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2. With the benefit of hindsight, many in the community expressed that today
they would make different decisions about the design and operating
arrangement of the Plaza. This was also a finding of the City Auditor and one
with which we agree.

3. We found among the community and art professionals that to achieve true
distinction - a reputation for excellence far and wide and a unique quality
that sets it apart - the Plaza's vision, programs, and management models
need to be grounded in the unique character and assets of its home
community and the attributes it possesses. We agree; a reputation for
excellence in general should be grounded in a unique strength and character. But
what is most interesting about this finding is its aspiration towards "a reputation
for excellence far and wide." The community should ask itselfwhether the
consultants' recommended programming model, with its narrow focus, is likely to
attract such a reputation.

4. Two contrasting schools of thought dominate discussions about the Plaza;
one approach emphasizes the lack of external financial capital (deficit
model), the other seeks to develop community buy-iu as the foundation for
sustainability (assets model). The community strongly believes that a healthy
balance between these two ideologies is lacking in the current Plaza
operating model. We agree that "a healthy organization needs both forms of
capital to succeed." We continue to strive to command and hold the respect of all
the Plaza stakeholders. However, unlike many not-for-profits who are not
operating major facilities, there is a minimum amount of real, tangible capital that
is required to operate the Plaza safely and properly. We cannot cut back on costs
that would make the Plaza dangerous to occupy and we cannot use social, artistic,
or political capital to keep the fountain repaired and safe, emergency generators
and the elevators running, the lighting on in the theatre and the stage rigging and
fly system functional and free from dangerous defects. A not-for-profit without a
building to maintain might have the luxury ofkeeping costs down until they build
up enough intangible assets to move them towards higher cash balances. The
Plaza operator cannot have that luxury.

5. The public is weary of the seesaw dynamics between the City and the current
Plaza operator. We object to the use of such inflammatory language to describe
the current relationship between MHC and the City. Our relationship with the
City is one ofmutual respect and a shared commitment of stewardship for the
Plaza, which, over the years has experienced differences in points of view as City
administrations and Plaza management changed. Fundamentally, this is a business
relationship, subject to negotiations and contract discussions, which may include
disagreements and disputes. As the saying goes, it's business, not personal. If the
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City and MHC cannot, at this point, come to an agreement on the proper model
for operating the Plaza, MHC will certainly opt to step down as operator rather
than continue a business relationship which makes no economic sense.

6. The public is ready for a comprehensive solution to the Plaza's dilemmas.
There isa widespread sense among the community that short-term
adjustments, last-minute bailouts, or defensive posturing would not move the
Plaza closer to stability. We are ready for a comprehensive solution as well. In
fact, we believe that we are in the process of implementing one. We have done
significant work in recent years to bring the Plaza to its current level of
maintenance and programming and we are improving both every day. Our new
proposal for a Plaza operating model is based on understanding first, the financial
operating cost, and second, creating revenue streams through programming. The
public should ask itself whether a comprehensive solution is more likely to
materialize from this kind of measured, consistent progress and revenue-based
programming or from the kind of sweeping changes and reconstructed operating
model that the consultants suggest.

7. The community recognizes that the prevailing economic conditions in the
City of San Jose and the circumstances surrounding the Plaza in 2008 are
substantially different than those nine years ago when the Plaza first opened.
We agree that the City of San Jose, as well as MHC, "can do better in terms of
supporting its cultural facilities and organizations." That is exactly what we are
asking the City to do and what we have committed to as well.

Local Assets, Visions, Uses, and Identity

1. The community's overwhelming consensns is that the Plaza's core identity
and optimal use is as a cultural center serving the community and not as a
regional arts venue. Of course the Plaza draws its flavor and character from its
unique geographic location. Of course the Plaza operator should strive to be
relevant and welcoming to the "community" in its immediate geographic vicinity.
However, even the consultants' own observations about the people who came to
the focus groups confirms that people from "throughout the region feel
passionately about the Plaza and see it as "'meaningful' to their sense of
belonging."

