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ANNUAL REPORT

COUNCIL DISTRICT: 3

RECOMMENDATION

Acceptance of the Downtown San Jose Property-Based Business Improvement District Financial
Report for FY 2008-09.

OUTCOME

Acceptance of the Financial Report for F¥ 2008-09 as filed by the Downtown San Jose
Property-Based Business Improvement District (PBID) which provides information to the public
and the property owners in the District regarding the use of the assessments and the management
and operations of the District.

BACKGROUND

The Downtown PBID was approved by property owners and adopted by City Council on August
7, 2007, to raise funds and provide enhanced cleaning, information and safety, and image
enhancement services in the Downtown area. On January 15, 2008, the City entered into an
Agreement with the San Jose Downtown Property Owners Association for the management and
delivery of services in the Downtown PBID. Enhanced and City baseline services provided
through the Downtown PBID commenced on January 28, 2008. A map of the boundaries of the
Downtown PBID is provided in Attachment A.

ANALYSIS

As required by Part 7 of Division 18 of the California Streets and Highways Code "Property and
Business Improvement District Law of 1994" and in compliance with the Agreement between
the City and the Downtown PBID Owners’ Association (Owners’ Association), the Owners’
Association submitted the Financial Report for FY 2008-09 for City Council review and
approval on September 22, 2009. Staff reviewed the Financial Report for FY 2008-09 and
believes it meets the requirement of the Agreement between the parties. The Financial Report
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for FY2008-09 is provided in Attachment B and will also be on file in the City Clerk’s Office
prior to the City Council Meeting. It contains information regarding the following issues as
required by the Agreement:

1. Summary of Assessed Services for 2008-2009
2. Procurement of Goods and Services
3. Property Owners’ Association meeting dates FY 2008-09
4. FY 2008-09 Budget Report
5. FY 2008-09 CPA review

Summary of Assessed Services for 2008-2009

The Downtown PBID commenced City baseline and enhanced cleaning and information and
safety services on January 28, 2008. These services include sidewalk and street furniture
cleaning and scrubbing, power washing and sweeping, portering, trash collection and litter can
maintenance, and cleaning/reporting of graffiti. In addition, ambassadors patrol within the
boundaries of the PBID daily, offering assistance to downtown employees, visitors and residents.

Baseline and enhanced services were provided in accordance with the Agreement between the
City and the Owners’ Association and the Downtown PBID Management Plan/Engineer’s
Report, respectively. These services have been successful in improving the conditions and the
atmosphere in the Downtown area, and have also been received well by the Downtown property
owners and the public.

In addition to the cleaning and ambassadorial services, image enhancement and beautification
projects have been installed on First Street.

Procurement of Goods and Services

The City’s General Funds were combined with the assessment funds in order to provide both
baseline and enhanced services, which provides greater economy of scale for services as well as
a single source of management. All funds expended are subject to the City’s procurement
policies and the City’s living and prevailing wage rate policies. Substantial compliance with
these policies have been met. The Department of Public Work’s Equality Assurance Division
has reviewed the payrolls for SGI, the primary service provider for the Downtown PBID, and
found minor deficiencies in payments to employees working on the Downtown PBID. SGI
cooperated with the City’s Equality Assurance Division and has corrected these deficiencies.

Proper~. Owners’ Association MeetinNs Dates FY 2008-09

The Agreement requires that the Report list all Owners’ Association Board meetings held during
the previous year. The PBID Property Owners Association Board of Directors held seven
meetings in 2008-2009.
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FY 2008-09 Budget Report

The PBID received $340,477 in Baseline services from the City and $1,659,797 in property
assessments, for a total of $2,000,274 to provide baseline and enhanced PBID services in
Downtown for the FY2008-09. Included in the assessments received was $29,842 from the
Redevelopment Agency and $140,785 from the City.

A total of $1,511,088 was expended in FY 2008-09 for cleaning and ambassadorial services:
$340,477 in City baseline services and $1,170,611 for enhanced services. These expenditures
are in line with the Agreement between the City and the Owners’ Association and the Downtown
PBID Management Plan/Engineer’s Report.

