CITY OF

SAN JOSE

CAPITAL OF SILICON VALLEY
May 1, 2026
Honorable Mayor and City Council:

I am proud to deliver the 2026-2027 Proposed Operating Budget that
meets the important objectives and directives of the City Council
while also fully resolving the ongoing General Fund shortfall in a
fiscally responsible manner with minimal community or employee
impacts. This budget follows the direction provided by the Mayor
and City Council with their approval of the Mayor's March Budget
Message for Fiscal Year 2026-2027, and considers other City
Council and Administration priorities, recent community outreach
and surveys, and the impacts of service reductions to the
community.

The 2027-2031 General Fund Five-Year Forecast was used as the
starting point in the development of the budget. For the General
Fund, a revised Base Budget shortfall of $50.3 million is projected
for 2026-2027, followed by an additional incremental shortfall of
$26.8 million in 2027-2028, with a small shortfall or surpluses over
the remaining three years of the Forecast. While the 2026-2027
shortfall represents a relatively modest portion of the General Fund
Base Budget at 3%, this shortfall comes on top of the funding
realignment and reduction actions to balance the 2025-2026
Adopted Operating Budget and make progress on closing an early
forecasted shortfall for 2026-2027, making further cost-cutting
actions all the more impactful. Nevertheless, with continued
economic uncertainty and the potential for conditions to worsen,
thoughtful decision-making is essential to address the structural
shortfall in 2026-2027 and position the City to meet the challenges
expected for 2027-2028.

Keeping these considerations in mind, the Proposed Budget follows
City Council direction to focus on targeted, strategic spending, while
fully resolving the ongoing shortfall in 2026-2027 and preserving
critical core community services to the maximum extent feasible. It
is important to note that, even with a number of cost reductions,
service delivery efficiencies, and position eliminations necessary to
address the shortfall, only a handful of employees will be impacted
from actions in this Proposed Budget. However, should Measure
A’s Transient Occupancy Tax increase not pass on June 2", the
Contingency Plan included in this transmittal memorandum would
necessarily result in a more significant reduction of City services and
impacts to our community and employees.

For the City’s many other dedicated funds (e.g., Airport Funds,
Integrated Waste Management Fund, Sanitary Sewer Funds), the
Proposed Operating Budget includes various service delivery and
infrastructure needs balanced within the available resources of each
fund and in consideration of associated impacts to rate payers.

Budget Town Halls

May 4
Santa Teresa Church, 794 Calero
Ave, San José

May 18
Virtual Town Hall - Register at:
Webinar Registration - Zoom

Budget Decision Milestones

May 6 — 14
City Council Budget Study Sessions

May 12/June 8

Public Hearings on 2026-2027
Proposed Budgets, and Fees and
Charges Report

June 1
2026-2027 Mayor’s June Budget
Message Released

June 9

Council Review/Approval of the
2026-2027 Mayor’s June Budget
Message

June 16

Adoption of the 2026-2027 Capital

and Operating Budgets, 2027-2031
CIP, and the 2026-2027 Fees and

Charges Report

200 East Santa Clara St. F1. #17, San Jos€, CA 95113 tel (408) 535-8100 www.sanjoseca.gov
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2026-2027 PROPOSED OPERATING BUDGET

As guided by City Council’'s approval of the Mayor’s

March Budget Message for Fiscal Year 2026-2027, this Investment priorities
I?rqposed Budget prioritizes and.reallocates the Qlty s The Mayor's March Budget
limited General Fund and Special Funds to continue Message, as approved by the City
work on some of our most challenging issues, including Council, identified the following
reducing unsheltered homelessness, increasing investment priorities:

community safety, cleaning up our neighborhoods,
growing our economy, and building more housing.
Allocations also address select areas of urgent,
important, and continuing core service work within other Cleaning Up Our Neighborhoods
community services, strategic support services, and
deferred infrastructure areas. A summary of the key
actions for these investment priorities is provided later Growing Our Economy
in this transmittal memorandum.

Reducing Unsheltered Homelessness

Increasing Community Safety

Building More Housing

I

Other summary information items that can easily be
found in this transmittal memorandum include: Total Other investment priorities included select
Proposed Budget; Position Impacts; General Fund :;fj‘iscgugnrpkovﬁ?;itna;ﬂé’r”gé’r']:‘r%Sr?i’;e
Forecast; Proposed Budget Development services, strategic support services, aynd
ConSiderationS; General Fund BUdget BalanCing Plan; deferred infrastructure areas.
Budget Stabilization Reserve Uses; Contingency Plan;
City Service Area Highlights and Key Budget Actions with key budget actions outlined by title and the
section where they can be found throughout the Proposed Operating Budget document; and Fees and

Charges Adjustments.

It is important to note that though this transmittal memorandum primarily discusses the incremental
changes to the budget and new or reallocated funding to implement new, enhance, or reduce existing
services levels, the 2026-2027 Proposed Operating Budget is a comprehensive document that contains
budgetary and performance data for each City Service Area (CSA) and department, linking the
expected service delivery environment to expected actions and outcomes, facilitated through the
spending in 74 Core Services that are delivered through 259 Budget Programs.

While the Proposed Operating Budget fully addresses the ongoing General Fund shortfall, other risks
that will likely have future budgetary impacts include unfunded capital maintenance needs, potential
revenue loss due to regulatory changes and economic uncertainty, increased retirement contributions
due to market volatility, and the extremely limited levels of reserve funding to provide a backstop against
these uncertainties. The Administration will continue to work across departments to identify key risk
areas and keep the City Council apprised of any necessary changes to the Proposed Operating Budget.

Based on the hard work of City staff, this Proposed Operating Budget thoughtfully and successfully
allocates ongoing funding to the priorities identified in the March Budget Message, brings the General
Fund into structural alignment with service level demands over a two-year period, and considers
existing funding sources across 152 City funds. Each funding source was brought into balance to
sustainably continue City programming and services in accordance with City Council direction,
priorities, and policies.
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2026-2027 PROPOSED OPERATING BUDGET

Total Proposed Budget

The 2026-2027 Proposed Budget totals $5.5 billion for all City funds (General, Special, and Capital).
This amount is $792.5 million (12.7%) less than the 2025-2026 Adopted Budget (Table 1 below). The
Proposed Budget, however, does not yet include funds that will be rebudgeted and added to the final
2026-2027 Adopted Budget to complete multi-year projects and programs. Once these rebudgets are
included, the total amount of the budget will increase.

2026-2027 Proposed Budget — All Funds

(Table 1)

2025-2026 2026-2027 %

Adopted Proposed Change
General Fund $ 1,969,858,062 $ 1,715,206,318 (12.9%)
Special Funds 3,775,255,293 3,492,765,808 (7.5%)
;';aerf’;je?szerat'”g (925,841,053) (917,286,441) (0.9%)
Net Operating Funds 4,819,272,302 4,290,685,685 (11.0%)
Capital Funds 1,444,522,665 1,177,690,286 (18.5%)
<Less: Capital Transfers> (7,377,000) (4,442,000) (39.8%)
Net Capital Funds 1,437,145,665 1,173,248,286 (18.4%)
Total $ 6,256,417,967 $ 5,463,933,971 (12.7%)

Position Impacts

The Proposed Budget includes a net decrease to the overall position count throughout the organization.
The Base Budget included the elimination of 66 positions, as these positions were funded on a one-
time basis only or scheduled to expire at the end of 2025-2026. Actions in the Proposed Budget reduce
a net 19 positions across departments. Overall, the net level of staffing decreases from 7,009 full-time
equivalent positions in the 2025-2026 Adopted Budget to 6,924 positions in the 2026-2027 Proposed
Budget as shown in Table 2 below.