2. The community clearly understands that a "cultural center" is not the same
as a "community center." We agree that there is room in an arts-culture
continuum to address elements oflocal community life. MHC's formal
programming plan, which is attached and with which the consultants were
provided, encompasses this vision. MHC's exhibition on lowrider automobiles,
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(an art form born in East San Jose) which is currently being mounted in our
gallery is a perfect example of this.

3. An operational model of the Plaza as a self-supporting performance /
presenting venue primarily oriented to booking commercial entertainment
(even Latino culturally-specific events) is not economically viable. Since
MHC's programming model is not primarily oriented to booking for profit
entertainment concerts, we fail to understand the reason for this finding. If the
consultants' contention here is that the Plaza cannot operate as a fully self­
sufficient commercial presenting venue without any City funding, then perhaps
they are correct. The Plaza certainly lacks the physical capacity to handle huge,
commercial acts like those at the HP Pavilion. But if the consultants' contention is
that an individual commercial entertainment act presented at the Plaza cannot be
profitable, this is simply not true. MHC has presented several concerts in the
Plaza at a profit and these revenues have been utilized to support and maintain the
venue and its programming. We also fail to see how the data cited in this finding
at all supports the consultant's contention. This extensive discussion of Latino
entertainment only underlines the huge base of consumer support there is for this
kind of programming throughout the Bay Area. It is for this reason that the Plaza
has been approached by several for-profit concert promoters, media companies
and corporate sponsors about use ofthe Plaza venue for community concerts.

1. The community's preferred use of the Plaza is as a site for participatory
artistic / cultural endeavors such as classes, workshops, civic celebrations,
social gatherings, community meetings, and long-term cultural initiatives
that collect and interpret the local community's heritage and social history.
This finding is flatly contradicted by the earlier discussion ofthe community's
desire for a balance in programming and by the record attendance of Plaza
performing arts events. These sorts of classes .andworkshops were provided in the
past and discontinued for financial reasons. There is no data provided by the
consultant that suggests that there is a sustainable demand for such activities.
Moreover, there is no inherent conflict between presenting high-profile, revenue
generating events and community education offerings of the kind here described.
In addition, there are numerous other venues in the vicinity, including two new
community centers under construction, that are suitable for community meetings
and gatherings and only one that is suitable for high-profile concerts and exhibits.
Use of the Plaza as both a regional art center and a place where community
programming is available benefits the entire community and the City's own desire
to attract visitors and improve its tax base, by creating an exciting vibrant cultural
landscape where business will want to locate and where there is a robust
economic impact.

2. There is a strong desire in the community to see dance and music classes re­
instituted at the Plaza. Again, this comes down to the issue of the primary
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purpose of the Plaza. MHC's Board and staffwould like to see the reinstitution of
music and dance classes on site in addition to its robust programs in the local
schools. However, a sustainability model for this reinstitntion would need to be a
priority in future years. Previously, the classes contributed to the Plaza's deficit
over the years. IfMHC's present proposal is accepted, it must be managed in a
sustainable manner, and leveraged to build support and new audiences for the
Plaza's other presentations. We note that the actnal classroom venues within the
Plaza campus are limited to two rooms - we believe this space could be easily
converted to provide for up to six sound proof music classrooms. With
appropriate investment, the gallery could be converted to dance and music
classroom space. The Pavilion, while suitable for dance classes, is a popular
venue more often utilized for revenue generating, multi-purpose use such as
weddings, meetings, rehearsals, performances and dinners.

3. The community values the existence of a residency art program (RAP) at the
Plaza; the great majority of specific "branding" the Plaza has today is
associated to,RAP activities (Teatro Vision, San Jose Minority Artists Guild,
and until recently Los Lupenos which now are part of the MHC
organization.)

Again, no data has been provided in support of this contention.

We too value our RAP program. However, we disagree that the majority of the
Plaza's brand association is through their programming.

First, the Plaza's brand is based on a combination offactors, including critical
reviews, media coverage and actnal audience or client experiences. In the last
three years, MHC's programming has received numerous accolades and awards
and based on its repeated and growing rentals business, the community perceives
the Plaza as an excellent venue for private events. Indeed, it is for this reason
that the Plaza continues to be selected by prominent content companies and
promoters for their events. This identity should not be discarded, but
further leveraged to support the proposed education program.

