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SUBJECT: SANTA CLARA COUNTY CIVIL GRAND JURY REPORT - AN
ANALYSIS OF PENSION AND OTHER POST EMPLOYMENT
BENEFITS .

RECOMMENDATION

It is recommended that the Mayor and City Council approve this updated response to the 2011-
2012 Santa Clara County Civil Grand Jury Report entitled “An Analysis of Pension and Other
Post-Employment Benefits.” _ g

OUTCOME
Approval of this report will satisfy the requirements of Penal Code Section 933(c), which

requires the City Council to respond to Civil Grand Jury reports to the presiding judge of the
Superior Court.

BACKGROUND

Grand Jury Report

The Santa Clara County Civil Grand Jury conducted an analysis of the Comprehensive Annual
Financial Reports of all fifteen (15) cities and town located within Santa Clara County, which
was passed and adopted on May 17, 2012. As such, the Grand Jury provided the City with its
final report, including findings and recommendations, entitled “An Analysis ofi Pension and
Other Post Employment Benefits.” The Grand Jury report requested answer based on the City’s
two independent retirement plans: The Federated City Employees’ Retirement System and



HONORABLE MAYOR AND CITY COUNCIL

March 16, 2017

Subject: Updated Response to the Civil Grand Jury Report Entitled “AN ANALYSIS OF PENSION AND OTHER
POST EMPLOYMENT BENEFITS”

Page 2 of 14

the Police and Fire Department Retirement Plan. (Please see Attachment A) According to the
report:

(Dhe Grand Jury sought to answer the following question: "Is the cost of providing
pension and other post employment benefits interfering with the delivery of essential City
services and is the ultimate cost to the taxpayers a bearable burden”?

The report contained seven (7) findings with applicable recommendations to all cities in Santa
Clara County including recommendations made for San Jose. The City responded to each of
those findings and recommendations in accordance with California Penal Code Section 933.05,
which states that the responding person or entity shall indicate one of the following with respect
to each finding and recommendation:

Finding:
1. The respondent agrees with the finding.

2. 'The respondent disagrees wholly or partiallﬁr with the finding, in which case the response
shall specify the portion of the finding that is disputed and shall include an explanation of
the reasons thereafter.

Recommendation:

1. The recommendation has been implemented, with a summary regarding the implemented
action,

2. The recomamendation has not yet been implemented, but will be implemented in the
future, with a time frame for implementation.

3. The recommendation requires further analysis, with an explanation and the scope and
parameters ofl an analysis or study, and a time frame for the matter to be prepared for
discussion by the officer or head of the agency or department being investigated or
reviewed, including the governing body of the public agency when applicable. This
timeframe shall not exceed six months from the date of publication of the grand jury
report,

4. The recommendation will not be implemented because it is not warranted or is not
reasonable, with an explanation therefor,

In August 2012, the City responded to the Santa Clara County Civil Grand Jury’s report based on
the passage of the “The Sustainable Retirement Benefits and Compensation Act,” (Measure B).
The City Council approved this response on August 28, 2012. Measure B was intended to
provide the City with long-termi savings through cost containment strategies related to pension
benefits, including providing maximums for the retirement benefit for new employees and
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requiring voter approval for increases in retirement benefits. (Please refer to Attachment A for
the City’s previous response to the Grand Jury Report and Findings.)

After the issuance of the City’s response to the Civil Grand Jury, a second tier of pension
benefits for new employees in the Federated City Employees® Retirement System (Federated
System) and the Police and Fire Department Retirement Plan (Police and Fire Plan) was
implemented for eligible employees. The Federated second tier of retirement benefits (Tier 2)
was put into place on September 30, 2012. After entering arbitration with the San Jose Police
Officers’ Association (SJPOA), the City and the SJPOA came fo a Joint Stipulated Award
regarding the Tier 2 pension benefits. Police Tier 2 became effective on August 4, 2013. The
City and the San Jose Firefighters (IAFF, Local 230) went to arbitration over the implementation
of Tier 2. The arbitration panel selected the City’s position to implement Tier 2 for swom Fire
employees, and it was implemented on January 2, 2015.

The City enacted other changes that were part of the City’s retirement reform efforts. Among
these changes were the elimination of the Supplemental Retiree Benefit Reserve (SRBR) or the
“13%” check, and the implementation of a new lowest cost healthcare plan. The Measure B and
retirement reform changes resulted in savings of approximately $41.8 million in Fiscal Year
2016-2017.