Changes in Position Count (All Funds)
from 2025-2026 Adopted to 2026-2027 Proposed Budget

(Table 2)
2025-2026 Adopted Budget 7,009 positions
2026-2027 Base Budget Changes (66) positions
2026-2027 Proposed Budget Changes (19) positions
Total Net 2026-2027 Position Changes (85) positions
2026-2027 Proposed Budget 6,924 positions
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General Fund Forecast

At the beginning of March 2026, the Administration released the 2026-2027 City Manager’s Budget
Request and 2027-2031 Five-Year Forecast and Revenue Projections document to estimate the
budget condition of the General Fund and selected Capital Funds over the next five years. The
Forecast initially anticipated an ongoing shortfall of $56.0 million in 2026-2027. That shortfall was
revised downward to $50.3 million due to a number of combining factors, including updated overhead
and reimbursement revenue, and revised Base Budget costs that include the reduction in Police
Department costs from the expiration of the BART Policing Services agreement with the Valley
Transportation Authority and refinement of janitorial and other contractual services costs.

Table 3 below displays the incremental General Fund shortfalls estimated over the next five years. It
is important to note that the shortfall anticipated in 2027-2028 assumes that the $50.3 million shortfall
for 2026-2027 is fully resolved with ongoing solutions. Any portion of a shortfall not fully resolved would
be carried over to the following year.

2027-2031 Revised General Fund Five-Year Forecast
($ in millions)?!

(Table 3)
Five-Year
2026-2027 | 2027-2028 | 2028-2029 | 2029-2030 | 2030-2031 Surplus/

(Shortfall)
Incremental
Surplus/ ($50.3)2 ($26.8) ($11.8) $13.8 $11.6 ($63.5)
(Shortfall)
Total
Cumulative ($50.3) ($77.1) ($88.9) ($75.1) ($63.5) ($63.5)
Shortfall

! Does not include 1) costs associated with services funded on a one-time basis in 2025-2026; 2) costs
associated with unmet/deferred infrastructure and maintenance needs; and 3) one-time revenue sources or
expenditure needs.

2 This figure was revised from the $56.0 million shortfall as presented in the Forecast released in March 2026
as a result of continued analysis of projected revenues and expenditures.

As with any forecast, these projections will vary in response to changing economic conditions, which
primarily affect City revenues, changes in projected expenditures, particularly in salary levels and
retirement costs, or other factors beyond the City’s control. The Administration will continue to evaluate
financial trends and other changes that could affect the City’s budget situation and report to the City
Council regularly with updated information. It is important to highlight that the projected shortfalls omit
the cost of programs previously funded on a one-time basis in the General Fund, estimated at
approximately $8 million, any one-time expenditures — including the significant backlog of deferred
capital maintenance needs — and any service level enhancements desired by the City Council and
community. When considering these other factors, the City faces an even larger service level/structural
shortfall.

Further, even after resolving the 2026-2027 shortfall on an ongoing basis, additional ongoing solutions
of $27 million would still be required to resolve the shortfall projected for 2027-2028. This additional
shortfall in the second year of the Forecast and the continued weakness and uncertainty of the local
economy emphasizes the need to ensure that the 2026-2027 Proposed Operating Budget fully resolves
the ongoing shortfall with ongoing solutions. While the limited use of reserves to pay for one-time uses
and to provide bridge funding for reductions that occur over a two-year period is a component of the
Administration’s strategic budget balancing strategy (see the discussion below), new ongoing revenue
sources and ongoing expenditure and service reductions are also necessary to ensure that the City
Council approves a balanced budget.
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Proposed Budget Development Considerations

The Proposed Budget must balance a variety of competing
community and organizational needs while ensuring that the
resources contained within all City funds remain in balance

and thoughtfully deployed. While the budget development Equity

process was informed by a variety of factors, the inputs

shown on the right are the key drivers that provided the - City Council Policy

strategic approach to address these needs. 1-18 and City of San Jose
Budget Principles

The Mayor’s March Budget Message for Fiscal Year 2026-
2027, as approved by the City Council, identified the main investment priorities for the budget process,
and directed the Administration to employ the City Manager's recommended Budget Balancing
Strategy Guidelines and Service Delivery Framework (see Attachment A) that outlined a number of
general approaches to use in the development of the budget, including a framework for the limited use
of the Budget Stabilization Reserve (as discussed below). City Council Policy 1-18 and the newly
revised City of San José Budget Principles' further ensured that the Administration applied best
budgetary practices and worked to align ongoing revenues with ongoing expenditures. Throughout the
year, the City Council also identified new or revised desired service levels to benefit the community,
and the Administration identified areas for additional investment or reallocation to address
organizational risks and service delivery gaps.

ing for

Unfortunately, budgetary constraints significantly limit the City’s ability to meet desired service levels
and, in fact, require ongoing cost and service reductions to bring the General Fund into structural
alignment while also continuing or enhancing select services consistent with City Council direction as
included in the March Budget Message. Due to the nature of the City’s work, service reductions have
the potential to disproportionately impact already disadvantaged communities. As a result, the
Administration’s obligation during the budget process is to intentionally consider equity regarding
budget actions, asking questions such as: who is burdened by the action, what steps could be taken to
mitigate the impact, and are there other feasible cost reduction strategies that would have less of an
impact?

These equity considerations were central to the development of the General Fund budget balancing
strategy discussed below. To mitigate service impacts, the Administration focused on solutions that
optimized and realigned service delivery to achieve ongoing costs savings without significant impacts
and maximized strategies to increase revenues. This approach yielded ongoing solutions that resolved
over 75% of the shortfall without meaningfully impacting service outcomes, and thereby required fewer
budget reductions with significant impacts. Additional discussion on the Administration’s budget-
balancing approach follows.

" Included in the Budget Policies and Practices section of this budget document.
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General Fund Budget Balancing Plan

As previously mentioned, the City Council’s approval of the Mayor's March Budget Message for Fiscal
Year 2026-2027 directed the City Manager to bring forward recommendations that fully resolve the
$50.3 million shortfall on an ongoing basis while also minimizing impacts to existing services and
allowing for targeted new funding for the City Council’'s most urgent priorities. The Proposed Budget's
implementation of this direction is summarized below.