We also value the existence of a RAP program and agree that it ought to be
beneficial to both parties. The contentious history of our relationship is informed
by the economic arrangement originally created to govern the RAP program. That
doesn't mean that MHC does not respect the RAP programs. The challenge
which confronts both the MHC and the RAPs, as aptly expressed by Teatro
Vision's Executive Director, is that if the program is not heavily subsidized, it is
essentially priced out of the Plaza. The fact is that the average audience for a
Teatro Vision production is approximately 115 persons per show. The Plaza's
theatre seats over 500. While the artistic output of the RAP programs is
uniformly praised, based on these audience numbers, the utility of supporting the
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RAP program at the Plaza is poor. With so many other arts programmers willing
to pay MHC's full non-profit rental rate, one must question the expense to
maintain snch a program at a venue which is too large and expensive for the type
of theatre Teatro and SJMAG produce.

Second, above and beyond the incorrect appellation for SJMAG, there is a great
deal wrong with the consultant's argument in this section. The assertion that
"the RAPs have not been a burden on the Plaza operator in the manner in
which has been described" is false. We have attached a detailed schedule of
expenses and revenue for the RAP program. The fact is that neither City funding
nor the rent paid by the RAP partners covers MHC's O&M expenses. While the
RAPs have not completely foreclosed renting the theater to other users, MHC has
turned away business from renters who can pay MHC's full non-profit rate card
due to conflicts with the RAP seasons. The fact that dates are available to Los
Lupenos for rehearsal does not mean there is no detrimental impact to MHC from
the RAP program. Moreover, the consultants demonstrate a lack ofunderstanding
of our scheduling when they imply that Los Lupenos rehearsals prevent us from
renting the space to other users, as we always give potential rental income priority
over Los Lupenos rehearsal and when there is a conflict, make arrangements for
the company to rehearse off-site in order to realize the income.

4. The Mariachi Festival is considered by the great majority of community
members a high quality and high-visibility event, but many expressed
concern that it is largely disconnected from the Plaza. Once again, this finding
is simply not based in fact. There are many festival events taking place at the
Plaza - our student showcase, festival gala dinner, and related gallery exhibition
are examples. Moreover, MHC's sponsors and audience members have routinely
expressed the view that the mariachi festival must be located in a venue suitable
for a large festival, which is also a major destination event for the City. The Plaza
is not only too small for the mariachi festival, its physical plant is too fragile to
accommodate crowds exceeding 5000 and applicable fire regulations in any event
prohibit larger events taking place there.

Even though the Festival has outgrown the Plaza, there is still significant spill­
over to the Plaza in terms of corporate and artist interest in the venue.
Relationships built during the Festival can be brought to bear to help the Plaza.
The Plaza's growing relationship with Univision is a perfect example. As a result
of the outstanding relationship between the mariachi festival and Univision, the
Plaza has been selected by Univision for a series of important community town
hall meetings addressing important issnes such as health care, the presidential
election and education. And Target Stores has selected the Plaza for a new annual
community family event scheduled to debut this May. Finally, MHC's hugely
popular PeeWee Mariachi classes, which originated at the festival, have been and
currently will be offered at the Plaza in February.
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5. There is widespread consensus among the community on the importance of
making changes to the Plaza's physical set-up to accommodate new rehearsal
aud iustructiou spaces that can facilitate folkloric music and dance
instruction. We agree. MHC has applied for funding to do just that and continues
to work with the RDA to source available funds to build out the vacant pad next
to the theatre. This is also a question of sustainability, and practical logistics. The
Plaza has two classrooms, neither of which are designed for music instruction, but
which could be easily converted for this use. Classes could take place in the
theatre, but that is an expensive option in terms of staffing and upkeep. The
Pavilion is often booked for other events which create revenue. The gallery could
be converted to rehearsal and education space (we note it was recently refurbished
as a gallery space and in terms of bringing attention, pride, and visitors to the
area, it has served the community well with successful shows such as the recent
Martin Ramirez exhibit.) The ultimate answer to this concern may not include
converting the gallery, but the construction of additional rehearsal and classroom
space, similar to the facilities at the Community School ofMusic and Art in
Mountain View. This space could be planned as part of a mixed use addition, with
a retail component, that would add both revenue and build community
engagement. MHC has been in discussions with both City staff and RDA for
several months on this potential project and currently is working on a planning
document with RDA staff that will allow for improved zoning in the district to
attract private investment and development of the adjacent pad. MHC's activity
on this subject was also disclosed to the consultants.