Since the City’s response to the Civil Grand Jury was issued in August 2012, several of the
employee groups and the Federated Retirees® Association filed litigation over Measure B and the
retirement reforms. The City was also experiencing significant challenges in recruitment and
retention. For example, there have been a total of approximately 300 resignations and 217
retirements since 2012 in the Police Department alone. In an effort to settle litigation for budget
stability and to provide certainty to the City’s workforce, the City Council directed the City
Administration to make any and all reasonable efforts to reach and implement a settlement for
the litigation related to Measure B.

In August 2015, the City Council formally approved an Alternative Pension Reform Settlement
Framework Agreement with the STPOA and Local 230 (“Public Safety Settlement Framework™).

Subsequently, in December 2015 and January 2016, the City and the nine bargaining units with
members in the Federated Plan agreed to an Alternative Pension Reform Settlement Framework
Agreement related to Measure B (“Federated Settlement Framework™). The Municipal
Employees' Federation, the Confidential Employees’ Organization, the Association of Engineers
and Architects, the Association of Maintenance Supervisory Personnel, the City Association of
Management Personnel, and the Operating Engineers, Local 3, as well as the three bargaining
units that were not litigants in these lawsuits, agreed to the Federated Settlement Framework.
Please refer to Attachments B and C for the Public Safety Settlement Framework and Federated
Settlement Framework, respectively.

‘The terms of both the Public Safety and Féderated Settlement Frameworks (“Settlement
Frameworks™) included changes to both Retirement Plans, as described below:
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Modifies Tier 2 pension benefits for sworn and non-sworn efiiployees to levels similar to
other San Francisco Bay Area agencies to atiract and retain employees;

Allows Tier 1 employees who terminated employment with the City and either
subsequently returned or who return in the future to refurn as members of Tier 1;

Allows employees who are considered CalPERS “Classic” members to become members
of Tier 1;

Preserves 50/50 risk sharing with employees in Tier 2 through the cost sharing of a 50/50
split in Normal Costs and any future unfunded liability associated with the Tier 2 benefit
subject to a ramp up of 0.33% increments per year for employee contributions towards
unfunded liability costs until the costs are shared 50/50;

Closes the defined benefit retiree healthcare plan to new and existing Tier 2 employees,
and allows an opt-out for Tier 1 employees and Tier 2 employees in the OE#3 and
ABMEI bargaining units who are contributing to the defined benefit retiree healthcare
plan into a defined contribution Voluntary Employee Beneficiary Association (“VEBA”)
subject to legal and IRS approval;

New and current Tier 2 employees (except those represented by OE#3 and ABMEI who
are making contributions into the defined benefit retiree healthcare plan) will be
automatically placed into a defined contribution VEBA;

_Implements a new lowest cost healthcare plan in order to reduce retiree healthcare costs;

Continues the elimination of the SRBR, and, in lieu of the SRBR, establishes a
“Guaranteed Purchasing Power” provision, to apply prospectively, in order to maintain
the monthly allowance for current and future Tier 1 retirees at 75% of the purchasing
power in effect as of the date of retirement;

Reinstates the previous definition of disability for both Retirement Plans, which is
comparable to other agencies; and creates an Independent Medical Panel to be appointed
by ecach Retirement Board, which will determine disability eligibility instead of the
applicable Retirement Board;

COLAs to pensions allowances to be equal to the Consumer Price Index (San José- San
Francisco-Oakland 1J.S. Bureau of Labor Statistics Index, CPI-Urban Consumers,
December to December) or 2% cap, whichever is lower, for the Police and Fire Plan. The
COLA is equal to the CPI, or, subject to a graduating cap based on years of service with a
maximum of 2%, whichever is lower, for the Federated Plan.

