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CITY OF ST

SAN JOSE
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TO: CITY COUNCIL
SUBJECT: MARCH BUDGET MESSAGE

Memorandum
FROM: Mayor Sam Liccardo
DATE: March 16, 2015

I recommend that the City Council direct the City Manager to submit a proposed budget for Fiscal
Year 2015-2016 that is balanced and guided by the policy direction and framework of priorities
outlined in the Mayor's March Budget Message.

OVERVIEW
In good times or bad, politics typically reward those who take the short view. The tyranny of
election cycles injects a myopia into political decision-making, particularly during budget season.
Even when decision-makers possess the best of intentions, we face a political landscape that favors
the urgent and expedient over decisions to save or invest for the next generation. While we present
solutions for the pressing issues of today, we must consider their impact on the future.
With this Budget Message, we give primacy to the urgent concerns of many residents for improved
safety. Nonetheless, with a new Council, and with a stabilizing fiscal landscape, we also have an
opportunity to take a breath, and consider a longer-term vision for our City. This Message reflects
a predisposition to the long view, with strategic investment in the most important asset of our city's
future: our children. Through this Budget Message, I seek my colleagues' support for a strategy
that will double-down on our kids, through targeted investments in our libraries, afterschool
programs, teen jobs, and gang prevention. Second, I seek to focus our policy direction on those
critical pieces of our infrastructure - our water supply, BART, and our roads - that will enable San
Jose to thrive in the decades ahead.

INTRODUCTION
In accordance with Section 1204 of the San Jose City Charter, I present my Fiscal Year 2015-2016
March Budget Message for consideration by the City Council and residents of San Jose. I've based
this Mayor's March Budget Message on several sources: input from the community, suggestions
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from my fellow Councilmembers, information from staff, ideas presented in my book, Smarter
City, Safer Government, and past Council-approved direction, such as the Fiscal Reform Plan. The
goal of this memorandum is to provide an initial framework for the City Council to give the City
Manager specific direction on March 24, 2015 to prepare proposals for the Council's budget
deliberations in May, to formulate the Fiscal Year 2015-2016 Proposed Budget.
Much more substantial Council discussion and community input will take place before the Council
considers the final budget for adoption in June 2015.

RENEWING OUR CITY
The Past

.

The City of San Jose has weathered difficult times in the past dozen years, with a decade of General
Fund budget shortfalls driven by two deep recessions and an unsustainable cost structure that
created chronic annual deficits. Since 2003, the City balanced $670 million in shortfalls (Figure
1). In 2010,2011 and 2012 deficits accounted for nearly half that total ($318 million). To address
these shortfalls, the City significantly enhanced outreach to the community, seeking input in the
development of budget balancing strategies that would require difficult choices. This resulted in
the development of the General Fund Structural Budget Deficit Elimination Plan in 2008 and the
Fiscal Reform Plan in 2011. These two plans identified three major strategies to eliminate the
City's chronic deficits: Cost-Savings, Revenues, and Service Reduction and Eliminations.
Figure 1 - General Fund Cumulative Shortfalls Balanced ($670 million)
$40
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Source: Presentation by City Manager's Budget Office at January 2015 Study Session. "General Fund Structural
Budget Deficit History & Service Restoration Priorities and Strategies."
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The severe shortfalls ended only after 1) layoffs and hiring freezes slashed the City's workforce
by one-quarter, 2) our employees stepped up to accept the sacrifice of steep cuts in compensation,
3) severe cuts in basic City services, and 4) the voters' approval of Measure B in June 2012,
enabling more than $25 million in annual General Fund savings as a result of pension and
healthcare benefit reforms. Each of these very painful actions remains in the recent memory of
our workforce and our residents.
Restoring the Focus on our Future
Of all the pain felt by our City's stakeholders in recent years, it was the price paid by our City's
future that was most overlooked. The necessary focus on immediate necessities required
elimination of programs for youth, investments in infrastructure, and basic maintenance. With
the stabilization of the budget, we now have an opportunity to expand our view, and invest again
in the future. By approving this Budget Message, Council will place a priority on restoring
investments in afterschool programs, libraries, jobs for at-risk teens, and critical pieces of our
infrastructure - our roads, BART, and our water supply - that will enable San Jose to thrive in the
decade ahead.
A Stable, but Fragile Outlook
This year, we have the good fortune of making spending decisions, rather than budgetary
reductions. We must remain fiscally prudent, however, and avoid repeating past mistakes as we
restore services. As a result of the improving economy and recent fiscal reforms, City revenues
and expenditures have come in closer alignment. The margins appear very thin, however, and the
City cannot weather a decrease in revenues or undertake substantial new expenditures without
substantial cuts elsewhere.
The City's Manager's 2016-2020 Five-Year Forecast shows promising news with a small surplus
of $8.6 million projected for Fiscal Year 2015-2016 (Table 1). In the remaining years of the
Forecast, a small General Fund shortfall and small surpluses are projected, ranging from (-$1.4)
million to $5.8 million annually. As mentioned above, these margins are thin when put into context
of the size of the projected General Fund. The $8.6 million surplus for Fiscal Year 2015-2016
represents less than 1% of the total budget (revenues and expenditures).
Table 1 - 2016-2020 General Fund Forecast
Incremental General Fund Surplus / (Shortfall) and % to Total Budget $ in Millions
2015-2016
$8.6 M
0.5%