6. The overwhelmiug majority of people we talked to responded negatively to
the Plaza operator's characterization of the Plaza's artistic aspirations as a
"Latino Lincoln Center." It is'misleading to say that "a great deal of its artistic
vision for the Plaza has been elaborated around the concept of a Latino Lincoln
Center." The official branding of the Plaza, as evidenced in our marketing and
collateral is "Come Visit the Art and Soul of Silicon Valley - The Mexican
Heritage Plaza." From a fund development standpoint in terms of corporate
sponsorships, this tag line has been highly successful. And from the standpoint of
audience attendance at MHC presented and produced events, the branding has
also been highly successful.

7. The Plaza's core audience demographics are overwhelmingly local and
Mexican/ Mexican-American. This depends entirely on the program being
referred to. The East San Jose community is characterized by a rich, diverse
population. We note, for example, that MHC's audience for Juan Gabriel was
primarily Mexican. The audience for Jorge Osorio had a different demographic
makeup. Finally, MHC and the Plaza enjoys a very loyal performing arts rental
client base whose audiences are almost exclusively East Indian, Vietnamese and
Chinese. The Plaza welcomes everyone and is enjoyed by a diverse community
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of arts patrons. We note also that Federal, state and local law prohibits
discrimination based on race, and MHC's policy adheres not only to equal
opportunity but to equal access.

8. Mayfair and East San Jose neighborhoods are themselves deep wells of
Mexican tradition, pride, and cultural activity - both on formal and informal
levels - and can provide direction to programming of high quality and high
relevance. As we state elsewhere, it is our observation that the East side now
boasts a diverse population of new and second generation immigrants from Asia,
Mexico and Central and South America. We might ask ifthe consultant's
monolithic characterization of the neighborhood is accurate and simplifies the
issues when considering programming choices. The Plaza welcomes community
input - however MHC's programming plan and vision follows a structured plan,
which has been vetted and approved by the MHC Board. As an independent arts
programmer, MHC must have the freedom to develop programming according to
its articulated artistic vision. This does not prevent other community groups from
presenting or producing their own programs at the Plaza, as the RAP partners do,
and as numerous non-profit arts companies have.

9. The community's confusion about the Plaza's mission is well founded; in the
course of ten years, the stated mission has changed both in spirit and in text.
A single change in mission in ten years can hardly be classified as either
confusing or unusual; many not-for-profits refine their missions as they evolve.
Moreover, the report's implication that MHC amended its mission at the last
minute simply misstates the facts. MHC adopted a new mission statement in
2003 that a) focuses on arts programming instead of economic development and
b) affirms an inclusive identity to showcase diverse, multicultural arts in the
region. This was codified by a unanimous resolution in the comoration's minutes
in 2003. It was vetted by community leaders, elected officials and MHC Trustees.
The mission was inserted into MHC's bylaws this year as a housekeeping
measure. These facts were also explained to the consultants.

10. The community values the rental function of the Plaza, especially for
weddings, quinceaneras, corporate events, and other community-based
celebrations and local gatherings. We also appreciate this aspect ofour mission;
it's an important component of our operating model.

11. Despite repeated references about the "fortress" design of the Plaza, many in
the community expressed strong support for and enjoyment of the overall
Plaza design and its amenities. Nonetheless, there is consensus that select
architectural and cosmetic improvements to the facility are needed to
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increase the perception of community access, participation, and buy-in. We
agree that more public art, better lighting, etc. could enhance the facility and
would love to see RDA study this.

12. There is an overwhelming sense in the community that the completion of the
economic redevelopment of the Alum Rock and King corridor is intrinsically
connected to the long-term sustainability ofthe Plaza. We agree. We also think
that the Plaza will be in a much better position to contribute to that economic
redevelopment as a regional arts and education center rather than as a
neighborhood community cultural center.