0
0‘0

0,
0‘0

Homelessness services savings without compromising outcomes within the Reducing
Unsheltered Homelessness Focus Area. As the City transitions from large-scale
encampment abatements toward maintenance of no encampment zones and management and
abatement of smaller encampments, the Beautify San José budget is reduced by $4.2 million
in 2026-2027 and $6.4 million ongoing to reflect lower costs needed for contractual services
and security costs. Within the Interim Housing Portfolio, the Taylor HUB site can be closed by
January 2027 for savings of $1.2 million in 2026-2027 and $2.6 million ongoing, the planned
purchase of two of the five motels with Housing Funds that are currently leased as temporary
shelters will reduce future lease costs beginning in 2027-2028 by $2.6 million ongoing, and the
City is in active negotiations to enable the County of Santa Clara to assume operating costs
and responsibility for two of the City’s interim housing sites beginning in 2027-2028 for $9.0
million of ongoing savings. Taken together, these actions reduce General Fund expenditures
by $5.4 million in 2026-2027 and $20.6 million ongoing, reducing the ongoing shortfall by 40%.

New or increased revenues. The Proposed Budget recognizes new revenues of $19.1 million
in 2026-2027, of which $18.4 million is ongoing. These actions include additional Transient
Occupancy Tax (TOT) revenues of $6.8 million in 2026-2027 and $9.5 million ongoing by
assuming the passage of Measure A that increases the TOT from 10% to 12%?2; adjustments to
various fees to improve or maintain cost recovery levels of $3.8 million in 2026-2027 and
ongoing; adjustments to increase transfers from the Construction Excise Tax Fund, the General
Purpose Parking Fund, the Integrated Waste Management Fund, and the San José Municipal
Golf Course Fund totaling $4.9 million in 2026-2027 and $3.2 million ongoing, due to greater
additional revenues available in those funds; and other actions to improve revenue collections
and recognize new grant revenues. This additional new revenue reduces the ongoing shortfall
by 36%.

Cost and service reductions. A variety of cost and service level reductions totaling $18.9
million in 2026-2027 and $19.4 million ongoing address the remaining shortfall and ensure
capacity for targeted investments. These actions consist of reductions to personal services
costs, including vacant and filled positions; and reductions to contractual services, supplies and
materials and other non-personal/equipment allocations, of which approximately $2 million in
annual savings results from organizational realignments and optimizations with minimal
negative effects. Though the Administration’s approach limits negative outcomes, impacts will
be felt across the organization. The most significant change to anticipated service delivery are
actions that defer previously planned service enhancements by enacting a two-year deferral for
the opening of Fire Station 32 and the Police Training Center, previously anticipated to begin
operations in spring 2026. However, given their importance, the Administration also
recommends that these public safety facilities be prioritized for activation sooner if budgetary
conditions improve.

2

As directed by City Council's approval of the Mayor's March Budget Message for Fiscal Year 2026-2027, the
Proposed Operating Budget also includes a Contingency Plan that would be brought forward later in the budget
process if Measure A fails, or to address a significant unexpected revenue shortfall or an increase in
expenditure obligations in the future.
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General Fund Budget Balancing Plan (Cont’d)

% Strategic use of limited reserve funding. The Proposed Budget allocates $35.0 million from
the Budget Stabilization Reserve, responsibly leveraging one-time funding resources to enable
deferred infrastructure maintenance and key technology investments, allocate one-time funding
to address key City Council priorities, and provide bridge funding in 2026-2027 to allow for the
full phase-in of budget reductions related to Beautify San Jose and within the Interim Housing
Portfolio.

The 2026-2027 Proposed General Fund Budget Balancing Plan that resolves the $50.3 million shortfall
forecasted for 2026-2027 is displayed in Table 4 below, which shows the matrix of balancing strategies
and the dollars associated with each action. A technical discussion of the balancing strategies can be
found in Attachment B to this message and is described in detail throughout the Proposed Budget.
Attachment C provides the status of Mayor and City Council referrals approved as part of the Mayor’s
March Budget Message for Fiscal Year 2026-2027. Attachment D provides information regarding any
actions included in the budget that specifically addressed a recommendation issued by the City Auditor.
Attachment E describes the actions included in the Contingency Plan that would be brought forward
later in the budget process should Measure A not pass on June 2, 2026, or to address a significant
unexpected revenue shortfall or an increase in expenditure obligations in the future.
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General Fund Budget Balancing Plan (Cont’d)

2026-2027 Proposed Operating Budget

General Fund Budget Balancing Plan (in 000’s)

(Table 4)
2026-2027 Ongoing
2026-2027 General Fund Shortfall ($ 50,303) ($ 50,303)
Source of Funds
Beginning Fund Balance:
Budget Stabilization Reserve $ 35,000 | $ 0
Information Technology Sinking Fund Reserve 6,561 0
Business Tax System Replacement (Encumbrance Liquidation) 2,479 0
Other Beginning Fund Balance Adjustments 3,234 0
Transient Occupancy Tax 6,750 9,500
Grants/Reimbursements/Fees, Rates and Charges:
Parks, Recreation and Neighborhood Services Fee and Charges 1,845 1,795
Urban Forestry Grant 1,763 354
Other Fees, Rates and Charges Adjustments 1,402 1,402
Commercial Solid Waste CPI Adjustment 406 406
Coyote and Guadalupe River Trail Patrol Reimbursement 325 0
Valley Transit Authority Board Coordination Reimbursement 149 0
Other Miscellaneous Grants/Reimbursements/Fees, Rates and Changes 68 0
Other Revenue Changes
Transfers to the General Fund 4,900 3,200
Business Tax Collections 551 662
Subrogation Recovery 500 500
Other Revenue Changes 182 182
Overhead Reimbursements 128 158
Subtotal Source of Funds $ 66,342 | $ 18,359
Use of Funds
Unmet/Deferred Technology, Infrastructure, and Maintenance 21,930 743
Service Level Enhancements 7,265 4,202
Earmarked Reserves (Police Sworn Backfill, Essential Services, Children and Youth
Services Master Plan) 7,500 0
Previously One-Time Funded Services (from 2025-2026) 3,705 1,287
Fee Programs/Grants/Reimbursements 3,376 1,825
New Infrastructure/Equipment Operations and Maintenance 231 341
Service Reductions/Service Delivery Efficiencies/Fund Shifts (18,921) (19,371)
Beautify San José (4,177) (6,430)
Use of Reserves (3,621) (341)
Interim Housing (1,250) (14,200)
Subtotal Use of Funds $ 16,039 | $ (31,944)
Total Balancing Strategy $ 50,303 | $ 50,303
Remaining Balance $ 0$ 0 |
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Budget Stabilization Reserve Uses

The City’s Budget Stabilization Reserve in the General Fund, intended to provide budget stability when
revenues or expenditures undergo significant unexpected fluctuations, currently stands at $12.5 million,
down from $61 million at the beginning of 2024-2025 as accessing this reserve was essential to address
unexpected revenue shortfalls and expenditure increases outside of the Proposed Budget development
process, and to address critical one-time needs. Subsequent to the resolution of a dispute with the
State of California regarding a portion of the City’s Sales Tax proceeds, $75 million® can be reallocated
from the Revenue Loss Reserve to the Budget Stabilization Reserve.

While a combined total Budget Stabilization Reserve of $87.5 million is significant, so are the current
and potential future needs for this funding. In recognition of this need, the City Council directed the
Administration to apply the following framework for the allocation of the Budget Stabilization Reserve
as part of their approval of the Mayor's March Budget Message for Fiscal Year 2026-2027. The
Administration’s application of the framework in the Proposed Budget is included in the table below.