It is important to note that the provisions of the Settlement Frameworks also apply to
unrepresented Executive Management and Professional Employees.
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As part of the Frameworks, the parties agreed to “Seal Beach” bargaining over the language of a
ballot measure that would implement the aspects of the Framework and supersede the language
of Measure B. The Alternative Pension Reform Act or “Measure F” was approved by the voters
in November 2016. Measure F, in addition to superseding the provisions implemented by
Measure B, amends the Charter to, among other things, prohibit any enhancements to defined
retirement benefits without voter approval; codify the revised Tier 2 pension benefit
contemplated by the Settlement Frameworks; specify the closure of the defined benefit retiree
healthcare plan to new employees as had been previously implemented by the City Council; and
to prohibit retroactive defined benefit retirement benefit enhancements. Please refer to
Attachment D for a copy of Measure F,

In early November 2016, the City and the San Jose Retired Employees Association (“SJREA™)
developed a term sheet outlining the proposed terms for settlement of the STREA’s litigation and
appeals of the Measure B litigation. The membership of the SIREA approved the terms of the
settlement in February 2017 and it will be placed on a futwre City Cou.ncll agenda for the City
Council’s consideration.

The settlement term sheet includes provisions that would make the folowing changes, among
others, to the Federated Plan:

* Implements a new lowest cost healthcare plan in order to reduce retiree healthcare costs
and establishes a minimum threshold for the lowest cost healthcare plans that may be
implemented in the future. This is the same lowest cost healthcare plan as in the active
employees’ Measure B Settlement Frameworks;

e Continues the elimination of the SRBR and, in lieu of the SRBR, establishes a
“Guaranteed Purchasing Power” provision, to apply prospectively, in order to maintain
the monthly allowance for current and future Tier 1 retirees at 75% of the purchasing
power in effect as of the date of retirement, the same as what was agreed to with the
bargaining units in the Settiement Frameworks;

* Creates a health-in-lieu premium credit option so that retirees can choose to receive
twenty-five percent of the monthly premium of the lowest priced healthcare and dental
plan (that cannot be taken in cash) in lieu of receiving healthcare coverage, the same as
what was agreed to with the bargaining units in the Settlement Frameworks;

¢ Ends both parties’ appeals of the Measure B litigation; and

= Reimburses specific retirees (i.e., those earning a pension of $54,000 or less, and who

- were enrolled in pre-Medicare health plan between 1/1/13 and 12/31/16) for a portion of
their additional contributions towards retiree medical premiums up to a maximum total
amount of $1.25 million.

Over the next 30-plus years, there will be a savings to the City of San Jose taxpayers of an
estimated $3.12 billion. This amount is based on the savings from the elimination of the SRBR,



HONORABLE MAYOR AND CITY COUNCIL

March 16, 2017

Subjeci: Updated Response to the Civil Grand Jury Report Entitled “AN ANALYSIS OF PENSION AND OTHER
POST EMPLOYMENT BENEFITS”

Page 6 of 14

the revised Tier 2 pension benefit, and changes to the defined benefit retiree healthcare system.
These savings are in compatison to what the total costs would be if the City had never put into
place Measure B or the retirement reforms.

The City’s response to the Civil Grand Jury’s response is based on the terms of the Settlement
Frameworks, Measure F, and the terms of the settlement with the SIREA.

GRAND JURY TFINDINGS, RECOMMENDATIONS AND CITY’S UPDATED
RESPONSE

Grand Jury Finding 1

Public sector employees are eligible for retirement at least 10 years earlier than is common for
private sector employees.

City Response to Finding 1

The City agrees with this finding. The City of San Jose is committed to providing its
residents and customers with essential services, and a goal of the global settlement
negotiations with the bargaining units was to preserve the cost savings that were
accomplished through Measuwre B and the accompanying retirement reforms, while
recognizing the need to be a competitive employer for recruitment and retention
purposes. The City’s pension plans have provisions that allow employees to retire with an
unreduced benefit if they retire as of a certain age. As part of the negotiated Alternative
Pension Reform Framework Agreements, the retirement age was reduced for Tier 2
employees from 65 to 57 with five (5) years of service in the Police and Fire Plan and
from 65 to 62 with five (5) years of service in the Federated Plan. For Tier 2 employees
in the Police and Fire Plan, retirees must take a 7% reduction factor for each year they
retire before age 57. In the Federated System, Tier 2 members must take a 5% reduction
factor for each year they retire before age 62. The Police and Fire ordinance that amends
the Municipal Code to implement this change will become effective on March 31, 2017.
The City and the Federated bargaining units are still discussing the language in the
ordinance. It is expected that the Federated ordinances will become effective in mid-
2017.