13. There is a strong desire by many people in the community to be involved in a
process for designing anew or re-tooling the operational and organlzatlonal
model for the Plaza and to actively contribute to multiple aspects of the
Plaza's fundraising and strategic planning. An auxiliary community fund­
raising body is a great idea. The new joint venture we propose could serve in this
capacity - such an endeavor should ensure that we all have the same
understanding of the Plaza's mission and purpose first, or more conflict will
inevitably arise.

The new joint venture could also provide a mechanism for the participating
agencies to share back office functions, such as finance, bookkeeping, and
HR and to purchase common services, such as landscaping, plumbing,
cleaning and security services "in bulk" to achieve cost efficiencies.

14. A review of cultural organizations and facilities comparable to the Plaza in
six cities in California, Texas, and New Mexico reveals that despite a wide
range of diversity in structure and funding, each organization's success can
be measured in direct proportion to how it meets local needs, activates local
resources, and clearly identifies its core competencies and artistic niches. We
agree. We already have broad-based partnerships and mixed public/private
funding. Our focus, which did suffer for a while due to financial difficulties, is
becoming more focused and disciplined every day. Our strategic plan, artistic
program plan and fund development plans, all include local programming plans
within a regional arts center focus.

Financial Sustainability

1. The community overwhelmingly believes that the current model that blends
responsibilities for maintaining the Plaza facility as well as programming it
into one single arts entity / operator is not working. The issue here is not
whether a single entity could or should both act as operator and programmer.
Many arts centers function under this type ofmanagement quite successfully.
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With the exception of the museum of art, the City's downtown cultural facilities
all employ this model. The question which should be asked is why are some
successful and others challenged? What type of support does each operator
receive and why? MHC works hard to maintain the special beauty of the Plaza
which is currently in excellent condition due to our recent refurbishment of the
plant. This refurbished facility requires much more care than the plan the
consultants suggest, whereby the City spends only $340,000 on O&M and
employs only two custodians to be on site.

2. There is overwhelming community consensus that the Plaza should be
treated as a community-based resource/facility much as the City treats
libraries, neighborhood, and youth centers. This finding appears to contradict
another finding that the community recognizes the difference between a cultural
center and a community center. The Plaza is a multi-disciplinary arts venue,
designed to serve the citizens of San Jose and to be a destination venue. For this
reason the City historically has promoted it as a regional arts center and secured
appropriate highway and freeway access signs for visitors to the City. Its ability
to bring visitors to San Jose may be enhanced through the development ofnew
amenities such as classroom space and permanent exhibits celebrating the history
of the district and the legacy of Cesar Chavez and the Chicano civil rights
movement, similar to the Martin Luther King Jr center in Atlanta, Georgia.

Moreover, there are numerous community centers already serving the Mayfair
neighborhood and two new community centers are under construction. Common
sense requires asking why the City should pay for another one. But beyond the
issue of appropriate asset mapping of the area, which is not addressed in the
report, community use of any facility, especially in the evening, entails expenses
beyond just the electric bill, although that has to be a consideration to an
undercapitalized operator. There is also the question of hiring additional staff
and/or security to make sure that the people using the Plaza are safe and to ensure
appropriate risk management of facility use.

3. Despite noting a range of opinions as to what expense ought to be considered
eligible under Operatiug and Maintenance costs, there is widespread
agreement about a community-standard definition of O&M. There is
something of a contradiction here. On the one hand the consultants say that
administration shouldn't be included in O&M. On the other hand, they include
any expense necessary to open the doors, keep the facility safe and clean, and
make the facility accessible. None of this can be done without an admin function.

Moreover we don't know what is meant by "a community standard definition of
O&M" If there is a standard definition, why is it not in use at the other San Jose
cultural facilities? If what is meant is a model that assumes leveraging community
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assets will create sufficient financial resources to maintain the Plaza, we believe
this view is contradicted by past experience and the practical economic realties of
facilities maintenance. The Plaza is a large, specialized venue that requires
expensive specialized maintenance. No amount of community volunteers or
leveraging of social capital will solve the fundamental maintenance requirements
the Plaza presents.

