marketing, selling and administrative activities, and
ISO oversees R&D and manufacturing personnel and assets activities, the two entities share
overlapping manufacturing and production responsibilities as it operates as one consolidated
business.

3 California Code of Regulations Title 4, Division 13, Section 10035(b)(1)
4 California Code of Regulations Title 4, Division 13, Section 10035(b)(1)(B)
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Intuitive’s products include the da Vinci Xi, da Vinci X, and da Vinci SP, which primarily consist
of a patient cart, surgeon console, and vision cart. Intuitive’s da Vinci systems enable surgeons to
perform surgeries such as prostatectomies, hysterectomies, hernia repair, cholecystectomies,
nephrectomies, and bariatric surgery—in a less invasive manner.

According to the Applicant, in November 2019 the FDA approved its most recent instruments,
the SynchroSeal and E-100 Generator, which use advanced bipolar energy to seal and transect
tissue then cool it down quickly, which allows surgeons to seal and move at a faster pace.

On February 19, 2019, the CAEATFA Board granted Intuitive an STE award for the purchase of
up to $96,875,430 in Qualified Property for an estimated STE value of $8,098,786 to upgrade
and expand its existing design and manufacturing facility located in Sunnyvale. As of the end of
2019, the Applicant has reported approximately $20.6 million in Qualified Property purchases
(21% of the total Qualified Property Amount Approved).

The corporate officers of Intuitive are:
Gary S. Guthart, Ph.D., Chief Executive Officer
Myriam J. Curet, M.D., EVP and Chief Medical Officer
David J. Rosa, President
Jamie Samath, Chief Financial Officer
Gary Loeb, General Counsel and Chief Compliance Officer

THE PROJECT

Intuitive requested a sales and use tax exclusion to further upgrade and expand its existing design
and manufacturing facility located in Sunnyvale (the “Project”). The Applicant explains the
Project will include an additional 400,000 square feet of facility space and upgrades and
additional production, research, design, testing, and prototyping equipment over the next three
years.

A portion of the Applicant’s Project will relate to its lon product line, known as the lon
Endoluminal System, which is a robotic-assisted platform for performing minimally invasive
biopsy of the lung. The system cart includes software, a controller, and a planning laptop with
software to convert patient CT scans into 3D airway trees for planning navigation prior to
operation. The system also includes an ultra-thin catheter capable of 180-degree articulation in
any direction and has a 3.5mm outer diameter. According to the Applicant, the catheter has fiber
optic shape sensors along its length to provide real-time shape information for easier navigation.
The system also includes a probe to provide real-time fluoroscopic, radial endobronchial
ultrasound, virtual, and live view in a single display, and a biopsy needle that can pass through
the tight-radius bends within the catheter and deploy straight open exiting the end of the catheter.
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Intuitive states its manufacturing process utilizes extensive research and information technology
into the science of medicine and surgery. For example, the Applicant applies machine learning to
improve the software ability to plan biopsy paths through the lung segment structures. Intuitive
explains its production team also use highly precise tools that utilize algorithms within
microprocessors to carefully build and customize its devices. Highly sensitive tools are used that
measure and track the exact amount of torque used at every moment of product assembly.

Additionally, Intuitive anticipates this Project will results in approximately 30% less energy

consumption compared to its previous manufacturing process through the installation of rooftop
solar and LED lighting in its new facilities.

AGREEMENT INITIAL TERM EXTENSION REQUEST

The Applicant has requested that the initial term of the Agreement be extended from March 17,
2024, to March 17, 2025, in order to accommodate longer than anticipated contract negotiations.

Staff Evaluation

As stated in its request, the Applicant encountered delays with negotiating a contract with its
third-party construction contractor. However, the Applicant states it was able to secure final
redesign contracts with its general contractor in January 2023, and has begun production. The
Applicant has been working closely with the contractors to ensure that the agreed upon timeline
is met and anticipates the project completion by the fourth quarter of 2024. Additionally, the
Applicant is expected to have direct purchases of equipment to outfit the buildings during 2024.