Application of the Budget Stabilization Reserve Framework

(Table 5)

Amount

Framework Direction and Implementation e
($ million)

Do not rely on the Budget Stabilization Reserve to address ongoing General Fund
shortfalls given that the Reserve is a one-time source of funding. The 2026-2027 Proposed
Operating Budget does not recommend the use of the Budget Stabilization Reserve to address
the ongoing General Fund shortfall.

Address one-time urgent, unfunded capital rehabilitation and technology projects at
critical City facilities. The 2026-2027 Proposed Operating Budget allocates $8.4 million for this
category, including the Customer Experience Transformation ($3.9 million), 9-1-1 Dispatch Back-
up Generator Replacement ($3.5 million), City Hall Water Intrusion Remediation ($2.0 million),
Fire Station Privacy Enhancement ($570,000), and 9-1-1- Call Center Upgrades Fixtures,
Furniture, and Equipment ($350,000), offset by the liquidation of the Deferred Infrastructure and
Maintenance Reserve established on a one-time basis in the 2026-2027 Base Budget (-$2.0
million).

Consider limited, targeted investments for critical one-time services/projects or to yield
long-term savings or efficiencies. The 2026-2027 Proposed Operating Budget allocates $11.4
million for this category, including the Police Department Sworn Backfill Reserve ($5.0 million),
Essential Services Reserve ($2.0 million), Police Sworn Compensatory Time Buy-Down ($1.9
million), Privacy and Al Automation Staffing ($825,000), Business Outreach and Development 11.48
Staffing ($536,000), the City Manager’s Office of Racial and Social Equity — Immigrant Community
Support Services ($500,000), Children and Youth Services Master Plan Implementation Reserve
($500,000), and other one-time uses ($219,000).

Phase-in ongoing reductions over a two-year period, as necessary and on a limited basis,
to allow the transition or wind down of the impacted services. The 2026-2027 Proposed
Operating Budget allocates $15.2 million for this category to accommodate the phase-in cost
reduction associated with the Beautify San Jose optimization and the reduced General Fund
contribution to the Interim Housing Portfolio. The cost reduction for these services in 2026-2027
is $5.4 million and increases to an ongoing reduction of $20.6 million by 2027-2028. Allowing this
phase-in preserves other City services that would otherwise be reduced to ensure a balanced
budget.

0.00

8.32

15.20

2026-2027 Proposed Operating Budget Total Budget Stabilization Reserve Use $35.00
Budget Stabilization Reserve Uses (Cont’d)

3 This amount is revised downward from the $85 million preliminarily estimated in the 2026-2027 City Manager’s
Budget Request and 2027-2031 Five-Year Forecast and Revenue Projections document, as additional analysis
indicates an annual impact to County Pool receipts of approximately $2.5 million annually during the 16-quarter

payback period to the State. 19.
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The City Council-approved Budget Stabilization Reserve Framework also directed the Administration
to “ensure sufficient funding remains to address potential shortfalls should the General Fund’s
budgetary position worsen further in 2025-2026 or 2026-2027, either due to unexpected revenue loss
or unforeseen expenditures”. Approving the actions included in the 2026-2027 Proposed Operating
Budget would leave a remaining balance of $52.5 million. However, approximately $20 million may
need to used to meet the 2025-2026 ending fund balance target. As part of the Forecast development,
the City regularly assumes an ongoing ending fund balance of $30 million, comprised of a combination
of excess revenue and expenditure savings, which then becomes a funding source for spending the
following fiscal year. Due to the lower than anticipated revenues in 2025-2026, the City is likely to fall
short of its fund balance target on a one-time basis in 2025-2026, which would require an offset from
the Budget Stabilization Reserve of approximately $20 million. As a result, the Budget Stabilization
Reserve is likely to have a balance of approximately $32.5 million for the start of 2026-2027.

Further, in addition to other unforeseen future revenue impacts or expenditure requirements, two other
potential future impacts are highlighted below:

e At Risk ERAF Funding. 20% of the City’s Education Revenue Augmentation Funding (ERAF)
revenue is at risk on both an ongoing basis beginning in 2025-2026 ($9 - $10 million annually)
and a claw back to 2020-2021 ($35 - $39 million) due to an anticipated audit from the State
Controller's Office that would challenge the ERAF calculation used by the County of Santa
Clara. The County has preemptively filed litigation to dispute the actions taken by the State
Controller. There is no timeline for a resolution.

e Cardroom Business Tax Potential Loss. The California Bureau of Gambling Control recently
approved regulations that limit cardroom operations. Industry representatives have warned that
these regulations could reduce operating revenues by 85%, which would result in an
approximately $25 million loss to the City’s General Fund. Due to the uncertainty of timing and
precise impact, the Forecast does not yet incorporate Cardroom Business Tax losses; any
substantial loss would likely need to be absorbed by the Budget Stabilization Reserve in 2026-
2027 and incorporated into future forecasts.

It is important to note that the City Council has set a goal for its General Purpose Reserves — consisting
of the Contingency Reserve, Budget Stabilization Reserve, and Workers’ Compensation/General
Liability Catastrophic Reserve — to total 10% of General Fund expenditures*. However, the current
level of 4.9% falls well short of the target. Given the above potential future impacts and continued
economic uncertainty that could significantly impact community services, the City must preserve and
increase the Budget Stabilization Reserve to the extent possible in the future.

Contingency Plan

On June 2, 2026, San José voters will consider Measure A, which would increase the Transient
Occupancy Tax from 10% to 12%. If approved by a majority of voters, and implemented by October 1,
2026, Measure A is forecasted to increase General Fund revenues by $6.75 million in 2026-2027 and
$9.50 million in 2027-2028. As directed by City Council-approved Mayor's March Budget Message for
Fiscal Year 2026-2027, the Proposed Budget assumes passage of Measure A as a strategy to help
resolve the forecasted ongoing General Fund shortfall, and, also as directed, the Administration has
developed a Contingency Plan if the measure is not passed by the voters. The spending reductions
included in the Contingency Plan would be brought forward later in June should Measure A fail, if
revenues projections are projected to be significantly lower than previously anticipated, or if the City
has to make significant unplanned expenditures.

4 City Council Policy 1-18, Section 3, Contingency Funds or Accounts.
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Contingency Plan (Cont’d)

As the City Council directed the preservation of funding for City Council Focus Areas and the day-to-
day core services of the City to the extent feasible, especially those that support marginalized
communities, the Administration worked hard to keep significant reductions to such community-facing
services out of the General Fund Balancing Strategy. However, if Measure A does not pass, or if other
unexpected revenue losses or expenditure needs occur later in the budget process, the City will not be
able to achieve an ongoing balanced budget without the reductions identified below, which consist of
core community and public safety services, as well as important internal support and leadership
capacity that facilitates City service delivery.