2016-2017
$5.2 M
0.3%

2017-2018
$0.3 M
0.02%

2018-2019
($1.4 M)
-0.1%

2019-2020
$5.8 M
0.3%

Source: 2016-2020 Five-Year Forecast and Revenue Projections for the GF and Capital Improvement Program.

While the Forecast appears reassuring, it does not incorporate several key elements necessary to
our shared ambitions of rebuilding our City, including:
1. Impacts associated with implementation of the remaining elements of the Fiscal Reform
Plan (e.g., cost savings and/or additional revenue);

March Budget Message for Fiscal Year 2015-2016
March 16,2015
Page 4

2. Costs associated with fully funding the annual contributions for retiree healthcare;
3. Costs associated with services that were funded on a one-time basis in 2014-2015, such as
the Homeless Rapid Rehousing Program, Homeless Response Team, Downtown Foot
Patrol, San Jose BEST Program and Safe Summer Initiative, and Illegal Dumping Rapid
Response Program.
4. Costs associated with the restoration of key services (police, fire, libraries, community
centers, and street maintenance) to January 1, 2011 levels;
5. Costs associated with a Police Staffing Restoration Strategy (increasing the number of
budgeted sworn officers from 1,109 to 1,250); and
6. Costs associated with unmet/deferred infrastructure and maintenance needs.
In other words, by merely "staying the course," we can balance the budget, but our residents will
continue to suffer with substandard services diminished by the cuts of the past. To renew San
Jose, we need to strategically align our decision-making to restore services.
To ensure stability to our community as we begin to restore services we must first solidify essential
services on life support. As mentioned above in #3, in 2014-2015 the City has provided a number
of essential services with one-time funding over the last three years. These include the Homeless
Rapid Rehousing Program, Homeless Encampment Response Team, Downtown Foot Patrol, San
Jose BEST Program and Safe Summer Initiative, and Illegal Dumping Rapid Response Program.
These resources are vital as we continue to rebuild City services, therefore, the City Manager is
directed to prioritize converting funding from one-time to ongoing to the extent possible.
Negotiations Framework for Service Restoration
The City's Fiscal Reform Plan, as approved by the City Council in 2011, established a goal to
restore a small number of basic city services—police, fire, community centers, and libraries— to
the levels of January 1, 2011. In addition, the City Council also adopted a Police Sworn Staffing
Restoration Strategy as part of the Adopted FY 2014-2015 Budget, which only modestly increases
the police staffing target above the levels of January 1, 2011, to a total of 1,250 police officers. In
setting a Proposed Negotiations Framework for service restoration in January 2015 - used to spur
settlement negotiations with our unions - the Council added street maintenance as a "core" city
service, as reflected below.
Table 2 - Ongoing Funding Needs
January 1, 2011 Service Levels
Police Sworn Staffing Restoration Strategy
(12 additional above 2011 levels to reach 1,250)

$37 M
$2 M

Street Maintenance

$44 M

TOTAL GENERAL FUND

$83 M

Source: Presentation by City Manager's Budget Office at January 2015 Study
Session. "General Fund Structural Budget Deficit History & Service Restoration
Priorities and Strategies."

