SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: SENIOR STAFF FROM: Jennifer A. Maguire

SUBJECT: 2026-2027 OPERATING BUDGET DATE: December 19, 2025
DEVELOPMENT PLANNING

PURPOSE

This memorandum provides preliminary direction to departments on developing budget
submittals and employee communication plans for the 2026-2027 Proposed Operating Budget,
which will be released to the City Council on May 1, 2026. Direction on the development of the
2026-2027 Mid-Biennial Capital Budget and 2027-2031 Capital Improvement Program was
released under separate cover. Please note that the Mayor’s March Budget Message for Fiscal
Year 2026-2027, as approved by the City Council, will provide more specific budget direction
that will be incorporated into the 2026-2027 Proposed Budget.

BUDGET OUTLOOK

The local economy continues to be relatively weak, with stagnant job growth and a suppressed
real estate market. This context was generally anticipated during the development of the 2025-
2026 Adopted Operating Budget, with the City Council approving a General Fund budget
balancing strategy that both fully resolved the projected ongoing shortfall in 2025-2026 and
reduced by half the additional shortfall previously anticipated in 2026-2027. Such a prudent
fiscal approach served us well as we began the current fiscal year. Unfortunately, several major
General Fund revenue categories have weakened further since prior forecasts or continue at the
previously forecasted low levels.

Property Tax, the City’s largest revenue source, is performing below expectations with a lower
growth rate. Year-over-year growth for General Secured Property Taxes was 5.2% in 2024-2025
— down from growth of 6.2% in 2023-2024 and 7.7% in 2022-2023 — and preliminary estimates
from the County of Santa Clara indicate that 2025-2026 will grow by only 4.1%. Sales Tax, the
City’s second largest revenue source, is expected to grow only modestly after declining by 0.6%
in 2024-2025 and declining 2.9% in 2023-2024. Though the preliminary estimate for 2025-2026
is trending positive, the growth is minimal and is still expected to end the year lower than 2022-
2023. Finally, Utility Taxes and Franchise Fee Revenues, revenue sources that have grown
considerably in recent years, are now moderating along with the flattening of utility rates. Taken
together and factoring in the numerous other revenue categories evaluated, General Fund
revenues in 2025-2026 are preliminarily expect to fall short of budgeted estimates by $15 - $20
million and experience only moderate growth in 2026-2027.
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Meanwhile, the organization continues to experience organization-wide cost pressures related to
labor, retirement, utilities, vehicle maintenance, various supplies and contracts, maintenance and
equipment replacement, and homeless services costs. Notably, retirement costs are higher not
only due to wage growth, but also due to the elimination of the assumed discount the City
previously received for prefunding certain retirement costs at the beginning of the year; less
favorable market conditions and the City’s lower cash balance no longer makes pre-payment a
practical cost reduction mechanism.

Though based on limited information thus far from the current fiscal year, the preliminary
General Fund shortfall for 2026-2027 is estimated at $55 - $65 million, followed by an additional
shortfall of approximately half of that in 2027-2028. However, these shortfalls do not reflect the
General Fund’s full budget challenges, as they omit a handful important services/programs
currently funded on a one-time basis in the General Fund, nor do they include any costs
associated with unmet/deferred infrastructure and maintenance needs.

Finally, it is important to note that actions taken throughout 2024-2025 to address budgetary
challenges reduced the Budget Stabilization Reserve by $40 million and it now stands at only
$20.5 million — an extremely small amount given the City’s size. A complete reliance on the
Budget Stabilization Reserve to resolve any projected ongoing shortfall is neither fiscally
prudent or feasible and cost reductions will be necessary.

Though not faced with the immediate challenges experienced by the General Fund, some of our
enterprise and other programs with restricted revenue sources also face cost increases that impact
rates and challenge our ability to deliver necessary, cost-effective services. These Special and
Capital Fund resources need to be carefully considered and managed as departments conduct
their internal budgetary review, as outlined in this memorandum and discussed in detail in
Attachment A.