Although the age for Tier 2 employees to retire is lower than previously implemented, the
age Tier 2 employees can retire is later than for Tier 1 employees. In Tier 1, employees in
the City’s Federated City Employees’ Retirement System are generally eligible to retire
al age 55 with 5 years of service or at any age with 30 years of service, while sworn
employees in the Police & Fire Department Retirement Plan are generally eligible to
retire at age 50 with 25 years of service, age 55 with 20 years of service, or at any age
with 30 years of service. It is recognized that allowing employees to retire at such an
early age significantly adds to the cost of the pension and retiree healthcare benefits.
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Grand Jury Recommendation 1

The Cities should adopt pension plans to extend the retirement age beyond current retirement
plan ages.

City Response to Recommendation 1

The City has implemented this recommendation. As stated above, the terms of the
Settlement Frameworks allow for Tier 2 retirees to retire at 57 for Police and Fire Plan
members and 62 for Federated System members. This is seven years later than the current
Tier 1 retirement ages for both plans.

Grand Jury Finding 2

Campbell, Gilroy, Los Altos Hills, Los Gatos, Milpitas and Palo Alto have adopted second tier
plans that offer reduced Benefils, which help reduce future costs, but further changes are needed
10 address today's unfunded liability. Santa Clara County and the cities Cupertino, Los Altos,
Monte Sereno, Morgan Hill, Mountain View, San Jose, Santa Clara, Saratoga, and Sunnyvale
have not adopted second tier plans.

City Response to Finding 2

The City agrees with this finding. As stated previously, the City implemented a second
tier of retirement benefits in accordance with the parameters established by Measure B.
The Federated Tier 2 was effective on September 30, 2012. The Police Tier 2 was
effective on August 4, 2013, while the Fire Tier 2 was effective on January 2, 2015. In
order to settle significant litigation with the City’s bargaining units, the City and the
eleven bargaining units agreed fo a revised Tier 2 benefit. Please refer to Attachments B
and C for further details on the revised Tier 2 benefits.

Grand Jury Recommendation 2A
Santa Clara County and the Cities of Cupertino, Los Altos, Monte Sereno, Morgan Hill,
Mountain View, San Jose, Santa Clara, Saratoga, and Sunnyvale should work to implement

second lier plans.

City Response to Recommendation 2

The recommendation has been implemented. There is currently a Tier 2 in place for the
Federated System and Police and Fire Plan. As noted above, the City will be
implementing revised Tier 2 pension benefits for eligible employees. Please refer to
Attachments B and C for further details on the revised Tier 2 benefits.
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Grand Jury Recommendation 2B

For Gilroy, Los Gatos, Milpitas, and Palo Alto, which have not implemented second tier plans
Jor MISC and Public Safety second tier plans should be implemented for both plans.

City Response to Recommendation 2B

The recommendation will not be implemented because it is not warranted or is not
reasonable in that this recommendation appears to address an issue specific to another
agency.

Grand Jury Recommendation 2C
All Cities " new tier of plans should close the unfunded liability burden they have pushed to future
generations. The new tier should include raising the retirement age, increasing employee

contributions, and adopting pension plan caps that ensure pensions do not exceed salary at
retirement.

ity Response to Recommendation 2C

The recommendation has been implemented. Under the Settlement Frameworks for the
revised Tier 2 pension benefits, the retirement age remains higher for Tier 2 than Tier 1,
Tier 2 employees will be sharing the cost of any pension costs on a 50/50 basis, including
unfunded liability on an incremental basis of 0.33% per year until such time as 50% of
the unfunded liability is paid by employees. In addition, the pension benefit has
maximum caps of 80% for the Police and Fire Plan and 70% for the Federated Plan.
Please refer to Attachments B and C for further information.

Grand Jury Finding 3

Retroactive Benefit enhancements were enacted by Cities using overly optimistic ROI and
actuarial assumptions without adequate funding in place to pay for them.

City Response to Finding 3

The City agrees with this finding. With previous retirement benefit enhancements,
arbitrators awarded enhanced retroactive pension benefits that unduly burdened the City
with significant increases to the unfunded liabilities of the pension plans. The voters
passed Measure V in 2010, which prohibited an arbitrator, where applicable, to render a
decision or award that retroactively increases or enhances pension or retiree healthcare
benefits or additional unfunded liability that the City would be obligated to pay for
through increased contribution rates.