$202,353 expended for administration costs less the prepayment credits to SGI of $30,825
resulted in a net administrative cost of $171,528 which is approximately 8.6% of assessment
revenues, which is below the 9.1% detailed in the Management Plan/Engineer’s Report.

The Owners’ Association is reporting a balance of $183,183, reflecting the unexpended funds for
pending and future image enhancement projects and maintenance services. This balance will be
carried over and expended in FY 2009-10 on other image enhancement projects. While the
Management Plan/Engineer’s Report does not project a fund balance, this approach appears to be
prudent given the nature of planning and delivering image enhancement services.

FY 2008-09 CPA Review

Berger/Lewis Accountancy Corporation, a certified accounting agency, reviewed the financial
statements of the Downtown PBID and found them to be in conformity with generally accepted
accounting principles.

EVALUATION AND FOLLOW-UP

The Financial Report for FY 2008-09 by the Owners’ Association provided in Attachment B
completes the required reports for 2008-2009. The Owners’ Association will continue to report
twice yearly to the City; once in May for the Annual Assessment District Report and in October
for this Annual Financial Report. In addition, all funds are subject to approval through the City’s
Annual Budget Process.

POLICY ALTERNATIVES

Not applicable.
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PUBLIC OUTREACH/INTEREST

Criterion 1: Requires Council action on the use of public funds equal to $1 million or
greater. (Required: Website Posting)

Criterion 2: Adoption of a new or revised policy that may have implications for public
health, safety, quality of life, or financial/economic vitality of the City. (Required: E-
mail and Website Posting)

Criterion 3: Consideration of proposed changes to service delivery, programs, staffing
that may have impacts to community services and have been identified by staff, Council or
a Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

Although the public funds to be used in fiscal year 2009-10 does not meet the $1 million
threshold under Criteria 1, this memorandum will be posted on the City’s website for the Council
Agenda. The Financial Report for 2008-09 will be filed in the City Clerk’s Office for public
review and will also be made available to the property owners within the district upon request.

COORDINATION

This memorandum and related documents were coordinated with the City Attorney’ s Office and
the City Manager’s Budget Office.

FISCAL/POLICY ALIGNMENT

This action is consistent with the Council-approved Budget Principle to meet legal commitments
and requirements.

COST SUMMARY/IMPLICATIONS

Not applicable.

BUDGET REFERENCE

Not applicable.
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Exempt: File No. PP081095.

/s/ /s/

I~TY ALLEN
Director, Public Works Department

HANS F. LARSEN
Acting Director, Department of Transportation

For questions please contact Kevin O’Connor, Deputy Director, for Transportation Infrastructure
Maintenance at 277-3028.

Attachments





Submitted by
Downtown San Jose Property Owners’ Association

October 1, 2009

The downtown San Jose PropertyoBased Improvement District (PBID), tbrmed in August
2007, is an assessment district (District) that conveys special benefits to the properties
located within the District boundaries. The District currently encompasses the core of the
downtown area bounded approximately by Fourth Street and City Hal! complex to the
east, St. James and Devine streets to the north, Highway 87 and the HP Pavilion to the
west and Market and First streets south to Reed Street.

Enhanced cleaning and maintenance se~’vices under the auspice of"Groundwerx"
commenced on January 28, 2008. Upon the completion of the first years services in
February 2009, the Downtown San Jose Property Owners’ Association (POA) surveyed
its members, who overwhelmingly approved of the enhanced services they received,

I. Summary of Assessed services for FY 2008-09

The service frequency table below is from July !, 2008 to June 30, 2009, The cleaning
program, which combines the use of mechanized equipment and cleaningby hand,
operates seven days a week. Sidewalk scrubbing, sweeping and portering services take
place from 6 a,m, to 8 p,m daily, Pressure wasNng is divided into three shifts, two at
night/early mo~ng between !2 a.m, and 10:30 a,m, One pressure washing shi~ occurs
during the day from !0 a,m, to 6:30 p,m, This deployment configuration promotes the
greatest efficiency without compromising the District’s commitment to being responsive
to the constantly changing conditions of downtown San Jose,