2026-2027 GENERAL FUND BUDGET BALANCING STRATEGY

While the City Council’s approval of the Mayor’s March Budget Message for Fiscal Year 2026-
2027 will further clarify and prioritize the City’s key objectives for the budget development
process, the Administration needs to be positioned to propose realistic recommendations to
address the General Fund’s structural shortfall and while mitigating the impact to community
services and employees to the extent feasible.

This approach will again be operationalized by:
1) Recommending ongoing reductions/eliminations or restructuring to underperforming or
lower priority services and programs that will be necessary to bring the General Fund into

structural alignment;

2) Identifying alternative delivery methods;
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3) Increasing cost recovery levels for fee-supported services and the identification of new
revenue streams, where feasible and appropriate;

4) Preserving, where possible, our limited resources to support key outcomes related to City
Council-approved Focus Areas, critical City Service Area (CSA) services and programs,
and the City Manager’s Foundational Strategic Support Focus Areas; and

5) Reallocating resources to continue a portion of one-time funded services/programs and to
allow for a very limited set of priority/urgent new investments.

Though several strategies will be employed to resolve the preliminary shortfall of approximately
$55 - $65 million, a key strategy to close the gap will be the development and submittal of
ongoing expenditure reduction/elimination or restructuring recommendations to the City
Council. As a starting point for budget balancing consideration, reduction targets have been
outlined by department and office to generate proposals to obtain $60 million in savings as
shown in Attachment A. Consistent with past practice, these targets include the Mayor, City
Council, and City Appointee Offices, so that those offices may also help solve the 2026-2027
budget shortfall. It is important to note that issuing targets by department and office does not
mean that reductions will be applied uniformly across the organization; rather, these proposals
will help the organization evaluate options that can best address the budgetary shortfall while
still prioritizing the most critical needs of our community.

The reduction target percentages, which are based on an adjusted 2026-2027 Base Budget level
(e.g., removing major non-discretionary or revenue-offset expenditures), are as follows:

o Public Safety Departments: 2.5% of adjusted Base Budget expenditures
e  Mayor, City Council, and Appointees: 6.5% of adjusted Base Budget expenditures
o All Other Departments: 13.0% of adjusted Base Budget expenditures

It is important to stress that our initial General Fund projections are still very preliminary.
Economic conditions may change, and the evaluation of Base Budget expenditure needs is
currently in process. The additional information and analysis that will become available in the
next couple of months will provide a more solid foundation upon which to revisit all projections
for the 2026-2027 City Manager’s Budget Request and the 2027-2031 Five-Year General Fund
Forecast and Revenue Projections that is scheduled for release at the end of February 2026.

2026-2027 DEPARTMENTAL BUDGET SUBMITTALS

The direction on the development of operating budget submittals is described in detail in
Attachment A. A brief summary of the required submittals and due dates is provided below.
Submittals that do not follow the provided direction will be rejected.
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Department Memorandum — Due Friday, January 30, 2026

The department memorandum should include the following components:
1. The 2026-2027 Budget Development Strategy Overview
2. Certification from the Department Director that all proposals are entered into Hyperion
3. Budget Proposals Summary (report from Hyperion budgeting database)

The 2026-2027 Budget Development Strategy Overview discusses the budget development
strategies used to evaluate existing service levels, and the methodology to develop and prioritize
budget proposals for these services to be optimized, restructured, or reduced/eliminated. This
work is critical to understand which programs and services should be preserved and which
should be considered for reduction and why. The memorandum must include the sections listed
below:

Budget Program Prioritization and Ranking Methodology

e Rank each Budget Program from most critical to least critical for core departmental
responsibilities (with “1” being the most critical).

e Explain methodology for evaluating Budget Programs or services for potential reduction
or discontinuation (regardless of funding source).

e Discuss which lower priority/less impactful Budget Programs, or lines of business within
Budget Programs, should be considered for significant reduction or elimination.
Departments are encouraged to evaluate a fewer number of wholesale program
eliminations as opposed to a large number of small reductions — aim for providing fewer
services at a high level rather than more services with significant deficiencies.

Use of Racial and Social Equity in Proposal Development and Leveraging of Existing Budgeting
Resources

e Discussion of how racial and social equity was imbedded in the strategy for the
development of budget proposals and the planned use of existing resources in 2026-2027.