The Settlement Frameworks enact retroactive enhancements for those who are currently
Tier 2 employees, rehired Tier 1 employees, and CalPERS “Classic’ members. 'The costs
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of these retroactive benefits will split 50/50 between the City"and employees. Any of the
revisions to the Tier 2 benefit in the Settlement Framework were subject to an actuarial
study conducted by the City’s actuary, Bartel Associates, LL.C. It is important to note that
the retirement boards’ actuary will determine any final costs. The Framework
Agreements and Measure F also contain provisions that there will be no retroactive
defined benefit enhancements adopted on or after January 1, 2017.

Additionally, in the past several years, the Retirement Boards of the Federated System
and the Police and Fire Plan have incrementally lowered the discount rate of both plans to
where it stands today at 6.875%. The lower discount rate assumes a more realistic view
of the expected investment returns of the plans.

Grand Jury Recommendation 3
The Cities should adopt policies that do not permit Benefit enhancement unless sufficient monies
are deposited, such as in an irrevocable trust, concurrent with enacting the enhancement, fo

prevent an increase in unfunded liability.

City Response to Recommendation 3

The recommendation has been implemented. While the Alternative Frameworks
establish a revised Tier 2 pension benefit for employees and allows rehired Tier 1
employees back into Tier 1, any costs associated with the enhanced benefits to be
received by the employees is to split 50/50 between the City and affected employees. In
addition, the Framework Agreements and Measure F contain provisions that there will be
no retroactive defined benefit enhancements adopted on or after January 1, 2017. Please
refer to Attachments B and C for further information.

Grand Jury Finding 4
The Cities are making an overly generous contribution toward the cost of providing benefits.

Citv Response to Finding 4

The City partially agrees with this finding. To contain costs related to post-retirement
benefits, the City and the bargaining units agreed to a lesser level of benefits when
compared to Tier 1 pension benefits in recognition of the unsustainable retirement costs.
In addition, the parties agreed to the close the defined benefit retirec healthcare plan due
to the costs to both the City and employees. While these costs in the past were can be
considered “overly generous™, the benefit reductions agreed to by the parties were made
with the intention of providing reasonable post-retirement benefits at a significantly
reduced cost. Additionally, the revised Tier 2 includes a provision that employees will
split the costs of pension benefits on a 50/50 basis, including the incremental phase-in to
paying 50% of the unfunded liability, as noted above.
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Grand Jury Recommendation 4A
The Cities should require all employees to pay the maximum contribution rate of a given plan.

City Response to Recommendation 4A

The recommendation will not be implemented because it is not warranted or is not
reasonable. This recommendation appears to apply to those agencies that are in CalPERS
and pick up the employee portion of costs. As the City discussed in its August 2012
response, under the Sections §1504 and §1505 of the City Charter, the City shares the
actuarially defined normal cost of the retirement benefit with active employees in a ratio
of 8:3, meaning that for every $8 the City contributes for retirement benefits allocated to
an employee’s current year of service, that active employee contributes $3. Both the City
and its employees currently and will continue to pay their respective contributions under
the terms of the City Charter. However, it is worth noting that any unfunded liability
associated with Tier 1 pension costs is solely funded by the City, except as provided for
in the Framework Agreements.

According to the Tier 2 parameters of Settlement Frameworks, the City and Tier 2
employees will continue share all costs associated with the Tier 2 plan 50/50, including
contribution increments of 0.33% per year until such time that the unfunded liability is
shared 50/50 between the City and employees.

Grand Jury Recommehdation 4B

The Cities should require employees to pay some portion of the Past Service Cost assoczaled
with the unfunded liability, in proportion fo the Benefits being offered.

Citv Response to Recommendation 4B

The recommendation has been implemented. Under the parameters of the Measure B Tier
2 benefit for employees in the Federated System and the Police and Fire Plan, all costs
associated with the pension benefit were split 50/50 between the City and employees. For
example, if the total contribution rate associated with the Tier 2 plan was 20% of annual
payroll, the employee would be responsible for paying 10%.