Instead, the Plaza's own physical assets should be leveraged to generate income ­
the parking lot should be a fee based asset. The theatre and tower should have
electronic signs installed that could feature appropriate community messages and
advertising for a fee. The naming rights of the Plaza theatre, Pavilion, classrooms
and gardens should be licensed for a fee. The Plaza's kitchen could easily be
converted to provide for a small cafe at the Plaza, which could increase revenue to
support O&M. All of these income streams are "low hanging fruit" which could
be easily realized within a few months, working in partnership with the City. Our
business plan contemplates the generation of these income streams.

Finally, we note that the expense calculations created by the consultants use
MHC historical cost data and excludes the recent capital refurbishment
costs. ItIs well documented that the Plaza's facilities maintenance needs
through 2005 were provided for under' extreme financial circumstances.
Maintenance was deferred to the point where key systems failed and
required replacement or refurbishment. This system improvement and
refurbishment is now complete - but the accurate way to assess maintenance
costs is not by using incomplete historical maintenance cost data - it can only
be achieved by undertaking a present cost analysis. This was not done by the
consultants.

4. A strong majority of community stakeholders opposes the City taking over
programming responsibilities for the Plaza. We agree.

5. There is a clear and resounding sense of Quid Pro Quo ("something for
something") iu the community concerning taxpayer's investments in the
Plaza. Doesn't this argue that we ought to consider the desires of everyone in San
Jose, rather than those in the immediate vicinity of the Plaza? This argument
makes the community cultural center use of the Plaza less appropriate, not more
so.

6. The analysis of O&M costs by Strategic Philanthropy Advisors, LLC has
determined that depending on what types of expenses are considered part of
"facility maintenance and operations,' the City's annual O&M subsidy to the
Plaza in the last two years has covered between 83% and 86% of all costs (if
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basic facility-related staff are included) and between 137% and 152% of all
costs if staff is excluded.

This discussion is fraught with numerous miscalculations and invalid
assumptions.

First, embedded within it is the unspoken assumption that the amount that was
spent on O&M was the ideal or needed amount. In the case of some years, this is
blatantly untrue as, for example, in 2005 the Plaza was largely dark. MHC has
also been forced to be very creative in keeping costs down, as a result of the
limitations imposed by the city subsidy. Many staffpeople are stretched too thin.
In the past, repairs were put off due to lack of funds (a frequent problem of
undercapitalized not-for-profits.) Custodial staff and reception staff are assisted
by CalWorks volunteers. While MHC's Operations Manager is adept at arranging
deals with vendors, all this combines to keep MHC's O&M cost artificially low.
While we believe that we ought to be congratulated for this ingenuity, we also
feel that we owe it to our dedicated staff and to the people who use the Plaza to
ask for the funds that would truly allow us to maintain and operate the Plaza to its
best advantage. Second, even in the case where basic staff costs are included and
the O&M subsidy then doesn't cover the entire O&M amount, this still does not
cover all the staff needed to run the facility. An admin function is necessary - one
cannot run a rentals function without an accounting department. The facility
cannot employ staff and comply with state employment laws without an HR
function. Operations staff require specialized supervision and the entire facility
requires a fund raising department.

Third, the consultants' calculation of facility rental revenue is simply wrong, as
she adds rental revenue in without taking out costs associated with it. Any
additional rental revenue also results in additional direct costs (ie. house staff,
event security, furniture rental). Due to the well-documented inconsistent
bookkeeping at MHC in earlier years, we don't have exact figures on what the
gross margin is in rentals, but our analysis of recent months of actual costs
suggests that it is around 60%.

7. The Operating Agreements the City of San Jose has with the San Jose
Museum of Art and the Washington Youth Center as nonprofit facility
operators represent potential models that can be applied to the Plaza. We
agree that if the Plaza operator received the same total in-kind and cash support as
the SJ Museum ofArt, this could be an improvement.