Listing and Ranking of Submitted Budget Proposals
e Listing and ranking of budget proposals submitted for consideration, including the
proposal title, affected Budget Programs, and estimated position and cost impacts (to be
updated as necessary as Hyperion budgeting database entries are completed). Rank the
proposals, with “1” being the proposal the department would prefer above all others.

e Take this opportunity to optimize existing programs for cost savings.

Preliminary Business Cases for Alternative Service Delivery Models (if applicable)
e Complete preliminary business cases for Alternative Service Delivery Models.
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All budget proposals from departments will be entered into Hyperion following the requirements
and guidelines discussed in Attachment A. Include certification from the Department Director
that all proposals are entered into Hyperion and the Budget Proposals Summary — a report from
the Hyperion budgeting database listing all proposals.

City Service Area (CSA) Memorandum — Due Friday, February 6, 2026

Each CSA shall submit a memorandum that briefly discusses the approach employed to coordinate
and prioritize department proposals to further CSA Focus Area objectives and priorities for select
core services, including strategic support and deferred infrastructure/maintenance. Include a
ranking of significant reduction proposals in the CSA memorandum. Departments do not need to
include every reduction proposal submitted by departments. Separately, rank proposals for new,
continued, or reallocated funding (within bounds of reduction targets if General Fund). These will
primarily apply to funds other than the General Fund.

Please note that the suite of budget proposals that will be brought forward for City Council
consideration will be based on a thorough evaluation of all the proposals submitted, plus others
that may arise from direction provided in the Mayor’s March Budget Message, Budget Office
analysis, and/or employee and community engagement efforts. As always, the final budget
proposals submitted to the City Council for consideration are the City Manager’s
recommendations based on your best advice and the vetting and deliberation that will occur
through our internal process.

Submissions should consider the 2026-2027 DRAFT Budget Balancing Strategy Guidelines
which have been adjusted somewhat from those approved by the City Council as part of the
Mayor’s March Budget Message for Fiscal Year 2025-2026, as well as the City of San José
Budget Principles; both of which are also included in Attachment A.

EMPLOYEE COMMUNICATION/ENGAGEMENT

Each Department and Office Director is expected to communicate with his/her employees
regarding the 2026-2027 budget process and actively seek input and engage employees in budget
proposal development. No formal synopsis of your employee communication/engagement plan is
required to be submitted to the City Manager’s Office; however, Directors are expected to ensure
that employees:

e are well-informed in a timely fashion and understand the budget issues facing their
department/office and the City;

e have a structured opportunity to bring forward ideas that reduce costs, generate additional
revenue, or improve service delivery; and

e have a mechanism to get information/questions answered.

In addition to the departmental/office employee communication processes and the ongoing
Employee Suggestion Program, the City Manager’s Office will have a mechanism to receive
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employee input on the development of the budget. As was the case last year, a form! can be
accessed on the Budget Office intranet site where employees can submit their ideas directly to the
City Manager’s Budget Office. While the goal is to have employees work with their
departments/offices on budget submittal ideas, this option provides an alternative for employees,
particularly for those ideas that are city-wide in nature. It is very important that our employees
know that their input into the budget process is valued.

The City Manager’s Communication Office will issue a series of organization-wide employee
communications as we move through the budget process.

CONCLUSION

The development of the 2026-2027 Proposed Budget allows the Administration to bring forward
a balanced budget across approximately 140 funds that cover a wide variety of City services.
Given the significant shortfall preliminarily expected, it is critical that we use the budget
proposal process to structurally balance the General Fund in a strategic manner to ensure that we
can continue to support our most important work efforts and our most vulnerable populations.
We also must ensure that our enterprise and other Special Funds leverage their available
resources in a cost-effective manner to meet service level requirements while being mindful of
rate-payer impacts.

If you have any questions about the 2026-2027 budget process, please contact Budget Director
Jim Shannon. As with any budget development process, this effort takes careful analysis, direct
and empathetic conversations, collaboration, and mutual trust that we are giving our best effort
on behalf of the community and our employees. Thank you in advance for the hard work
required to develop and prioritize your departmental budget proposals.