The table below includes the cleaning frequencies for both enhanced and baseline
services, Baseline services account for approximately 30% of the total cleaning, which is
equivalem to providing basic pottering services Monday through Friday along the Transit
Mall and Repetory Plaza and tt~ree days ofportering in SoFA and San Pedro Square,
Additional pottering hours, including evening and weekends are part of the e~anced
services provided by the PBID, The PB!D averaged 435 hours of pressure washing per
month in FY 2008~09, of’ which ! 30 hours per month were part of the baseline service
agreement between the City of San Jose and the POA,
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Proposed in

Maintenance F.T.E. 13 to 22
Average weekly coverage 5 to 7 days
Litter Remova!/Vacuuming Daily All Dora,town

Litter Removal/Pan & Broom One to Two Shifts
Premium Area

Machine Sweeping/%rabbi~g Daily All Dom~town

Transit Stop Maintenance
Steam Cleaning/Presst~re
Wash: Basic
Steam Cleaning/Pressure
Wash: Premium
C~affifi Reporting/CleaMng
Light Landscape/Weeds
SWAT Patrol or "emergency

Two to Four times per
year
Fo~tr to Six times per
~ear
Daily as Needed
As Needed
As Needed

FY 08°09
13~15
7 days
Daily Alt
Do’w~tow~
O,~e to Two Shifts
i~, Premi~m Area
Daily All
Dovmtown

Three times

Six times and as
needed SWAT
Daily as Needed
As Needed
Daily

The table below shows total output tbr various components of the cleaning program over
FY 2008°09° The amount ot:litter a~d the condition of the dovmtown streets resulted
more cleaning services provided by the District tha~ whm was projected ~n the
managemeg p~an. For exm~p~e, environmental Netors such as street trees dropph~g
berries and sticky substances o~to sidewMks contributed to a greater need for sidewalk
cleafi~g, pagicular~y presser, washing a~d ~ " ""
removal was also necessary because there aN a number of high traffic areas within the
district,

Pa~Broom
Pan/Broom: Debris Removal
Mechanical S
Meeh~ica] Scrubbing
Pressure Washi
Trash Colic ted ( [rash
@aNti cleaned bg~ Gmundwerx
Directions Given

)1,827

63,725 lbs

The Gmundwerx ambassadors promote the image of a friendly dowmown by
visible assistance to dowmown emp!oyee~, visitors and reside~r~ Ambassadors perform
a variety of tasks, such as providing i~fo~atio~ to v~s~to s, esco~i~g pedestria~s~
hotdi~g and bearing wieness aga~s~ persons that ’ ~t ~ ~"-,~comm~ m ~sar~ce crimes, a~d reporting
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graffiti and other messes to the clear~ team, Ambassadors also report instm?ces of
vandalism a~d Noper~ damage arid work witl~ local social se~ice providers to provide
service referrals. The ~bassador program incorporates Segway, bike and foot pmro~s
seven days a week, Ambassadors begin their routes at 6 a~m, and provide se~rvices ~nti~
p.m, dt~ring the week, with extended hours till 11 p~mo o~ the weekends. Ambassadors
are trained or~ the m~a~¢es of dowr~tow~ San Jose a~d c~ ir~fb~atio~ s~eh as walki~g
maps, bus and light rail schedules, the ONeial Visitors Guide, special event flyers and
other promotiona~ collateral, They are equipped with har~dheld devices with ~utemet
access and printing capabiliW, whicl~ allows them to provide writte~ directions on the
spot. RepoAing ineider~ts and property conditions are a/so made easier and more
effective by this techr~ology~