8. In determining O&M agreements with nonprofit facility operators, the City
has been approached on a faclllty-by-facility basis over time with each

000134



MHC Response to Consultant's Reports
January 2008
Page 18 of21

agreement being negotiated with the operator under differeut sceuarios. No
comment.

9. While ou the oue hand, the findings from Strategic Philanthropy Advisors,
LLC concerning the City's O&M fiuancial contribution to the Plaza operator
leave room for interpretation based on varying definitions of what constitutes
O&M, on the other hand, the level of support that the City has provided
represents a form of subsidized O&M support for all of the activities that
take place at the Plaza, including the RAPs. This meaus that the Resident Art
Partners have not been a financial burden on the Plaza or the MHC
organization in the way it has been described.

This assertiou is simply not true. First, the City Attorney has formally advised
MHC that the City has no obligation to subsidize the RAP programs and that
whatever subsidy the RAPs enjoy is the result of the rental arrangements between
MHC and the RAP partners. The assertion that the RAP rents are covering the
financial deficit between the expense of the use of the facility and the actual cost
of their use only holds true ifwe accept the proposition that all staff and utility
costs associated with their venue use are covered by the city subsidy. As both the
City Attorney and MHC reject that proposition, our assertion that the RAPs are
not covering their own costs, including direct costs and a reasonable allocation of'
staff and overhead costs, is the true situation. This was also confirmed by the City
Audit.

Surely one would not expect any reasonably rim business to charge rates that fail
to recoup their fixed costs as well as their variable costs. Such a business would
obviously fail. This is all we ask of the RAP program. Moreover, regardless of
whether they are currently coving their own costs, whether or not the current RAP
model is the most effective for the RAPs and the operator is the key question.
History indicates that it is not. The RAPs have never had a good relationship
with the Plaza operator because their financial incentives are misaligned. A
more appropriate rental rate structure which covers their actual costs of
facility use and the use of creative revenue-sharing agreements would create
a better working relationship and encourage the two organizatlons to work
together for their mutual benefit aud audience developmeut.

10. The Rentals Program at the Plaza is robust and consistent; it has reliably
generated income in the average amouut of $325,000 per year over the last
four years; the Rental program has room to grow and expand both as
income-producing and as a community access program. The consultants state
that they were unable to find an explanation for the decline in rental income over
the previous few years. The answer is evident even in their own report. Extreme
staff cuts in 2005 (which were necessary due to the mismanagement of Plaza
finances by previous managers) left the rentals office severely understaffed. The
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consultants might have realized this, as they site staff cost figures that show only
$36,473 spent on rentals staff in 2005 and $26,470 in 2006. Weare now
recovering from this staff reduction and rentals income will certainly be higher
this year than last.

11. The calculation of Plaza maintenance expenses using standard, flat, across­
the-board rates and formulas per square feet is not reliable; these methods
yield inflated maintenance expenses inconsistent with actual figures. The
consultant's analysis in this section is deeply flawed. They dismiss the use of
these formulae, as they do not coincide with what they choose to consider actual
O&M costs of the Plaza. However, these formulae are created and used in the real
estate industry for a reason. They should not be summarily rejected. There is a
very good argument to be made that the Plaza, with its gardens, fountains, and
theater, can be better equated to a "high end" space than a "retail" space and
therefore justifies the application of the $18 per square foot formula. Nowhere do
the consultants define the elements that are included in these square footage
estimates from the real estate industry, but it should be noted that they come quite
close to what MHC is requesting as a full subsidy of all the expenses that go into
running the Plaza. The consultants also reject the City's "grounds" standard as
inappropriate to apply to the Plaza parking lots, saying that nothing in MHC's
actual expenses suggests that MHC spent $45,000 a year maintaining the parking
lots (a total of about 2.8 acres). In fact, the consultants have no way ofknowing
how much MHC spent on the parking lots, as that was never tracked separately.
Furthermore, even if $45,000 wasn't spent per year, it easily could be to trim the
trees, maintain the bark in the plantings, service the lighting, and pick up the
trash.