Y

DDy rog

Jennifer A. Maguire
City Manager

cc: Executive Staff
Council Appointees

Attachment A:
2026-2027 Operating Budget Submittals

I Emplovyee Ideas for Balancing the Budget
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ATTACHMENT A

2026-2027 OPERATING BUDGET SUBMITTALS

This document provides direction for the development of the 2026-2027 departmental budget
submittals. Submittals that do not adequately address this direction will be rejected.

Department Memorandum — Due Friday, January 30, 2026

Each department shall prepare a memorandum that includes the following components:
1. The 2026-2027 Budget Development Strategy Overview

2. Certification from the Department Director that all proposals are entered into Hyperion
3. Budget Proposals Summary (report from Hyperion budgeting database)

The 2026-2027 Budget Development Strategy Overview (no more than 10 pages in total length)
should concisely discuss the budget development strategies used to evaluate existing service levels
and the methodology to develop and prioritize budget proposals for these services to be
reduced/eliminated or restructured. The memorandum must include the following sections as
applicable:

1 — Budget Program Prioritization and Ranking Methodology

The objective of this section is to explain which services should be preserved, which services should
be considered for reduction/elimination or restructuring, and how these conclusions where reached.
Describe the ranking criteria used and rank each Budget Program from most critical to less critical
to core department responsibilities (with “1” being the most critical). While the ranking criteria
may vary from department to department, the following considerations may be helpful:

e Mandated to Provide the Program — Programs that are mandated by the State or Federal
government should receive higher consideration compared to programs that are mandated
solely by the City or have no regulatory mandate.

e Reliance on City to Provide the Service — Consider the program’s potential to be delivered
by another entity (nonprofit, private business, or another government jurisdiction). Outside
of Focus Areas, critical CSA services and programs, and the City Manager’s Foundational
Strategic Support Focus Areas, City programs that are currently provided by another
organization should be considered for reduction/elimination.

e Program Performance — Leveraging existing performance and outcome measures, how well
have the programs achieved their service delivery goals? High priority and successful
programs should be candidates for preservation, while lower priority/less impactful
programs should be candidates for reduction/elimination or significant restructuring.

e Racial and Social Equity Considerations — Evaluate who would benefit and who would be
burdened if the program remained or was reduced/eliminated, with higher consideration for
programs that achieve or work towards racial and social equity.

e Changes in Demand for the Service — Programs demonstrating an increased demand for
service over the past few years should have higher consideration for preservation compared
to programs that show no growth in demand or have experienced a lower service demand.

e Cost Recovery of the Program — Evaluate the ability of a program to pay for itself through
fees or other non-General Fund Revenue, as well as generate ongoing non-City revenue for
core program costs, with higher consideration given to programs that can pay for themselves
compared to programs with limited or no cost recovery component.
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Subsequent to the ranking, include a brief discussion to convey which programs should be preserved
and which should be considered for reduction/elimination or restructuring.

2 — Use of Racial and Social Equity in Proposal Development and Leveraging of Existing
Budgeting Resourced

The objective of this section is to understand how equity was imbedded in the strategy for the
development of budget proposals and the planned use of existing resources for next year. Ensure
that this section answers the following questions:

e Which departmental programs focus on the City’s most vulnerable communities (e.g.,
People of Color, low-income, women, individuals with disabilities, etc.)?

e How was racial and social equity incorporated in the process to recommend budget
proposals? For example:

o Explain what disaggregated data sources (e.g., Census, survey data, etc.) informed
this evaluation.

o Is there high demand or usage of services in the most vulnerable areas? Are these
services needed in some areas versus others?

o Are there other alternative, local options for residents to access these services if
eliminated or reduced?

e Was any prior community feedback of existing programs considered to inform the
department’s budget development strategies? (e.g., City boards or commissions, community
groups, neighborhood associations, staff surveys, etc.).

e Assuming that the budget reduction/elimination or restructuring proposals are accepted,
what are the trade-offs or unintended consequences due to service delivery changes,
reductions, or eliminations?

e How would the remaining service levels be optimized to partially mitigate the impact of the
reduction proposals?

Racial and social equity considerations must play an integral role to inform budget decisions
impacting City services. Departments are encouraged to review last year’s feedback from the
Office of Racial and Social Equity and make use of their office hours by contacting
sjracialsocialequity(@sanjoseca.gov.