Ambassadors
ir~ _all areas

Coverage in Premium
areas

Proposed
M an.~!gf:.ment
9-12
g t~ours
12-16 hours

FY 08~09

9o12
8 hours
12-16 ho~rs

The table below represer~ts a staistical summary of the ambassador program for FY
2008°0% Pedestrian ~sis~m~ce includes personal safe~y escorts, distributing dowr~own
informatior~ and°other Pipes of event collateral to individuals or~ ~he streets, The mos~
common fbrm of social se~iee referral provided by the ambassadors is fl~e distributio~ o l~
~he City of San Jose Housing depar~mer~t service guide~ TNs g~ide contains a variety of
ir~formation, ir~c~uding housing information, mental hea~, employment and veteran
services. Property cor~dit~o~ repots ir~elude repots ~o both the C@ of San Jose and
~ndividual property owr~ers, I~eider~t reports document various quality of ~ifE iss~es that
oee~ar in the Dis,rie,, including 911 calls, trespassing, punic urinations, damaging property
and obstrnc,ion of t~e p~bilie right,,ofoway,

Directions given
Pedestrian Assistance
Social Service: Shelter
Social Service: Food referral
Social Service: Ir~fo Hando~ts
@affiti reporls to

eo~d~io~
Incident reports

44,862

219,
297
838

591
40

Streetscape beautification and image er~h~cemer~s comprise ~he third component of the
PBID e~hanced services, The D~tric~ i~stal~ed the first bem~tifiea~o~ projec~ i~

project. South F~rs~ Street betwee~ Sar~ta Clara a~d Sa~ F~rna~do Streets was s~lected
for ~he demor~stratioa project becat~se of its central loca~io~ and pre~ex~sti~.g
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infrastructure, Post S~eet, between South First a~d Market streets was also part of the
demonstratkm areas The beautification en.haneements included the installation of
intersection and street plaraterso hangs. ~g flower baskets, a bamboo wall and mural and
festive LED tree lights,

II. Procureme~t o¢" Goods and Services

The POA realties al~ funds were expended in accordance with the Proper~ a~d Basir~ess
Improvement District Law of 1994, Section 36600 et seq. of the State of California
Streets and Highways Code (PBD Law)~ A fair and competitive process was maintabaed
during the proct~remer~t of goods ~d services as per the agreement with the CiV of Sm~.
Jose.

The District’s FY 2008~09 assessment Nnds were used to coatim~e the service agreeme~t
with Semite Orrmp Inco~orated (SGI), to provide elea~.i~g arid ambassadorial se~iees~
The POA and SGI worked with the Office ofEqualiV Asstarance (OEA) to ensure wages
complied with the CiV’s Living and Prevailing Wage policies.

The POA also used assessmer~t f~nds to hire KKA tbr the beautification project. The
POA substantially fo!lowed the procurement guidelines provided by the City of San Jose,
Council Policy Noo 0°35° The t’b/lowir~g steps were taken to e~sure compliance with this
policy:

A Req~est For Qual~ ~catmns (RFQ) was submitted to 1~ 5 potential eor~s~ltaat~,
which included referrals ~om the CiV of Sa~ Jose,
The ~Q was posted o~ the San Jose Dow~tow~ Associatio~ (SJDA) webs~ie, as
well as the CiV’s Bid!ir~e it~ April 2008.
Sub~commiRee reviewed the 1 N: Q submittals a~d selected N~r fi , ~ ~ ~
submit proposals.
Sub~commigee fi~alized and posted the ~P o~ June 16, 2008~
communications between the RFP respondents N~d fhe POA were directed to
designated individual, as smt:ed i~ thee
Responses to the l~P were due oa J~ly 3, 2008~
The POA Nrmed a selection co~i~ee to review the ~’P proposals~ The
selectioa ’ ~ ~ ’ hecon m~ttee .members had ~o coatac’t wifl~ the respondents during t ~ .
process~ The selectio~ committee reported no cor~flicS:s of ir~terest a~d each
member of the cor~i~ee signed ~e City’s confideatiNity agreemeut a~d cow,flirt
of b~terest
The selection co~igee selected t~ee proposals Nr ~e i~terview phase, which
took place oa July 14, 2008~
The award oflhe co~tract was ~ouaced oa July 16, 2008,
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IlI. Dow~tow~ San Jose Prope~y Ovmers’ Association meetir~g dates FY 2008°09:

J~Ay 15, 2008
September 16, 2008
October 10, 2008
December 16, 2008
February 17, 2009
April 28, 2009
June 16, 2009

IV, ’ FY 2008~09 Budget repor~

Please see attached final FY 200g~09 for budget expenditure de~ails.