12. Applying an analysis of the actual costs incurred by the City of San Jose in
covering the O&M expenses of the San Jose Museum of Art, it is possible to
estimate that the costs to the City for absorbing Plaza O&M expenses
directly into its General Services budget would be approximately $340,000
annually. The consultants calculated these expenses by taking the amount per
square foot that the City is spending to maintain the San Jose Museum of Art and
multiplying this by the interior square footage of the Plaza and grounds, though as
far as we can tell not taking into account the square footage of areas with more
than one floor. This expense figure makes no allowance for maintenance costs
associated with the parking lots. Evidently, the only staff costs included in this are
two custodians. In other words, there would be no on-site maintenance personnel.
While it is possible that the City can realize economies of scale relative to MHC
in terms ofutility costs and accounting and finance functions, it is impossible to
believe that they would be able to maintain the facility with the dedication, care,
and pride that MHC has lavished upon the facility with a staff of only two
custodians. The community using the Plaza, whatever community that is, deserves
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a better maintained facility than what could be provided at that cost. One astute
staffmember here at MHC points out that, in attempting to answer this burning
question of what it costs to operate the Plaza, neither consultant looked much
beyond the figures MHC provided detailing what we actually spent to operate the
Plaza, which is not quite the same question. Why didn't one of the consultants sit
down and do some budgeting of their own? How much is a standard service
contract on elevators, on HVAC systems, on telephone systems, on theatrical
sound systems? How much would they have to spend if they went out and hired
landscapers to care for the gardens, cleaners to wash the Pavilion windows and
the Plaza stones, a pool company to service the fountains? We would be very
surprised if they didn't find that all this would add up to a lot more than what
MHC has been spending on the same services.

13. The community has expressed concern over the perceptions of inequality in
the way the City supports the Plaza vis-a-vis other cultural facilities in the
City. Our findings reveal that contrary to receiving less support than other
cultural facilities, the Plaza operator's percentage of City O&M support has
been substantially higher then that of other organizations.

Once again the consultant's analysis is flawed and misleading. For one thing, the
consultants have chosen to compare percentages in a year, 2007, in whichMHC
received a one-time assistance from the City, thereby inflating the percentage of
support we received relative to our standard funding. They have also artificially
deflated the number for the SJ Museum of Art by failing to include the non­
cash subsidy they receive in the form of direct O&M support, and noting this
only in the footnote. Also, all the organizations the consultants compare MHP to
have budgets more than twice as large (in the case of the Tech Museum, more
than 7 times as large).

13. (The consultant report is misnumbered at this point, so there are 2 number
13's.) Many nonprofit managers consider "capitalization" business models
for nonprofit organizations the ultimate solution to financial woes. The Plaza
operator has articulated a diagnosis of the Plaza's financial difficulties based
on the lack of adequate capital. But when applied to nonprofit entities,
capitalization is a curious term that requires substantial contextualization
and adjustment in order to be applicable and useful. The argument that many
non-profits have to adjust to a lack of capital is true but irrelevant to the
discussion. There is a certain minimum amount of capital that is needed to run the
Plaza correctly and for the benefit of any community. Neither MHC nor any other
hypothetical operator can find a way around that requirement. Social capital will
not keep the equipment running. We also note, as the consultants refer in the
footnote to arguments by Andrew Taylor, the head of the arts management
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program at UW, that the blog entry they refer to in no way actually supports the
consultants' argument.

14. Based on field visits to institutions comparable to the Plaza, interviews with
key community stakeholders, aud reviews of best practices in nonprofit
management, our study has determined that a ProForma organizatioual
template for a mid-sized cultural heritage organization (CHO) is better
suited to the size, capacity, and character of the Plaza than the model of a
large cultural facility operator and/or maiustream arts organization. This
may be true ifyou accept the consultants' desire to transform the operating model
into a community cultural center. Otherwise, the argument is invalid.

15. The most fundamental and urgent change needed to set the Plaza ou a course
of financial stability is a new approach to budgeting based on best practices
of the nonprofit sector by a Plaza operator. The implication that MHC does not
practice income-based budgeting or create program budget with cost allocations is
untrue and misleading. The current management has always practiced income­
based budgeting and we are just now recovered enough from the mistakes of our
predecessors to institute detailed program budgets.