3 — Listing and Ranking of Submitted Budget Proposals

The objective of this section is to convey a high-level understanding of the budget proposals
submitted for consideration, to communicate the relative ranking of each proposal (with “1” being
the proposal the department would prefer above all other reductions), and if departments met their
General Fund reduction target. Key elements include the proposal title, affected Budget Programs,
estimated position and cost impacts, and General Fund versus non-General Fund impacts.
Departments may use the template table below if helpful.
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Proposal | Proposal | Hyperion | Budget | Brief Full-Time | All General

Rank Title Budget Program | Description | Equivalent | Funds Fund
Request Positions Amount | Amount
#

Provide additional context, as necessary, to convey the rationale of the recommended proposals if
they differ from the prioritization of existing Budget Programs (e.g., reduction/elimination of a low-
performing service within an otherwise critical Budget Program, departmental restructuring).
Please also use this section to identify any City policy changes needed to implement/facilitate
budget proposals under consideration, as well as any long-term opportunities where budget changes
will take longer than one year to implement.

Describe how ideas were solicited from employees and how they were and will be kept informed
regarding the budget process.

4 — Preliminary Business Cases for Alternative Service Delivery Models (if applicable)

The objective of this section is to provide a preliminary business case for existing City services for
which the department is proposing to contract out or otherwise offer an alternative delivery method
than the current method provided by existing staff. City Council Policy 0-41 (Service Delivery
Evaluation) provides the City’s decision-making framework for evaluating service delivery. The
Policy requires a business case analysis to be undertaken if a proposed service delivery change is
expected to result in the addition, deletion, or reclassification of four or more full-time equivalent
positions'. The purpose of the business case analysis is to determine the feasibility of alternative
service delivery as well as develop the Administration’s recommendation to the City Council
regarding the applicability of City Council Policy 0-29 (Public-Private Competition Policy). As
part of the annual budget process, the Administration reviews other changes to service delivery
which affect less than four full-time employees.

The Budget Proposal Database includes a check box to identify those proposals subject to the
Service Delivery Evaluation policy, which will be needed for the development of the 2026-2027
Proposed Budget. For questions regarding the Service Delivery Evaluation process, please contact
Bryce Ball, Operating Budget Coordinator, at bryce.ball@sanjoseca.gov.

Department Budget Proposal Submittals

All budget proposals from departments will be entered into Hyperion by Friday, January 30, 2026,
and shall follow the requirements and guidelines in the City Manager’s direction memorandum.
Hyperion Budget Proposal Database trainings and updated instructions will be available in January;
training invitations will be sent under separate cover.

! City Council Policy 0-41 does not apply to service eliminations due to budget cuts, episodic, onetime, or temporary
work
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Include in the memorandum a certification from the Department Director that all proposals are
entered into Hyperion, as well as attach the Budget Proposals Summary report from Hyperion that
lists all budget proposals.

The following are budget proposal guidelines:

General Guidelines

Proposals within the General Fund and Special Funds — and staffing proposals within
Capital Funds — are to be developed at a program level that can be discussed and
implemented.

Proposals must clearly describe the proposed action and the expected service delivery
impacts, particularly for People of Color, low-income, women, and individuals with
disabilities.

Proposals must provide applicable performance measure data.

Proposals must be verifiable and implementable.

Proposals must be coordinated with impacted departments.

Proposals that reduce General Fund costs/increase revenues should be ongoing to the extent
possible. One-time cost reductions will be considered but will not count against a
department’s ongoing General Fund reduction target.

Any ongoing General Fund additions will need to be net-zero, inclusive of meeting the
reduction target. Ongoing net additions to other funds will be limited to target investments
necessary to basic service provision and mindful of ratepayer impacts.

Proposals that eliminate existing positions will be effective July 1, 2026. Proposals that add
new positions, in most cases, will be effective October 1, 2026 (but will be subject to change
based on recruitment timelines). Positions previously funded on a one-time basis
recommended for continuation into 2026-2027 will be effective July 1, 2026.

Proposals in Special and Capital Funds should be factored in the Source and Use statements
for those funds to determine if the changes can be supported.