Contingency Plan (Table 6)

2026- 2026-2027 - Ongoing
2027 Amount - Ongoing Amount
Reduction Proposal Title Department FTE ($) - FTE ($)
Community Services
Sunday Library Branch Hours Elimination Library (25.70) (2,315,018) :  (25.70) (2,441,173)
San José Learns Reduction Library - (500,000) - (500,000)
Safe Summer Initiative Grant Program Elimination PRNS - - - (599,588)
Aquatics and Swimming Program Reduction PRNS - - (8.11) (474,155) |
Regional Parks Monday Closure and Maintenance
Staffing PRNS (5.28) (333,978) (5.28) (384,762)
BEST Grant Program Reduction PRNS - (200,000) ° - (200,000)
Tree & Sidewalk Hardship Grants Elimination . _Transportation - - - (513,000)
Neighborhood Services Sub-Total = (30.98) . (3,348,996) .  (39.09) (5,112,678)
Public Safety :
Downtown Foot Patrol Elimination Police (4.00) (1,090,320) (4.00) (1,172,228)
Bureau of Field Operations Sworn Overtime Reduction Police - (750,000) - (1,000,000)
Automated License Plate Reader Cameras Reduction Police - (420,000) - (840,000)
Public Safety Sub-Total : (4.00) | (2,260,320) (4.00) (3,012,228)
Strategic Support, Appointees, and Mayor/Council :
Information Technology Project Management Staffing IT (2.00) (486,098) (2.00) (530,289) |
Employment and Hiring Staffing HR (1.00) (157,254) (1.00) (171,550) |
City Attorney Staffing Attorney (1.00) (236,727) (1.00) (258,248)
City Auditor Staffing Auditor - - (1.00) (142,324)
City Clerk Staffing Clerk (1.00) (132,855) (1.00) (144,933)
Mayor/Council Mayor/Council - (127,750) - (127,750) |
Strategic Support, Appointees, and Mayor/Council Sub-Total (5.00) (1,140,684) (6.00) (1,375,094)
Total Reduction (39.98) (6,750,000) (49.09) (9,500,000)
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City Service Area Highlights and Key Budget Actions

While much of this message and conversations surrounding the budget involve incremental changes
to existing service levels, it is important to keep in mind that most of the City’s budget is allocated to
delivering basic services, year after year. In the context of a $1.7 billion General Fund budget and $5.5
billion total operating and capital budget, only a small percentage is allocated to new actions. The
overwhelming majority of the City’s limited resources are dedicated to the daily — and critical — effort to
serve the San José community.

The 2026-2027 Proposed Operating Budget document provides a comprehensive review of the
resources, both funding and positions, allocated to provide services by CSA, Department, Core Service,
and Budget Program. Each CSA section and Department section contains a wide range of outcomes,
performance measures, and activity and workload highlights by which City services can be measured.
The discussion below covers each CSA, giving an overview of the key service delivery expectations for
2026-2027 and highlighting key budget actions related to the direction from the City Council-approved
Mayor’s March Budget Message for Fiscal Year 2026-2027, investments to support other services, and
actions that reduce costs in the General Fund and in other funds to ensure a structural alignment
between ongoing revenues and expenditures. For more in-depth information, please review the CSA
and Department sections in the Proposed Operating Budget.

e | o
- l | |
M BTN
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City Service Area Highlights and Key Budget Actions (Cont’d)

Community and Economic Development CSA

Expected 2026-2027 Service Delivery Highlights and Key Budget Actions

The 2026-2027 Proposed Operating Budget allocates $215.6 million and 484.90 authorized positions
to the Community and Economic Development CSA, consisting of Core Services from the City
Manager’s Office of Economic Development and Cultural Affairs (OEDCA), Fire Department, Housing
Department, Planning, Building and Code Enforcement (PBCE) Department, and Public Works
Department. The CSA-supported outcomes include: a Thriving, Inclusive, and Attractive
Communities and Vibrant Public Spaces; Strong, Responsive and Equitable Economy; and an
Accessible and Diverse Range of Housing and Business Opportunities.

The Proposed Budget includes a variety of actions that align with the March Budget Message priority
investment area of Growing our Economy and Building More Housing, primarily leveraging a mix of
one-time funding allocations from the General Fund, as well as actions within Development Fee
Program Funds. Actions are also included to appropriately align costs with expected activity levels
and to help bring the General Fund into structural alignment.

CSA priorities and expected service delivery highlights in 2026-2027 include the following:

¢ Implement the second year of the 2025-2027 OEDCA Economic Strategy Workplan approved
by the City Council to retain/grow jobs and revenue; support small businesses and create
thriving business districts; accelerate a thriving downtown; activate San José as the South
Bay’s hub for sports, arts, and entertainment; and prepare residents to successfully participate
in the local economy.

o Identify experience economy financing tools to expand the City’s capacity to attract visitors,
talent, and investment.

e Develop and implement a 2027 Celebrations Strategy to prepare San José for upcoming
major milestones and events.

o Explore and implement alternative financing strategies for the development of affordable
housing.

o Evaluate opportunities for reducing local building codes and administrative policies related to
residential construction to make the permitting process more predictable and aligned with
state standards.

o Develop a development fee framework to support increase housing production at all income
levels.
e Advance electric grid updates and capacity enhancements.
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City Service Area Highlights and Key Budget Actions (Cont’d)

| Growing Our Economy

Business Outreach and Development Staffing Enhanced Infrastructure Financing District
($536,000)/City Manager’s Office of Economic Assessment ($100,000)/City-Wide Expenses
Development and Cultural Affairs East Side Revitalization Plan ($50,000)/City
Major Events Staffing and Programming Manager’s Office of Economic Development and
($350,000)/City Manager’s Office of Economic Cultural Affairs

Development and Cultural Affairs
Sports Authority ($250,000)/City-Wide Expenses
Downtown Stitching Districts ($250,000)/City-Wide

Storefront Activation Grant Program ($50,000)/City-
Wide Expenses

Expenses

| Building More Housing
Tri-Element General Plan Update Consultant Building Development Fee Program Staffing
Services ($500,000)/Planning, Building and Code ($143,000)/Planning, Building and Code
Enforcement Enforcement
Historic Buildings Inventory ($250,000)/Planning, Planning Development Fee Program Staffing
Building and Code Enforcement ($73,000)/Planning, Building and Code Enforcement

| Cost Reductions/Service Delivery Efficiencies/Funding Shifts/Revenues

Recruitment Staffing (-$308,000)/Planning, Building  Administrative Staffing (-$146,000)/City Manager’s
and Code Enforcement and Housing Office of Economic Development and Cultural
Affairs

San José Works — Youth Jobs Initiative
(-$200,000)/City-Wide Expenses

Communications Staffing (-$211,00)/Housing
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City Service Area Highlights and Key Budget Actions (Cont’d)

Environmental and Utility Services CSA

Expected 2026-2027 Service Delivery Highlights and Key Budget Actions

The 2026-2027 Proposed Operating Budget allocates $940 million and 818.49 authorized positions
to the Environmental and Utility Services CSA, consisting of Core Services from the Energy
Department, Environmental Services Department, and Transportation Department. The CSA-
supported outcomes include: Utility Services That Protect Public Health and the Environment;
Affordable, Effective Utilities with Excellent Customer Care; Sustainable Utility Systems That Meet
Future Needs; and Protected, Restored, and Maintained Environment.

This Environmental and Utility Services CSA is responsible for a wide array of infrastructure and
programs that maintain a healthy environment for residents, and ensure safe, sustainable, and
efficient utility services. Investments are included to operate, maintain, and improve equipment for
wastewater treatment; provide appropriate levels of compliance, risk management, and fiscal support
resources for the procurement of renewable and conventional energy; and help lower recycling
contamination rates that ultimately result in lower customer rate increases.