The total PBID budget for FY 200g~09 was $2,049,876. Assessment mvermes totaled
$1,659,797 m-~d the City’s baseline contribution was $340,477. Additional! revenue was
generated through a sep~ate agreement with VTA and other sources, irml~ding $1,500 i~.
gram mor, ey.

Total program administrative costs were $~ 71,528, represeatiag 8.4% of the total
revenue. The management allows for a m~imum of 9~1% for admiNs~rative costs. The
POA was able to achieve these savings because it r~egotlated a disco~mted ra{e with SG1.

A balarme of $183,183 was ca~ied over, mostly reflecting u~expended bem~tificatio~
projee~ Nnds that will be spent ir~ FY 2009-10. The POA wisely leveraged its N~ds by
negotiating discounts ~d conservatively projecting beautificatio~ costs~ The remai~ir~g
Nnds will allow the POA to maintain street~ape beautificatior~ projects at a high ~evel
and assume the maintenance for the Redevelopment Agenw’s completed SoFA
improvements, covering tl~oee additionally blocks.

The POA reached a~ agreement with VTA to provide additioaal elean, ir~g of the VTA
tracks. The $47,910 wa~ a prorated amount FY 2008-09, with services begin~fi~’~g i~
A~gust 200g, VTA light rail tracks along the dowmown tra~sit mal~ are ~ot part of
er~a~eed services provided by the PBID. A $1,500 grar~t from Keep America Beautiful
was awarded to the POA for the reductior~ of cigarette lit~ero The PB~[D conducted a
survey of downtown streets to ide~ti~ ~he areas w~th the highest cor~eer~tra~ion of
cigarette litter and used ~e grant money to purel~e asDrays to be used in those
flotations. The POA joined the Sa~. Jose Downtown Associatio~ (SJDA), CiV of Sar~
Jose, Team S~ Jose, Barry Swenso~ Builder, Adobe a~,d Silieor~ Valley Sports
Authority, by corttributing $5,000 to the Highway 87 ele~up progr~l, which began i~
March 2009 and will be completed i~ November.

V, FY 2008~09 CPA review

Pleasesee a~{ached review report~
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TOTAL

Con~rscts

NEI°OF~ENSE$

410

34

1

1
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ACCOL~TANT’; ,S ~VIEW REPORT

To the Board of Directors
San Jose Downtown Prope~ Owners’ Association
(A California Nonprofit Mutual Benefit Corporation)
San Jose, California

We have reviewed the accompanying statement of financial position of San Jose Downtown Prope~
Owners’ Association (a California nonprofit mutual benefit corporation) as of June 30, 2009 a~d the
related statements of activities and changes in net assets, and cash flows, in accordance with
Statements of Standards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants. All information included in these fi~ancial statements is the
representation of the management of San Jose Downtown Property Owners’ Association.

A review consists principally of inquiries of the Association’s persorme! and analytic 1 procedures
applied to financial data, It is substantially less in scope than an audit in accordance with generally
accepted auditing standards, the oNective of which is the expression or" an opinion regarding the
financial statements taken as a whole, Accordingly, we do not express such an opinion,

Based on our review, we are not aware of any material modifications that should be made to the
accompanying financi!l statements in order for them to be in ~ont~om~ity with generally accepted
accounting principles in the United States of America,

BERGER/LEWIS ACCO~TANCY CO~ORATION
San Jose, California
September 1, 2009

55 ALMADEN BLVD, SL ITE 600 SAN IOSE, CA 95113-1605 (408) 494. 200 (P) (408) 279~8186

MEMBEROF ~ AN ASSOCIATION OF SEPARATE AND INDEPENDENT ACCO~ NTING



SAN JOSE DOWNTOWN PROPERTY OWNERS’ ASSOCIATION
(A Califomia Nonprofit Mutual Benefit Corporation)