Proposals should minimize any rate payer increases, balancing the short-term and long-term
program and capital needs with the cost to various rate payers.

One-Time Needs

One-time proposals should generally be limited to the following: 1) continue an extremely
small number of high-priority programs funded on a one-time basis in 2025-2026 for which
ongoing funding is not available; 2) addressing critical unmet or deferred
infrastructure/maintenance needs; 3) enhancing efficiency/effectiveness through
technology, equipment, or other one-time investments, such as grant-matching; 4)
accelerating the pay down of existing debt obligations; and/or 5) funding needs for non-
bond eligible furniture, fixtures, and equipment associated with continued implementation
of Measure T.
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Revenue Proposals (Verifiable and Implementable)

e Proposals seeking to increase General Fund and Special Fund revenues should include an
implementable plan with revenue estimates that are certifiable by both the Department
Director and the Budget Director. Implementable revenue proposals are encouraged.

e Fees that are not fully cost-recovery should be evaluated to be increased to improve cost-
recovery levels.

e When possible, new revenue ideas should be piloted during 2025-2026 to demonstrate
feasibility and allow for maximum collections in 2026-2027.

City Manager’s 2026-2027 Proposed Budget Balancing Strategy Guidelines

Departments should take into consideration City Council-approved Focus areas, critical CSA
services and programs, and the City Manager’s Foundational Strategic Support Focus Areas, as
well as the City Manager’s 2026-2027 Proposed Budget Balancing Strategy Guidelines (Draft)
found within this attachment. These guidelines are slightly modified from those approved by the
City Council as part of the Mayor’s March Budget Message for Fiscal Year 2025-2026. The City
of San José Budget Principles, approved in 2008, are also included after the Budget Balancing
Strategy Guidelines to provide additional context for developing the budget.

CSA Memorandum — Due Friday, February 6, 2026

The memorandum from each CSA should demonstrate how proposals (including cost reductions)
were coordinated and prioritized to further CSA Focus Area objectives and priorities for select core
services, including strategic support and deferred infrastructure/maintenance. The memorandum
shall focus on the methodology or approach employed to identify and rank significant proposals at
the CSA level. This methodology should be different from the approach by which individual
departments arrived at their budget proposal package.

Include in the memorandum rankings for the following two categories that have been evaluated by
leadership within the CSA:

e Cost reduction proposals included in the CSA memorandum and specify the department,
proposal title, and Hyperion budget request number. Departments do not need to include

every reduction proposal submitted by departments.

e Proposals for new, continued, or reallocated funding (within bounds of reduction targets if
General Fund)
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2026-2027 Ongoing General Fund Reduction Targets

(For purposes of proposal development only;
final package will not reflect uniform reductions)
Target= $ 60,000,000 *

Public Safety Departments 2.50%
Mayor & City Councils, Appointees 6.50%
All Other Departments 13.00%

City Departments/Offices
Energy $ 112,000
Environmental Services 321,000
Finance 2,080,000
Fire 5,240,000
Housing 2,828,000
Human Resources 1,604,000
Information Technology 2,296,000
Library 5,463,000
Parks, Rec & Neigh Services 15,006,000
Planning, Bldg & Code Enforcement 603,000
Police 11,468,000
Public Works 5,994,000
Transportation 2,740,000
Mayor, City Council & Appointees (see breakdown below) 4,245,000

ONGOING: $ 60,000,000

Mayor, City Council, and Appointee Breakdown

City Attorney 1,015,000
City Auditor 125,000
City Clerk 235,000
City Manager 1,885,000
Independent Police Auditor 60,000
Mayor and City Council 925,000

Total Mayor, City Council and Appointee Breakdown: $ 4,245,000

* The $60 million reduction target amout represents represents approximately 3.8% of the 2026-2027
Preliminary Base Budget. In developing the departmental reduction targets, major non-discretionary and
revenue-offset expenditures have been removed from the Base Budget,

as well as services directly addressing Animal Care and Services operations. The reduction target
percentages are based on the adjusted Base Budget.
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10.

11.
12.
13.

14.

15.

16.

17.