CSA priorities and expected service delivery highlights in 2026-2027 include the following:

e Utility Infrastructure Management — Build, operate, and maintain the City’s wastewater,
stormwater, recycled water, and potable water utility infrastructure for system reliability and
public health and safety.

o Solid Waste Diversion — Oversee programs to collect, process, recycle, compost, and dispose
of solid waste to maximize diversion from landfills and protect public health, safety, and the
environment.

e Promote Climate Action in the Community — Provide leadership on climate action through
policy, measures, and programs that reduce greenhouse gases and ensure a long-term water
supply. Support environmentally sustainable practices throughout the community through
education, public-private partnerships, and the implementation of the Climate Smart San José
plan.

e Promote Clean Energy — Continue operating the City’s Community Choice Aggregation
program with the goals of providing residents and businesses with a choice of electricity
providers while progressing towards meeting greenhouse gas emissions reduction goals.
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City Service Area Highlights and Key Budget Actions (Cont’d)

Important and Ongoing Core Service Work

Residual Solids Management Operations Dredges Enhanced Street Sweeping for 100% Trash Load

($2.4 million)/Environmental Services
South Bay Water Recycling Metering and

Reduction Compliance ($341,000)/Environmental
Services and Transportation

Pressure Monitoring Improvements ($2.0 million)/  Strategic Load Management Staffing

Environmental Services

Sanitary Sewer Cost-of-Service Study
($575,000)/Environmental Services

Storm Drain Inlet Marking Compliance
($375,000)/Environmental Services and
Transportation

Fire Stations and Former Fire Training Center
PFAS Investigation and Clean-up ($350,000)/
Environmental Services

($300,000)/Energy

Solid Waste Enforcement Program Staffing
($179,000)/Environmental Services

Energy Hedging Program Review ($175,000)/Energy

Risk Management and Contracts Administration
Compliance ($159,000)/Energy

Demand Side Power Portfolio Management Staffing
($159,000)/Energy

The Wastewater Treatment Plant Collection — Artist: Robert
Dawson (2010)
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City Service Area Highlights and Key Budget Actions (Cont’d)

Neighborhood Services CSA

Expected 2026-2027 Service Delivery Highlights and Key Budget Actions

The 2026-2027 Proposed Operating Budget allocates $386.6 million and 1,452.02 authorized
positions to the Neighborhood Services CSA, consisting of Core Services from the Housing
Department, Library Department, Parks, Recreation and Neighborhood Services Department, and
Planning, Building and Code Enforcement Department. The CSA-supported outcomes include: Safe
and Clean Neighborhoods and Public Spaces; Welcoming and Vibrant Neighborhoods and Public
Life; Equitable Access to Community Opportunities to Flourish; and Housing Security through
Supportive Solutions.

The City Council-approved Mayor's March Budget Message for Fiscal Year 2026-2027 continues the
priority investment areas of Reducing Unsheltered Homelessness and Cleaning up Our
Neighborhoods as core function of the Neighborhood Services CSA. While the Proposed Budget
includes targeted improvements in these areas, it also includes optimizations and realigned service
delivery within Beautify San José and the Interim Housing Portfolio to achieve ongoing costs savings
without significant impacts. A few targeted investments are included within Other Important and
Ongoing Core Service Work, while a number of actions reflect cost and service reductions to help
bring the General Fund into structural alignment.

CSA priorities and expected service delivery highlights in 2026-2027 include the following:

e Provide access to information and knowledge resources for all San José residents, students,
educators, and families including access to technology and print materials, classes,
afterschool homework help for students, and educational and literacy programs for all ages;
continue to lead the City’s Education Strategy and Broadband Digital Empowerment Strategy.

e Provide access to healthy lifestyles through public parks and trails and public recreational
programs and opportunities for people of all ages and abilities.

e Deliver neighborhood cleanliness services through graffiti abatement, management of illegal
dumping and encampment trash, and removing biowaste pollution from RVs; continue
homeless outreach and engagement services in coordination with abatements and
maintained No Return / No Encampment Zones; maintain Gateway corridors; and further
neighborhood association engagement and volunteerism with forums, neighborhood litter
pickups, and dumpster days.

« Enhance management of the City’s homeless shelter system to achieve greater systemwide
efficiency by reducing operating costs, maintaining consistent high occupancy levels,
increasing throughput from shelter to permanent housing, and ensuring alignment with the
County’s Coordinated Entry System while still addressing local needs.

¢ Respond to complaints and conduct inspections for code violations city-wide to address blight,
substandard housing, illegal occupancy, unpermitted construction, etc., contributing to the
overall health, safety, and quality of life of residents, businesses, and the community.

e Through the Animal Care and Services Center, provide care for 11,500 incoming animals with
an estimated 18,500 calls for service while targeting a live release rate of 90%.
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City Service Area Highlights and Key Budget Actions (Cont’d)

| Reducing Unsheltered Homelessness

Homelessness Response Division Staffing Homelessness Response and Housing Production
(Continuation) ($622,000)/Housing Staffing Alignment ($204,000)/Housing
PATH-CITED Grant Staff Funding Interim Housing Construction and Operations
($604,000)/Housing (-$1.25 million in 2026-2027 and $14.2 million

Enhanced Engagement Program Staffing ongoing)/City-Wide Expenses

(Continuation) ($476,000)/Housing

| Cleaning Up Our Neighborhoods
Enhanced Vacant/Dangerous Downtown Building Beautify San José Program Optimization (-$4.2
Inspection (Continuation) ($175,000)/Planning, million in 2026-2027 and $6.25 million
Building and Code Enforcement ongoing)/Parks, Recreation and Neighborhood

BeautifySJ Grants ($50,000)/City-Wide Expenses Services

| Other Important and Ongoing Core Service Work

Fee Program Updates ($1.5 million, offset with Animal Care and Services — Trap, Neuter, and
revenues)/Parks, Recreation and Neighborhood Release and Spay and Neuter Services Expansion
Services ($289,000)/Parks, Recreation and Neighborhood

Alum Rock Park and City Parks/Open Spaces Services

Vegetation Management ($1.0 million)/Parks,
Recreation and Neighborhood Services

| Cost Reductions/Service Delivery Efficiencies/Funding Shifts/Revenues

Biblioteca Latinoamericana Facility Renovation Parks Maintenance Redistricting, Citywide Sports
Closure (-$821,000)/Library Programming, and Lease Management (-$332,000)/

San José Recreation Preschool Program Parks, Recreation and Neighborhood Services

(-$439,000)/ Parks, Recreation and Neighborhood Viva CalleSJ and Viva Parks Events
Services (-$302,000)/Parks, Recreation and Neighborhood

King Library California Room Public Access Closure Services

(-$388,000)/Library BEST Grant Program (-$142,000)/City-Wide

Nonfunctional Turf Removal Water Savings Expenses

(-$384,000)/Parks, Recreation and Neighborhood
Services
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City Service Area Highlights and Key Budget Actions (Cont’d)

Public Safety CSA

Expected 2026-2027 Service Delivery Highlights and Key Budget Actions

The 2026-2027 Proposed Operating Budget allocates $961.5 million and 2,541.26 authorized
positions to the Public Safety CSA, consisting of Core Services from the Fire Department, Police
Department, City Manager’s Office of Emergency Management, and the Independent Police Auditor’s
Office. The CSA-supported outcomes include: a Safer San José with Effective Emergency Response
Services and Resilient Communities that are Prepared for Emergencies.