STATEMENT OF FINANCIAL POSITION

June 30, 2009

ASSETS

CURRENT ASSETS:
Cash and Cash Equivalents
Contracts Receivable
Accounts Receivable
Prepaid Expenses

Total Current Assets

TOTAL ASSETS

129,560
19,434
12,500

129,500

290,994

$     290~994,

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES:
Accounts Payable
Accrued Expenses

Total Current Liabilities

NET ASSETS:
Unrestricted Net Assets

TOTAL LIABILITIES AND NET ASSETS

$ 94,362
13,450

107,812

183,182

$     290,994

See Accountant’s Review Report and Accompanying Notes to Financial Statements,
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SAN JOSE DOWNTOWN PROPERTY OWNERS’ ASSOCIATION
(A Califomia Nonprofit Mutual Benefit Corporation)

STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS

Year Ended June 30, 2009

2009

REVENUE:
Property Owners Assessments
Exempt Properties Assessments
, City Contracts - Baseline Services
Other Contracts
Grants
Interest Income

Temporarily

Unrestricted Restricted TOTAL

$ 1,255,696 $ $ 1,255,696
404,101 404,101
340,477 340,477
47,910 47,910

1,500 - 1,500
192 192

Total Revenue 2,049,876 2,049,876

EXPENSES:
Subcontractors-Cleanand Gre~ 1,511,088 1,511,088

Supporting Services:
Image Enhancement 249,766 249,766
Insurance 3,722 3,722
Management Services 186,539 186,539
Office Equipment 1,202 1,202
Office Supplies 1,982 1,982
Professional Services 8,350 8,350
Miscellaneous 558 558

Total Supporting Services

Total Expenses

CHANGE IN NET ASSETS

NET ASSETS, Beginning of Year

NET ASSETS, End of Year

452,119 452,119

1,963,207 1,963,207

86,669 86,669

96,513 96,513

183,182 $ $ 183,182

See Accountant’s Review Report and Accompanying Notes to Financial Statements,
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SAN JOSE DOWNTOWN PROPERTY OWNERS’ ASSOCIATION
(A California Nonprofit Mutual Benefit Corporation)

STATEMENT OF CASH FLOWS

Year Ended June 30, 2009

CASH FLOWS FROM OPERATING ACTIVITIES:
Change in Net Assets
Adjustments to Reconcile Change in Net Assets to Net Cash Used by

Operating Activities:
(Increase) Decreas, e in Assets:

Contract Receivable
AcCounts Receivable
Prepaid Expenses

Increase (Decrease) in Liabilities
Accounts Payable
Accrued Expenses

DECREASE IN CASH

CASH AND CASH EQUIVALENTS, Beginning of Year

CASH AND CASH EQUIVALENTS, End of Year

$ 86,669

(19,435)
(12,500)

(129,500)

14,724
13,451,

(46,591)

176,151

129,560

See Accountant’s Review Report and Accompanying Notes to Financial Statements,
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SAN JOSE DOWNTOWN PROPERTY OWNERS’ ASSOCIATION
(A California Nonprofit Mutua! Benefit Corporation)

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - NATURE OF ACTIVIES:

San Jose Downtown Property Owners’ Association (the "Association"), is a corporation organized
under the California Nonprofit Mutual Benefit Corporation Law, The Association is exempt from
Federal Income. Tax under Section 501(c)(6) of the Internal Revenue Code; The Association’s
operation commenced on January 21, 2008. The purpose of the Association is to improve Downtown
San Jose with enhanced services including:

(a) Clean teams that will sweep, scrub, power wash sidewalks, remove litter and graffiti, and
-increase the frequency of trash removal and maintenance of public spaces within downtown,

(b) Information and Safety Ambassadors to provide information on downtown activities and
establishments, prevent crime and work productively with social service providers.