2026-2027 DRAFT Budget Balancing Strategy Guidelines

As directed by the priorities identified in the City Council-approved Mayor's March Budget Message, develop
a budget that balances the City’s delivery of the most essential services to the community with the resources
available. Consider current needs in the context of long-term service delivery priorities.

Pose explicit questions of equity — including who benefits and who is burdened — when considering changes
to City services to achieve a balanced budget.

Balance ongoing expenditures with ongoing revenues to maximize service delivery within existing resources,
to ensure no negative impact on future budgets, and to maintain the City’s high standards of fiscal integrity
and financial management. If feasible, establish a Future Deficit Reserve in the General Fund to cover any
projected budgetary shortfall in the following year as a stopgap measure.

Evaluate program-level budgets to identify opportunities to reduce/eliminate or restructure services that yield
cost reductions and allow for the preservation of City Council-approved Focus Areas service levels, critical
CSA services and programs, and the City Manager’'s Foundational Strategic Support Focus Areas, to the
extent practicable.

Prioritize resources to address truly significant community or organizational risks, critical services funded on
a one-time basis in 2025-2026 in the General Fund, and/or respond to specific City Council direction.

Review existing vacancies for opportunities to reorganize and realize cost savings or to achieve current service
level demands through alternative means. Factor in performance measure data in proposal development.

Focus on optimization and business process redesign to improve productivity and the quality, flexibility, and
cost-effectiveness of service delivery (e.g., streamlining, reorganizing functions, and reallocating resources).

Explore alternative service delivery models (e.g., partnerships with non-profit, public, or private sector for out-
or in-sourcing services) to ensure no service overlap, reduce and/or share costs, and use City resources more
efficiently and effectively.

Identify City policy changes that would enable/facilitate service delivery improvements or other budget
balancing strategies to ensure equity and inclusion for how services are delivered.

Analyze non-personal/equipment/other costs, including contractual services, for cost savings opportunities.
Contracts should be evaluated for their necessity to support City operations and to identify negotiation options
to lower costs.

Consider delaying the opening of new City facilities as a near term cost reduction strategy.
Explore expanding existing revenue sources and/or adding new revenue sources.

Establish a fees, charges and rates structure designed to fully recover operating costs, while considering the
impacts on fee and rate payers whereby a cost recovery structure may be lower in certain circumstances, and
explore opportunities to establish new fees and charges for services, where appropriate.

Focus any available one-time resources on investments that 1) continue a very small number of high-priority
programs funded on a one-time basis in 2025-2026 for which ongoing funding is not available; 2) address the
City’s unmet or deferred infrastructure needs; 3) leverage resources to or improve efficiency/effectiveness
through technology and equipment or other one-time additions; 4) accelerate the pay down of existing debt
obligations where applicable and appropriate; 5) increase budget stabilization reserves to address future
budget uncertainty; and/or 6) provide for funding needs for non-bond eligible furniture, fixtures, and equipment
associated with the continued implementation of Measure T.

Engage employees in department and/or city-wide budget proposal idea development.

Continue a community-based budget process where the City’s residents and businesses are educated and
engaged, as well as have the opportunity to provide feedback regarding the City’s annual budget.

Use the General Plan as a primary long-term fiscal planning tool and link ability to provide City services to
development policy decisions.
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City of San José Budget Principles

The Mission of the City of San José is to provide quality services, facilities and opportunities
that create, sustain and enhance a safe, livable and vibrant community for its diverse residents,
businesses and visitors. The General Fund Budget shall be constructed to support the
Mission.

1) STRUCTURALLY BALANCED BUDGET

The annual budget for the General Fund shall be structurally balanced throughout the budget
process. A structurally balanced budget means ongoing revenues and ongoing expenditures are in
balance each year of the five-year budget projection. Ongoing revenues shall equal or exceed
ongoing expenditures in both the Proposed and Adopted Budgets. If a structural imbalance occurs, a
plan shall be developed and implemented to bring the budget back into structural balance. The plan
to restore balance may include general objectives as opposed to using specific budget proposals in the
forecast out years.