The Public Safety CSA allocates most of its funding in alignment with the Increase Community Safety
investment area. As one of the primary functions of a city is to provide public safety and emergency
response services to its community, the City prioritizes targeted improvements in this critical service
delivery area, despite budgetary constraints. Key investments in the Fire and Police Departments
include launching the Community Paramedicine Pilot Program, which aims to reduce the overall
burden on the emergency medical services system by providing specialized community-based care
for high-utilizers and mental health needs; replacing, continuing, or acquiring necessary public safety
equipment and making capital improvements; leveraging technology to streamline police incident
reporting; and continuing patrol deployments along the Coyote and Guadalupe River trail networks.

The most significant actions defer previously
planned service enhancements by enacting a two-
year deferral for the opening of Fire Station 32 and :
the Police Training Center, originally anticipated to
begin operations in spring 2026. However, given
their importance, the Administration also
recommends that these public safety facilities be
prioritized for activation sooner if budgetary
conditions improve. Other targeted reductions
within the Public Safety CSA eliminate vacant
positions, redeploy or reconfigure existing staffing
to maintain or improve service delivery at a lower
costs, and modestly scale back a limited set of non- &%
emergency services. {

CSA priorities and expected service delivery highlights in 2026-2027 include the following:

e Respond to calls for service of essential emergency services (patrol, fire suppression, rescue,

and emergency medical services) in a safe, efficient, and effective manner.

Continue regional all-hazard emergency management planning, training, and exercises.

Provide a police misconduct complaint process that is thorough, objective, and fair.

Effectively investigate crimes and seek successful prosecution of suspects.

Provide expanded enforcement of Municipal Code violations related to neighborhood quality

of life issues and coordinate across departments to implement the Code of Conduct for

encampments.

e Advance the deployment and use of technology to enhance the delivery of public safety
services where possible.
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City Service Area Highlights and Key Budget Actions (Cont’d)

| Increasing Community Safety

Police Department Sworn Backfill Reserve Coyote and Guadalupe River Trail Patrol
($5.0 million)/General Fund Capital, Transfers and (Continuation) ($650,000)/Police

Reserves Fire Station Privacy Enhancements ($570,000)/
Police Sworn Compensatory Time Buydown ($1.9 General Fund Capital, Transfers and Reserves

million)/Police Fire Alerting System Network ($475,000)/ General
Bureau of Field Operations Overtime ($1.0 Million) Fund Capital, Transfers and Reserves

/Police Automated License Plate Reader Cameras

Police Equipment Replacement ($915,000)/Police ($420,000)/Police

Community Paramedicine Pilot Program 911 Call Center Upgrades FF&E ($350,000)/
($764,000)/Fire General Fund Capital, Transfers and Reserves
Artificial Intelligence Report Writing Tool Electronic Patient Care Table Replacement
($750,000)/Police ($315,000)/Fire

| Cost Reductions/Service Delivery Efficiencies/Funding Shifts/Revenues

Fire Station 32 Two-Year Deferral Disaster Preparedness and Emergency Response
(-$4.7 million)/Fire Modeling Software (-$310,000)/City Manager’s

Unstaffed Unit Reduction (-$3.1 million)/Police Office of Emergency Management
Police Training Center Two-Year Deferral School Crossing Guard Program (-$300,000)/Police

(-$778,000)/Police Emergency Medical Services Staffing

Police Administration Building Front Lobby Hours — (-$220,000)/Fire

Friday Closure (-$605,000)/Police Bureau of Field Operations Administrative Staffing
(-$174,000)/Police

Wildland Engine Staffing Reconfiguration
(-$491,000)/Fire
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City Service Area Highlights and Key Budget Actions (Cont’d)

Transportation and Aviation Services CSA

Expected 2026-2027 Service Delivery Highlights and Key Budget Actions

The 2026-2027 Proposed Operating Budget allocates $339.2 million and 621.51 authorized positions
to the Transportation and Aviation Services CSA, consisting of Core Services from the Airport
Department and Transportation Department. The CSA-supported outcomes include: Effective and
Equitable Transportation Modes that Promote a Strong Economy; Users Have a Positive, Reliable,
and Efficient Experience; and Safe and Secure Transportation System that Enhances Community
Livability.

The Proposed Budget includes actions to ensure our airport operations are adequately resourced,
and key investments are made for the safety, reliability and future enhancement of the City’s
transportation network. Within the Increasing Community Safety investment area, budget actions
continue traffic safety project delivery and facilitate the full implementation of the City’s Automated
Speed Enforcement Program, which will be entirely offset by anticipated citation revenue and grant
funds while also shifting General Fund costs to the Building and Structure Construction Tax Fund.
Within the Growing Our Economy investment area, an action pursues commercial development
opportunities on Airport-owned property.

CSA priorities and expected service delivery highlights in 2026-2027 include the following:

e Provide a safe transportation system for s
the traveling public through effective
engineering, education, and enforcement.
Prioritize implementation of Vision Zero g
Action Plan strategies to reduce traffic
fatalities.

e Continue work on implementing balanced,
multimodal goals of the Envision San José
2040 General Plan to provide a
transportation network for all users that is
safe, efficient, and sustainable.

e Provide parking for business, retail, and
event customers and employees in
Downtown parking facilities, as well as
parking compliance services in support of
businesses and programs.

e Operate San José Mineta International Airport efficiently while meeting all regulatory
requirements for security and safety.

o Continue efforts to increase flights and passenger traffic while providing exceptional customer
service with new, modern, up-to-date services and amenities.

o Continue to provide efficient and safe services for passengers, airlines, and tenants;
regulatory compliance; priority maintenance and operations; and cost-effective operation of
the Airport’s shared-use model.
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City Service Area Highlights and Key Budget Actions (Cont’d)

| Increasing Community Safety

Automated Speed Enforcement Program Quick Build Projects on Priority Safety Corridors
($412,000)/Transportation Staffing (Continuation) ($174,000)/Transportation

Senter Road Multimodal Safety Improvement
Project Staffing (Continuation)
($223,000)/Transportation

| Growing Our Economy

Airport Real Estate Development

($150,000)/Airport

| Other Important and Ongoing Core Service Work
Urban Forestry Grant ($1.8 million)/City-Wide Downtown Parking Rates and Hours ($106,000)
Expenses [Transportation
Willow Glen On-Street Parking ($297,000)/ New Traffic Infrastructure Assets Operations
Transportation ($105,000)/Transportation
Airport Facilities Landscape Management Airport FAA Mandated Wildlife Staffing (Continuation)
($200,000)/Airport ($64,000)/Airport

| Cost Reductions/Service Delivery Efficiencies/Funding Shifts/Revenues

Traffic Capital Vacant Positions Eliminations Traffic Safety Data Collection Staffing and Funding
(-$381,000)/Transportation Shift (-$111,000)/Transportation

Tree and Sidewalk Program Staffing Virtual Machine Migration to Cloud
(-$124,000)/Transportation (-$20,000)/Transportation

4 \\ SAN JOSE MI
P | @& INTERNATIONAL AIRPORT
- L — '
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City Service Area Highlights and Key Budget Actions (Cont’d)

Strategic Support CSA

Expected 2026-2027 Service Delivery Highlights and Key Budget Actions

The 2026-2027 Proposed Operating Budget allocates $580.0 million and 1,006.11 authorized
positions to the Strategic Support CSA, consisting of Core Services from the Finance Department,
Human Resources Department, Information Technology Department, and Public Works Department.
The CSA-supported outcomes include: Excellent City Service Delivery that Enhances Internal and
External Customer Experience and Engagement; Strategic Investments in People, Technology, and
Assets; and Inclusive, Adaptive, and Sustainable Environment.