(c) Image enhancement and’cosmetic improvements to visually improve downtown.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Basis of Accounting - Revenue and expenses are recognized on the accrual basis. Revenue consists
primarily of assessments on property owners within a specified district. Expenses consist primarily of
the cost of providing the services as described in Note 1.

Basis of Presentation - Financial statement presentation follows the recommendation of the Financial
Accounting Standards Board in its Statement of Financial Accounting Standards (SFAS) No. 117,
Financial Statements of Not-for-Profit Organizations. Under SFAS No. 117, the Association is
required to report information regarding its financial position and activities according to three classes
of net assets: unrestricted net assets, temporarily restricted net assets, and permanently restricted net
assets.

Unrestricted net assets include those assets over which the Board of Directors has
discretionary control in carrying out the operations of the Association. Under this
category, the Association maintains an operating fund, plus any net assets designated
by the Board for specific purposes. The Association has elected to report as an
increase in unrestricted net assets any restricted revenue received in the current period
for which the restrictions have been met in the current period.

Temporarily restricted net assets include those assets which are subject to restriction
and for which the restriction was not met as of the year end.

Permanently restricted net assets include those assets which are subject to a non-
expiring donor restriction, such as endowments, There are currently no permanently
restricted net assets.

Fair Value of Financial Instruments - The carrying value of the Association’s financial instruments
including cash and cash equivalents, receivables, and trade accounts payable approximate their fair
values as of June 30, 2009 due to their short-term maturities.
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SAN JOSE DOWNTOWN PROPERTY OWNERS’ ASSOCIATION
(A California Nonprofit Mutual Benefit Corporation)

NOTES TO FINANCIAL STATEMENTS
(Continued)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Use of Estimates - The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenue and expenses during the period, Accordingly, actual
results could differ from those estimates,

Cash and Cash Equivalents - Cash and cash equivalents include highly liquid investments and
investments with a maturity of three months or less, and exclude donor restricted receipts and
amounts designated for long-term purposes. The Association maintains its cash in bank deposit
accounts which, at times, may exceed Federally insured limits. The Association has not experienced
any losses in such accounts. Management believes it is not exposed to any significant risk on cash
accounts.

Receivables - No allowance for uncollectible receivables has been presented sinee all amounts are
deemed to be collectible.

Income Taxes - San Jose Downtown Property Owners’ Association is exempt from federal income
taxes under Section 501(c)(6) of the Internal Revenue Code and state income taxes under Section
23701 (d) of the California Revenue Taxation Code. Accordingly, no provision for income taxes has
been made in the accompanying statements. In addition, the Organization qualifies for the charitable
contribution deduction under Section 170(b)(1)(A) of the Internal Revenue Code and has been
classified as an organization that is not a private foundation under Section 509(a)(1) of the Internal
Revenue Code.

Advertising - The Association’s policy is to expense advertising costs as the costs are incurred.

Subsequent Events - Management .of the Association has evaluated events and transactions
subsequent to December 31, 2008 for potential recognition or disclosure in the financial statements.
The Association did not have subsequent events that required recognition or disclosure in the
financial statements for the year ended December 31, 2008. Subsequent events have been evaluated
through the date the financial statements became available to be issued, September 1, 2009.

Recent Accounting Pronouncements -

FIN 48 - In June 2006, the Financial Accounting Standards Boards (FASB) issued Interpretation No.
48, Accounting for Uncertainty in Income Taxes - an interpretation of FASB Statement No. 109, (FIN
48), FIN 48 provides guidance on recognition and measurement of uncertainties in income taxes
recognized in financial statements by prescribing a more.likely-than-not recognition threshold and
measurement attribute of tax positions taken or expected to be taken on a tax return, On December
30, 2008 FASB Staff Position (FSP) FIN 48.3 was issued and allows for the deferral of FIN 48 for
fiscal years beginning after December 15, 2008.