The Tier 2 negotiated under the Alternative Pension Reform Framework also has a
provision that the City and the employees will split the cost of the pension benefit 50/50.
However, Tier 2 employees will contribute toward the unfunded liability in increments of
0.33% per year until such time that the unfunded liability is shared 50/50 between the
City and employees. Please note that this is above and beyond the CalPERS requirement
that “PEPRA” employees share 50/50 in the normal cost.

It should be noted that Tier 1 employees in the Police and Fire Department Retirement
Plan currently pay a small portion of the unfunded liability for a benefit enhancement.
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Additionally, the City and the POA agreed that Tier 1 employées represented by the POA
would pay a portion of the unfunded liability that resulted from the delay in the
implementation of a separate benefit enhancement.

Grand Jury Finding 5

The Cities are not fully funding OPEB benefits as evidenced by large unfunded liabilities.

City Response to Finding 5

The City agrees with the finding. The City and employees are currently paying fixed
contribution amounts that were negotiated based on a five-year phase-in to fully fund the
Annual Required Contribution (ARC). At the end of the five-year period, the City and the
Federated bargaining units agreed to cap the contribution rates in order to address the
long-term costs of the retiree healthcare plan in a stakeholder solutions working group.
The parties also agreed to close the Federated retiree healthcare plan to employees in Tier
2 hired on or after September 27, 2013. To ensure that sufficient funds would be go info
the defined benefit retiree healthcare plan, the City agreed to pay the portion of the
unfunded liability that the City and the Tier 2 employees would have otherwise paid. The
Police and Fire retiree healthcare rates were also capped based on the retiree healthcare
funding agreements with the STPOA and IAFF, Local 230.

Under the Frameworks, the City and the bargaining units agreed to close the defined
benefit retiree healthcare plan to new employees in the Federated System and Tier 2
employees in the Police and Fire Plan in the Settlement Frameworks.

All Tier 1 employees and Tier 2A employees represented by the Operating Engineers,
Local 3 (OF#3) and the Association of Building, Mechanical and Electrical Inspectors
{ABMEI) will have the opportunity to irrevocably elect to opt out of the defined benefit
plan into the VEBA. If the City’s portion of the ARC reaches 11% for Police and Fire
Plan or 14% for the Federated System, the City may decide to contribute up to those
maximums.

The City will also implement a new lowest cost healthcare plan. In the past,
implementing a new lowest cost plan has resulted in significant reductions to the

- unfunded Hability because the City’s defined benefit plan is based on 100% of the
premium cost of the lowest priced plan available to active employees.

The City actuary’s analysis of the Settlement Frameworks indicated that the changes to
the lowest cost healthcare plan and the opt-out may result in a reduction of $114.1 million
to the actuarial liability of the Police and Fire OPEB Plan and a reduction of $105.2
million to the actuarial liability of the Federated OPEB Plan. In total, the changes to
retirec healthcare from the Settlement Frameworks have an estimated cost savings of
$493.9 million over the next 30 or more years based on an analysis by the City actuary.
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The numbers are subject to change based on actual opt-out ratés and analysis by the
Board’s actuary.

Grand Jury Recommendation 5

The Cities, should immediately work toward implementing policy changes and adopiing
measures aimed at making full OPEB ARC payments as soon as possible.

City Response to Recommendation 5

The recommendation has not yet been fully implemented. The City and the bargaining
units agreed to close the defined benefit retiree healthcare plan to new employees in the
Federated System and Police and Fire Tier 2 employees in the Settlement Frameworks. It
is important to note that the defined benefit retiree healthcare plan was already closed for
Tier 2 employees in the Federated System. In addition, the City will create a defined
contribution Voluntary Employees’ Beneficiary Association (VEBA) for new and Tier 2
employees. All Tier 1 employees and Tier 2A employees represented by the Operating
Engineers, Local 3 (OE#3) and the Association of Building, Mechanical and Electrical
Inspectors (ABMEI) will have the oppertunity te irrevocably elect to opt out of the
defined benefit plan into the VEBA.

If an eligible employee chooses to stay in the defined benefit plan, their contribution rate
will be 8% for employees in the Police and Fire Plan and 7.5% for employees in the
Federated Plan. The City has agreed to pay the additional amount necessary to ensure the
defined benefit plan receives its full Annual Required Contribution (ARC). If the City’s
portion of the ARC reaches 11% for Police and Fire Plan or 14% for the Federated
System, the City may decide to contribute up to those maximums. The irrevocable opt-
out will be implemented in the calendar year after the City receives approval from the
IRS indicating that option to leave the defined benefit plan is allowable under the Internal
Revenue Code.