CSA priorities and expected service delivery highlights in 2026-2027 include the following:

Ensure the City’s financial resources are protected and available to address the short-term
and long-term needs of the community; make accurate and timely payments to City
employees and vendors; provide accurate and timely financial reports; procure and deliver
top-notch products and services; and deploy efficient business systems and processes for
timely billing and collection efforts.

Hiring for Talent: Strive to maintain low vacancy rates by evaluating, streamlining, and
innovating effective hiring practices, creating robust digital recruitment infrastructure and
campaigns, and building long-term capacity through strategic pipeline programs.

Maintain City facilities, equipment, and vehicles, and manage space usage; oversee the City’s
capital projects, ensuring on-time and on-budget delivery of facilities that meet both customers
and City staff needs.

Leverage innovative solutions and data to support City priorities and advance service delivery
capabilities. Partner with City departments to implement initiatives that address service gaps,
improving quality of life in San José. Provide departments with data analytics tools, relevant
training, and dashboards that support evidence-based decision-making. Enhance services by
promoting service design principles that support accessibility, responsiveness, and overall
service impact for both residents and businesses.

All City services — from emergency response, to street sweeping, to branch library services, to
recreational services, to public safety, to pavement maintenance, to airport operations, and others —
rely on the day-to-day work of the Core Services within our Strategic Support departments. For ease
of reference, the list below also includes budget actions related to the City Council Appointees and
Mayor and City Council Offices.
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City Service Area Highlights and Key Budget Actions (Cont’d)

While funding actions are in alignment with the Mayor’s March Budget Message for Fiscal Year 2026-
2027, as approved by the City Council, the bulk of the limited new investments here are targeted to
address critical unmet deferred capital maintenance needs or other areas of organizational risk.
Strategic Support departments also play a key role in reducing General Fund costs through targeted
service reductions. Though this budget includes the reductions highlighted below and others included
elsewhere in the budget document, there is a practical limit to the ability of Strategic Support partners
to further cut costs without impacting community-facing core services.

| Other Important and Ongoing Core Service Work |
Information Technology Equipment Refresh ($5.0 Office of Racial and Social Equity - Immigrant
million)/Information Technology Community Support Services ($500,000)/City
Manager’s Office

9-1-1 Dispatch Backup Generator Replacement

($3.5 million)/ General Fund Capital, Transfers, City-Wide Grants Management Software
Reserves ($500,000)/Finance

City Hall Water Intrusion Remediation ($2.0 million)/  Fleet Maintenance Services Staffing

General Fund Capital, Transfers, Reserves ($380,000)/Public Works

Customer Experience Transformation ($3.9 San José 311 Migration ($276,000)/Information
million)/City-Wide Expenses Technology

Privacy and Al Automation Staffing Legal Representation Staffing (Municipal Code
($825,000)/Information Technology Enforcement) (Continuation) ($221,000)/City

Cybersecurity Operations Staffing and Services Attorney’s Office

($554,000)/Information Technology

Underutilized Vehicles Redistribution
($135,000)/Public Works
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City Service Area Highlights and Key Budget Actions (Cont’d)

| Cost Reductions/Service Delivery Efficiencies/Funding Shifts/Revenues |

Public Works Department Staffing Plan — Capital Help Desk Staffing (-$193,000)/Information
Improvement Plan (-$3.0 million)/Public Works Technology

Mayor and City Council Offices (-$383,000)/Mayor Legal Representation Staffing (-$160,000)/City

and City Council Attorney’s Office

Budget and Finance Applications Support Staffing Office of the City Manager - City Manager’s Chief of
(-$236,000)/Information Technology Staff Realignment (-$148,000)/ City Manager’s
Workforce Development Pipeline Staffing Office

(-$212,000)/Human Resources Finance Administration Staffing (-$144,00)/Finance
Transfer to the Vehicle Maintenance and Payment Processing Staffing (-$139,000)/Finance

Operations Fund (-$250,000)/General Fund Capital, Utility Billing Staffing (-$139,000)/Finance
Transfers, Reserves

In-Person Interpretation Services (-$125,000)/City

Unanticipated/Emergency Repair and Maintenance Clerk

(-$200,000)/General Fund Capital, Transfers,
Reserves

Fees and Charges Adjustments

The 2026-2027 Proposed Budget includes various adjustments to fees and charges to provide the
resources necessary to pay for operating and capital improvement expenses. For utility rates, no
rate increase is included for the Storm Sewer Service Charge. The Sanitary Sewer Service rates
increase revenues by 1% for 2026-2027. The Municipal Water Utility System includes a revenue
increase of approximately 8% for 2026-2027, and Recycle Plus rates include a 7.0% increase for
single-family dwellings and a 4.0% increase for multi-family dwellings.

In the Development Fee Programs, fees decrease by 1.1% for the Building Development Fee
Program, no fee increases are recommended for the Planning Development Fee Program, fees
increase by 3% for the Public Works Development Fee Program, and fees increase by 3% for the
Fire Development Fee Program to align program revenues with costs, maintain works-in-progress
reserves, and enhance service levels where appropriate. Other upward and downward adjustments
to various other departmental fee programs are included to generally maintain or improve City
Council-approved cost recovery rates. The fee changes are described in the 2026-2027 Proposed
Fees and Charges document.

Welch Park Community Center — Spirit of Welch Park

Artist: Andrew Kong Knight
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CONCLUSION

The 2026-2027 Proposed Budget performs the difficult task of strategically investing resources to
meet important objectives of the City Council while also resolving the ongoing General Fund shortfall.
As has been the City’s long-standing practice, we must continue the prudent financial leadership
exhibited by our elected officials, City management, and our outstanding employees. This also
includes a commitment to the principles of equity, partnership, and innovation that provides a strong
foundation upon which to create, maintain, and strategically expand vital public services over the long
term.

| want to again express my sincere thank you and deep appreciation to all of the extremely hard-
working staff involved in the preparation of this budget. This budget reflects the high talent level
across the organization from line staff within each department, back-of-house strategic support staff,
supervisors and managers, and the incredibly dedicated members of the City Manager's Budget
Office. Our collective commitment to our One Team approach ensures that San José remains the
best City it can be for our residents, businesses, visitors, and employees.

Respectfully Submitted,

~

DDy rogg

Jennifer A. Maguire
City Manager
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