In accordance with this provision, the Association elected to defer the application of FIN 48, Based
on management’s analysis of the Association’s tax positions, the accounting for any uncertainty in its
tax positions is not expected to have a material impact on the financial statements.
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SAN JOSE DOWNTOWN PROPERTY OWNERS’ ASSOCIATION
(A California Nonprofit Mutual Benefit Corporation)

NOTES TO FINANCIAL STATEMENTS
(Continued)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

SFAS No. 157 - In September 2006, FASB issued SFAS No. 157, Fair Value Measurements (SFAS
No. 157) which defines fair value, establishes a framework for measuring fair value in generally
accepted accounting principles and expands disclosures about fair value measurements. SFAS No,
157 applies under other accounting pronouncements that require or permit fair value measurements,
FASB previously concluded in those accounting pronouncements that fair value is the relevant
measurement attribute. Accordingly, SFAS No. 157 does not require any new fair value
measurements. However, for some entities, application of SFAS No. 157 will change current
practice. In February 2008, FASB issued Staff Position No. 157-2 that defers the effective date of
SFAS No. 157 for non-financial assets and non-financial liabilities, except for items that are
recognized or disclosed at fair value in financial statements on a recurring basis for fiscal years
beginning after November 15, 2008. In addition, FASB also agreed to exclude from scope of SFAS
No. 157 fair value measurements made for purposes of applying SFAS No.. 13, Accounting for Leases,
and related interpretive accounting pronouncements. The adoption of SFAS No. 157 for financial
assets and liabilities did not have a significant impact on the Association’s results of operations, cash
flows or financial position. The Association is assessing the impact of adopting SFAS No. 157 on
non-financial assets and liabilities, but do not expect it to have a material impact on its results of
operations, cash flows or financial position.

SFAS No.. 159 - In February 2007, FASB issued SFAS No.. 159, The Fair Value Option for Financia!
Assets and Financial Liabilities (SFAS No. 159) which permits entities to choose to measure many
financial instruments and certain other items at fair value, The objective of SFAS No. 159 is to
improve financial reporting by providing entities with the opportunity to mitigate volatility in reported
earnings caused by measuring related assets and liabilities differently without having to apply
complex hedge accounting provisions. SFAS No. 159 is effective for an entity’s first fiscal year that
begins after November 15, 2007. The Association has adopted SFAS No, 159 but did not elect to
measure any eligible financial instruments at fair value under this guidance.

NOTE 3 - PROPERTY-BASED IMPROVEMENT DISTRICT:

In August 7, 2007, City of San Jose. City Resolution No. 73937 established and defined the
Downtown Property-Based .Improvement District ("PBID"), The PBID is funded by an assessment
levied on the property owners located within the District and approved through petition and mail-
ballot process. By state law, the Association has a five year life. Any subsequent renewals will
require a new management plan, petition and mail-ballot process.

The Association was incorporated as a California Non-profit Mutual Benefit Corporation Law to
provide oversight of the District, to contract on behalf of the District, to review and provide
leadership and guidance to the members of the district.
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SAN JOSE DOWNTOWN PROPERTY OWNERS’ ASSOCIATION
(A Caiifomia Nonprofit Mutual Benefit Corporation)

NOTES TO FINANCIAL STATEMENTS
(Continued)

NOTE 4 - SAN JOSE DOWNTOWN ASSOCIATION MANAGEMENT FEE:

The Association entered into an agreement with San Jose Downtown Association to receive
management se.rvices, The agreement shall run from January 28, 2008 to January 31, 2013. The
entities have separate boards of directors and operate as separate entities, As a fee for the
management services, the Association will pay 9,1% of the total revenue received by PBID, The fee
is payable semi-annually. As of June 30, 2009, the Association incurred expenses from this
agreement totaling $186,539,

As of January 14, 2008 San Jose Downtown Association (the "SJDA") entered into an agreement on
behalf of the Association’ with Service Group Incorporated (the "SGI"), SGI provides services to
allow the Association to carry out its nature of activies of maintenance of Downtown San Jose,
including cleaning, safety and information services, The agreement shal! terminate on January 13,
2010, unless renewed for 3 additional one year terms, Either party has the right to te~nate this
agreement at any time, by giving written notice at least 120 days prior to re.nation date,
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