2) PROPOSED BUDGET REVISIONS

The annual General Fund Proposed Budget balancing plan shall be presented and discussed in
context of the five-year forecast. Any revisions to the Proposed Budget shall include an analysis of
the impact on the forecast out years. If a revision(s) creates a negative impact on the forecast, a
funding plan shall be developed and approved to offset the impact.

3) USE OF ONE-TIME RESOURCES

Once the General Fund budget is brought into structural balance, one-time resources (e.g., revenue
spikes, budget savings, sale of property, and similar nonrecurring revenue) shall not be used for
current or new ongoing operating expenses. Examples of appropriate uses of one-time resources
include rebuilding the Economic Uncertainty Reserve, eatly retirement of debt, capital expenditures
without significant operating and maintenance costs, and other nonrecurring expenditures. One-time
funding for ongoing operating expenses to maintain valuable existing programs may be approved by
a majority vote of the Council.

4) BUDGET REQUESTS DURING THE YEAR

New program, service or staff requests during the year that are unbudgeted shall be considered in
light of the City’s General Fund Unfunded Initiatives/Programs List and include a spending offset at
the time of the request (if costs are known) or before final approval, so that the request has a net-
zero effect on the budget.

5) RESERVES

All City Funds shall maintain an adequate resetve level and/or ending fund balance as determined
annually as appropriate for each fund. For the General Fund, a contingency reserve amount, which is
a minimum of 3% of the operating budget, shall be maintained. Any use of the General Fund
Contingency Reserve would require a two-thirds vote of approval by the City Council. On an annual
basis, specific reserve funds shall be reviewed to determine if they hold greater amounts of funds
than are necessary to respond to reasonable calculations of risk. Excess reserve funds may be used
for one-time expenses.
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ATTACHMENT A

2026-2027 OPERATING BUDGET SUBMITTALS

City of San José Budget Principles

6) DEBT ISSUANCE

The City shall not issue long-term (over one year) General Fund debt to support ongoing operating
costs (other than debt service) unless such debt issuance achieves net operating cost savings and such
savings are verified by appropriate independent analysis. All General Fund debt issuances shall
identify the method of repayment (or have a dedicated revenue source).

7) EMPLOYEE COMPENSATION

Negotiations for employee compensation shall focus on the cost of total compensation (e.g., salary,
step increases, benefit cost increases) while considering the City’s fiscal condition, revenue growth,
and changes in the Consumer Price Index (cost of living expenses experienced by employees.)

8) CAPITAL IMPROVEMENT PROJECTS

Capital Improvement Projects shall not proceed for projects with annual operating and maintenance
costs exceeding $100,000 in the General Fund without City Council certification that funding will be
made available in the applicable year of the cost impact. Certification shall demonstrate that funding
for the entire cost of the project, including the operations and maintenance costs, will not require a
decrease in existing basic neighborhood services.

9) FEES AND CHARGES

Fee increases shall be utilized, where possible, to assure that fee program operating costs are fully
covered by fee revenue and explore opportunities to establish new fees for services where
appropriate.

10) GRANTS

City staff shall seek out, apply for and effectively administer federal, State and other grants that
address the City’s priorities and policy objectives and provide a positive benefit to the City. Before
any grant is pursued, staff shall provide a detailed pro-forma that addresses the immediate and long-
term costs and benefits to the City. One-time operating grant revenues shall not be used to begin or
support the costs of ongoing programs with the exception of pilot projects to determine their
suitability for long-term funding.

11) GENERAL PLAN

The General Plan shall be used as a primary long-term fiscal planning tool. The General Plan
contains goals for land use, transportation, capital investments, and service delivery based on a
specific capacity for new workers and residents. Recommendations to create new development
capacity beyond the existing General Plan shall be analyzed to ensure that capital improvements and
operating and maintenance costs are within the financial capacity of the City.

12) PERFORMANCE MEASURES

All requests for City Service Area/departmental funding shall include petformance measurement data
so that funding requests can be reviewed and approved in light of service level outcomes to the
community and organization.

13) FIRE STATION CLOSURE, SALE OR RELOCATION
The inclusion of the closure, sale or relocation of a fire station as part of the City Budget is
prohibited without prior assessment, community outreach, and City Council approval on the matter.

Original City Council Approval 03/18/2008; Revised 09/09/08
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