Based on this information, Staff believes extending the initial term of the Agreement will allow
for the Project to be completed, and therefore, in the public interest and advances the purposes of
the STE Program.

LEGAL QUESTIONNAIRE

Staff has reviewed the Applicant’s responses to the questions contained in the Legal Status
portion of the Application. The Executive Director, in consultation with legal counsel, has
determined that the legal issues disclosed do not affect the financial viability or legal integrity of
the Applicant.

CAEATFA FEES

In accordance with STE Program regulations,® the Applicant has paid an additional fee of $2,000
because extending the initial term qualifies as a modification to the Applicant’s Agreement.

> California Code of Regulations Title 4, Division 13, Section 10036(c)(1)(B)
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RECOMMENDATION

Staff recommends that the Board approve the Applicant’s request to extend the initial term of the
Agreement by one (1) year to March 17, 2025, as it is in the public interest and advances the

purposes of the STE Program.

Attachments

Attachment A: Intuitive Surgical, Inc. and its Subsidiary, Intuitive Surgical Operations, Inc.’s
letter requesting waiver (November 14, 2023)

Attachment B: Intuitive Surgical, Inc. and its Subsidiary, Intuitive Surgical Operations, Inc.’s
staff summary at the time of approval
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RESOLUTION APPROVING A TIME EXTENSION FOR
INTUITIVE SURGICAL, INC. AND ITS SUBSIDIARY, INTUITIVE SURGICAL
OPERATIONS, INC.’S INITIAL TERM FOR
THE REGULATORY AGREEMENT

February 20, 2024

WHEREAS, on March 17,2020, the California Alternative Energy and Advanced
Transportation Financing Authority (the “Authority”), a public instrumentality of the State of
California, approved a Sales Tax Exclusion (“STE”) in the amount of $82,500,000 of Qualified
Property for Intuitive Surgical, Inc. and its subsidiary, Intuitive Surgical Operations, Inc.
(the “Applicant™); and

WHEREAS, within three (3) years of approval by the Authority, the Applicant must
make all Qualified Property purchases (STE Program regulations Section 10035(b)(1)); and

WHEREAS, upon a finding that it is in the public interest and advances the purposes of
the Program, the Authority may waive the requirement that all purchases of Qualified Property
be made within three (3) years of Application approval (STE Program regulations Section
10035(b)(1)(B)); and

WHEREAS, the Applicant previously had requested a waiver of the requirement to
purchase all of the Qualified Property within three (3) years due to unexpected delays in the
Project timeline, extending the term by one (1) year to March 17, 2024; and

WHEREAS, the Applicant has requested a waiver of the requirement to purchase all of
the Qualified Property within three (3) years/by March 17, 2024, due to unexpected delays in the
Project timeline, extending the term by one (1) year to March 17, 2025; and

WHEREAS, granting the waiver will allow the Project to proceed and the state to receive
the anticipated environmental and economic benefits that justified the initial approval of the
Project in accordance with the law, thereby advancing both the public interest and the purposes
of the Program.

NOW, THEREFORE, BE IT RESOLVED by the California Alternative Energy and
Advanced Transportation Financing Authority, as follows:

Section 1. The Authority finds that it is in the public interest and advances the purposes
of the Program to extend the Applicant’s initial term of the Regulatory Agreement to March 17,
2025.

Section 2. This resolution shall take effect immediately upon its passage.
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Attachment A: Intuitive Surgical, Inc’s Letter
Requesting Waiver (November 14,2023)
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Attachment B: Intuitive Surgical Inc’s Staff Summary
at the Time of Approval
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corporations that are publicly traded under the symbol ISRG. According to the Applicant, ISI
was founded in 19935, however for various business reasons, including limitation of liability, ISO
was formed. While ISI primarily oversees marketing, selling and administrative activities, and
ISO oversees R&D and manufacturing personnel and assets activities, the two entities share
overlapping manufacturing and production responsibilities as it operates as one consolidated
business.