Grand Jury Finding 6

The City of San Jose permits the transfer of pension trust fund money, when ROI exceeds
expectations, to the SRBR, despite the fact that the pension trust funds are underfunded.

City Response to Finding 6

The City agrees with this finding. The SRBR was a “13th check” for retirees payable
under certain circumstances in addition their regular monthly pension checks. When the
retitement plans investment income exceeds their expected returns, 10% of those
"excess" earnings are credifed to the SRBR. Under the current definition, "excess"
earnings can be declared and transferred to the SRBR even if other actuarial assumptions
have not been met and even if the plans are significantly underfunded The City
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acknowledged its commitment to fiscal stability by elimmatii’i’g the Supplemental Retiree
Benefit Reserve (SRBR) as part of the retirement reform efforts.

With the voter’s approval of Measure F, the SRBR will remain discontinued. The SRBR

functioned as a “bonus” check to retirees payable under certain circumstances. The
elimination of the SRBR saved approximately $17.8 million in Fiscal Year 2016-2017.

Grand Jury Recommendation 6

The City of San Jose should eliminate the SRBR program or amend the SRBR program fo
prevent withdrawal of pension trust money whenever the pension-funded ratio is less than 100%.

City Response to Recommendation 6

The recommendation has been implemented. After the passage of Measure B, an
ordinance implementing this change was approved by the City Council in December
2012. The Alternative Pension Reform Framework Agreements, settiement terms with
the STREA, and the passage of Measure F continue the elimination of the SRBR.

Grand Jury Finding 7

The Cities’ defined benefit pension plan costs are volatile. Defined contribution plan cosis are
predictable and therefore manageable by the Cites.

City Response to Finding 7

The City agrees with this finding. The City implemented a 401(a) defined contribution
plan (Tier 3) for unrepresented Executive Management and Professional Staff. These
unrepresented employees have an irrevocable option of entering the Tier 2 defined
benefit plan or the Tier 3 defined contribution plan if they have never been a participant
in one of the City’s defined benefit retirement plan upon hire.

Grand Jury Recommendation 7

The Cities should transition from defined benefit plans to defined contribution plans as
the new tier plans are implemented.
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City Response to Recommendation 7

The recommendation has been implemented. As noted above, the City has implemented a
defined contribution plan for unrepresented employees Executive Management and
Professional Staff. In addition, the Alternative Pension Reform Frameworks have a
provision that new and Tier 2 employees will be placed into a Voluntary Employees’
Beneficiary Association (VEBA) for retiree healthcare benefits, and the current defined
benefit retiree healthcare plan will be closed. Current Tier 1 employees will be offered a
one-time irrevocable opt-out into the VEBA after the receipt of approval from the IRS.

PUBLIC OUTREACH/INTEREST

By the very nature of the Grand Jury's report and its release, public outreach requirements have
been met. Additionally, upon approval of this memorandum by Council, the City Attorney will
submit the memorandum to the presiding judge of the Superior Court, as required under Penal
Code Section 933(c).

COORDINATION

This memorandum was coordinated with the City Attorney’s Office.

CEQA

Not a project, File No.PP10-069(a) (Staff Reports/Assessments/Annual Reports/Information
Memos. City Manager’s Office)

ennifer Schembri
Director of Employee Relations

For additional information on this report, contact Jennifer Schembri at (408) 535-8154.

Attachment A — City Response to Civil Grand Jury dated August 2012

Attachment B — Police and Fire Alternative Pension Reform Framework Agreement
Attachment C — Federated Alternative Pension Reform Framework Agreement
Attachment D — Measure F
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COUNCIL AGENDA: 08/28/12

CITYO'F g*r% ITEM:
SANJOSE _ Memorandum

" CAPITAL GF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Alex Gurza
CITY COUNCIL

. SUBJECT: SEE BELOW ' DATE: August 14, 2012

Date g//)?f//a\

SUBJ"_ECT: SANTA CLARA COUNTY CIVIL GRAND JURY REPORT - AN
ANALYSIS OF PENSION AND OTHER POST EMPLOYMENT
BENEFITS '

