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RECOMMENDATION 
 
(a) Approve the following adjustments to the 2026-2027 Proposed Operating Budget 

in the Real Property Transfer Tax Fund: 
 

(1) Increase the Beginning Fund Balance estimate by $10,000,000; 
(2) Increase the Interim Housing Construction and Operations budget by 

$9,000,000; and  
(3) Increase the Homelessness Prevention and Rental Assistance budget by 

$1,000,000. 
 

(b) Approve the following adjustments to the 2026-2027 Proposed Operating Budget 
in the General Fund: 

 
(1) Decrease the Beginning Fund Balance estimate by $9,000,000; and  
(2) Decrease the Interim Housing Construction and Operations City-Wide 

Expenses Budget by $9,000,000. 
 
 

BACKGROUND 
 
Since the release of the 2026-2027 Proposed Operating Budget on May 2, 2026, the 
Administration has continued to evaluate revenue and expenditure estimates to 
determine if any adjustments should be brought forward for City Council consideration 
before final approval of the budget. Each year, the Administration uses the last two 
weeks of May to conduct a final review of every revenue category and expenditure 
appropriation, with particular scrutiny on the General Fund.  
 
As part of this review, it is clear that due to continued revenue weakness and strained 
expenditure budgets – even with the increased cost controls and actions taken as part 
of the 2025-2026 Mid-Year Budget Review – the General Fund will have very little, if 
any, remaining fund balance at the end of 2025-2026.  This means that the 2026-2027 
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Beginning Fund Balance estimate assumed in the 2026-2027 Proposed Operating 
Budget will not be met without additional budgetary adjustments, including use of the 
Budget Stabilization Reserve.  However, Real Property Transfer Tax revenues 
(Measure E revenues) that are received in the Real Property Transfer Tax Fund are 
significantly overperforming in 2025-2026, which allows for recommended adjustments 
to the 2026-2027 Proposed Operating Budget that reduces General Fund obligations 
without reducing service levels.   
 
 
ANALYSIS 
 
Real Property Transfer Tax 
 
The 2026-2027 Proposed Budget assumes Measure E revenues will total $59.0 million 
2025-2026, which is already $4.0 million above the budgeted revenue estimate of $55.0 
million, as Measure E revenues were trending higher in the second half of 2025-2026.  
Recent months saw further acceleration, including $12 million received in April, for a 
year-to-date total of $64 million. Even if May and June experience relatively low activity 
levels, collections are likely to exceed $70 million by the end of 2025-2026.   
 
The increased revenues, while welcomed news, are largely driven by a number of high 
valuation property sales in excess of $10 million.  In fact, even though year-to-date 
revenue is up 68% from the prior fiscal year, the number of property transactions is 
down 35%, which highlights the sensitivity of this revenue category to high-value 
property sales that can overpower an otherwise soft real estate market.   
 
Another cautionary note is the net change in value of the properties sold in April, which 
included the sale of six properties valued over $10 million and received a Real Property 
Transfer Tax assessment at the maximum level of 1.5%1. While the sale of these 
properties generated Measure E revenues of $8.6 million, a preliminary review indicated 
that the combined purchase price of these properties was $69 million below their 
previously assessed valuation, which will result in lower Property Tax collections for 
these properties in 2027-2028.   
 
Based on this information, the City should conservatively increase its Measure E 
revenue expectations in 2025-2026 with the understanding that revenues could still 
fluctuate significantly for the remainder of the fiscal year and into 2026-20272, and 
continue to carefully manage spending commitments from economically sensitive 
funding sources, including the Real Property Transfer Tax Fund and the General Fund.   
 

 
1 The rate for Real Property Transfer Tax is 0% up to $2.3 million, 0.75% over $2.3 million to $5.0 million, 
1.0% over $5.0 million to $10.0 million, and 1.5% over $10.0 million. 
2 The 2026-2027 Real Property Transfer Tax revenue estimate is $55 million; given volatility within this 
category and continued softness in the real estate market, no change is recommended at this time.  
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Accordingly, the Administration is recommending increasing the assumption for Real 
Property Transfer Tax collections by $10.0 million in 2025-2026, which will then 
increase the 2026-2027 Beginning Fund Balance by $10.0 million. In accordance with 
City Council Policy 1-18, Section 22, Real Property Transfer Tax Revenues, 90% of the 
increased revenue is recommended to support the City’s Interim Housing Portfolio ($9 
million) and 10% to support homelessness prevention efforts ($1 million).      
 
General Fund 
 
As discussed in the Interim Housing Forecast3, the General Fund supports the City’s 
Interim Housing Portfolio when Measure E revenues and other external resources are 
insufficient to meet the service levels previously directed by the City Council.  Also 
discussed in the Forecast, if additional revenue sources became available, actions 
would be brought forward during the budget process to correspondingly reduce General 
Fund support.  
 
Under better budgetary circumstances, the additional Measure E revenues would free 
up General Fund resources to reverse service reductions included in the Proposed 
Budget or allocate funding for critical deferred infrastructure maintenance projects.  
However, as discussed in the Background section, the City will not see the combination 
of additional revenues or expenditure savings in 2025-2026 necessary to generate the 
$30 million ongoing fund balance target that the City typically includes in the Forecast.  
Instead, the City needs to make other budgetary adjustments, including using the 
Budget Stabilization Reserve.   
 
This challenge was acknowledged in the City Manager’s Transmittal Memorandum to 
the 2026-2027 Proposed Operating Budget, which preliminarily estimated $32.5 million 
of the Budget Stabilization Reserve would remain available to start 2026-2027 after 
actions to close 2025-2026, still a small figure given the size of the City’s General Fund 
budget and continued economic uncertainty.  Unfortunately, based on the most recent 
information and analysis, that estimate has been revised down to $25.0 million4.  
Additional information and the City’s final analysis regarding year-end budget 
adjustment actions will be included in the Approval of Various Budget Actions for Fiscal 
Year 2025-2026 memorandum scheduled for City Council review and approval at their 
meeting on June 16, 2026.         
 
  

 
3 Appendix C: Interim Housing Forecast to the 2026-2027 City Manager’s Budget Request and 2027-2031 
Five-Year Forecast and Revenue Projections: 
https://www.sanjoseca.gov/home/showpublisheddocument/128791/639082898443570000  
4 As included in Manager’s Budget Addendum #26, Recommended Adjustments to the 2026-2027 
Proposed Operating Budget and 2026-2027 Proposed Mid-Biennial Capital Budget: 
https://www.sanjoseca.gov/home/showpublisheddocument/132295/639157204519549549 

https://www.sanjoseca.gov/home/showpublisheddocument/128791/639082898443570000
https://www.sanjoseca.gov/home/showpublisheddocument/132295/639157204519549549
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To minimize the use of the Budget Stabilization Reserve and reflect the downward trend 
of 2025-2026 ending fund balance, this memorandum recommends reducing General 
Fund support for the Interim Housing Portfolio in 2026-2027 by $9.0 million, from $13.25 
million to $4.25 million – and matching the increase in the Real Property Transfer Tax 
Fund for a net-zero total funding change – and decreasing the 2026-2027 Beginning 
Fund Balance by $9.0 million, from $30.0 million to $21.0 million.   
 
The Administration will continue to monitor economic and revenue performance and 
bring forward adjustments as necessary throughout 2026-2027 to ensure the City 
remains on solid budgetary footing.   
 
 
COORDINATION 
 
This memorandum was coordinated with the Housing Department. 
 
 
 
 
  
  JIM SHANNON 
  Budget Director 
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