Intuitive’s products include the da Vinei Xi, da Vinci X, and da Vinei SP, which primarily consist
of a patient cart, surgeon console, and vision cart. Intuitive’s da Vinci systems enable surgeons to
perform surgeries such as prostatectomies, hysterectomies, hernia repair, cholecystectomies,
nephrectomies, and bariatric surgery—in a less invasive manner.

According to the Applicant, in November 2019 the FDA approved its most recent instruments,
the SynchroSeal and E-100 Generator, which use advanced bipolar energy to seal and transect
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THE PROJECT

Intuitive is requesting a sales and use tax exclusion to further upgrade and expand its existing
design and manufacturing facility located in Sunnywvale (the “Project™). The Applicant explains
the Project will include an additional 400,000 square feet of facility space and upgrades and
additional production, research, design, testing, and prototyping equipment over the next three
years.
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2. Construction Jobs (0 of 75 points). The Applicant represents that the Project
will support a total of 85 construction jobs at its Facility. CAEATFA
estimates that approximately 2 of these jobs will be attributable to a marginal
increase in jobs created due to the STE. Based on the amount of STE per
estimated number of jobs created, the Applicant earned zero points.

3. Unemployment (0 of S50 points). The Applicant’s Project is located in Santa

Clara County, which has an average annual unemployment rate of 2.5 %.
When compared to the statewide average annual unemployment rate, which
was 4.1% in 2019, the dataset used in the Application, the Project location
earned the Applicant an Unemployment Score of zero points.

4. Research and Development Facilities (25 points). The Applicant has

ACCOTUINE LO LIE APPIICANL, dll TISCESSATY DULIINE, MSIAALION, and OPETALIONAl PETTIILS Nave
been secured with the City of Sunnyvale and County of Santa Clara.

LEGAL QUESTIONNAIRE

Staff has reviewed the Applicant’s responses to the questions contained in the Tegal Status
portion of the Application. The Executive Director, in consultation with legal counsel, has
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RECOMMENDATION

Staff recommends approval of Resolution No. 20-SM027 for Intuitive Surgical, Inc. and its
Subsidiary, Intuitive Surgical Operations, Inc.’s purchase of Qualified Property in an amount not
to exceed $82,500,000, anticipated to result in an approximate sales and use tax exclusion value
of $6,897,000.
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Inc. and its Subsidiary, Intmtlve Surgical Operations, Inc. (the “Applicant”), for financial
assistance in the form of a master regulatory agreement (the “Agreement”) regarding tangible
personal property utilized in an Advanced Manufacturing process or for the design, manufacture,
production or assembly of Advanced Transportation Technologies or Alternative Source
products, components, or systems (“Qualified Property”) as more particularly described in the
staff summary and in the Applicant’s Application to the Authority (collectively, the “Project”);
and
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WHEREAS, the Applicant has requested the Authority to enter into the Agreement to
acquire Project equipment with an estimated cost not to exceed $82,500,000 over a period of
three years; and

WHEREAS, the Applicant believes that this form of financial assistance will enable it to
avail itself of the benefits of an exclusion from sales and use taxes relative to the Qualified
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Applicant’s Application to the Authority, such approval to be conclusively evidenced by the
execution and delivery thereof. The Authority understands and agrees that pursuant to the terms
of the Agreement, the obligations of the Applicant may, under some circumstances, be carried
out or assumed by a successor or assignee entity, or by an affiliate of the Applicant.

Section 6. Each of the Authorized Signatories, acting alone, is hereby authorized and
directed to do any and all ministerial acts, including (without limitation) the execution and
delivery of any and all documents and certificates they may deem necessary or advisable in order
to consummate the Agreement and otherwise effectuate the purposes of this Resolution.

Section 7. The Applicant shall assure CAEATFA that all Qualified Property listed in the

semi-annual reports pursuant to the Agreement shall be installed, maintained and operated in
compliance with all applicable local, state and federal laws.
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