RECOMMENDATION

It is recommended that the Mayor and City Council approve this response to the 2011-2012
Santa Clara County Civil Grand Jury Report entitled “An Analysis of Pension and Other Post-
Employment Benefits.” '

OUTCOME
Approval of this report will satisfy the réquirements of Penal Code Section 933(c), which

requires the City Council to respond to Civil Grand Jury reports to the presiding judge of the
Superior Court. '

BACKGROUNI

Grand Jury Report

The Santa Clara County Civil Grand Jury conducted an analysis of the Comprehensive Annual
Financial Reports of all fifteen (15) cities and town located within Santa Clara County. As such,
the Grand. Jury provided the City with its final report, including findings and recommendations,
entitled “An Analysis of Pension and Other Post Employment Benefits.” (Please see Attachment
A) According to the report:

(The Grand Jur;; sought to answer the following question: “Is the cost of providing
pension and other post emplovment benefits interfering with the delivery of essential City
services and is the ultimate cost to the taxpayers a bearable burden”?
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The report contains seven (7) findings with applicable recommendations to all cities in Santa
.Clara County including specific recommendation made for San Jose. The City has responded to
each of those findings and recommendations in accordance with California Penal Code Section
933.05, which states that the responding person or entity shall indicate one of the follomng with .
respect to each finding and recommendation:

Finding:
1. The respondent agrees with the finding,

2. The respondent disagrees wholly or partially with the finding, in which case the response
shall specify the portion of the finding that is disputed and shall include an explanation of
the reasons thereafter,

Recommendation.:

1. The recommendation has been implemented, with a summary regardmg the implemented
action.

2. The recommendation has not yet been implemented, but will be implemented in the
future, with a time frame for implementation.

. 3. The recommendation requires further analysis, with an explanation and the scope and
parameters of an analysis or study, and a time frame for the matter to be prepared for
discussion by the officer or head of the agency or depariment being investigated or
reviewed, including the governing body of the public agency when applicable. This
timeframe shall not exceed six months from the date of pubhcatlon of the grand jury
report,

4, The recommendation will not be implemented because it is not warranted or is not
reasonable, with an explanation therefor, '

The conclusions of the report indicate “that until significant modifications are enacted, there is
no doubt that the escalating cost of providing (employee pensions and other post employment
benefits) at the current level is interfering with the delivery of essential City services and the
ultimate cost to the taxpayers is an unbearable burden. These costs are already impacting
delivery of essential services as demonstrated by San Jose reducing police and fire department
staffing levels, closing libraries or not opening those newly built, curtailing hours of community
centers, and not repairing pot-hold city strects.” The report further concludes that other cities in
Santa Clara County “are likely to face similar challenges as long as high cost benefit plans face
an underfunding liability.”

The focus of the Grand Jury’s finding and recommendations includes maintaining an actuarially
sound retirement benefit for employees while adjusting the level of benefits offered to newly
hired employees, The City of San Jose recognizes the need for reducing retirement costs and



HONORABLE MAYOR AND CITY COUNCIL

August 14, 2012

Subject: Response to the Civil Grand Jury Report Entitled “AN ANALYSIS OF PENSION AND OTHER POST
EMPLOYMENT BENEFITSY

Page 3 of 12

recently had a ballot measure before the San Jose voters on June 5, 2012; “The Sustainable
Retirement Benefits and Compensation Act,” (Measure B). Measure B is intended to provide the
City with long-term savings through cost confainment strategies related to post-employment
benefifs, including providing maximums for the retitement benefit for new employees and
requiring voter approval for increases in retirement benefits, Further,. a second tier for new
cmployees in the Federated City Employees’ Retirement System is currently in the process of
being implemented. A second tier for employees in the Police and Fire Department Retirement
"Plan will be subject to binding interest arbitration.

GRAND JURY FINDINGS, RECOMMENDATIONS AND CITY’S RESPONSE
Grand Jury Finding 1

Public sector employees are eligible for retirement at least 10 years earlier than is common jfor
private sector employees.

City Response to Finding 1

The City agrees with this finding. The City of San Jose is committed to providing its
residents and customers with essential services. As a service organization, the vast
majority of the City’s costs are personnel costs for the employees who provide those
services, However, the City’s rising personnel expenditures have been significantly
affected by the rising costs of pension and other post employment benefits. Despite
major sacrifices from both the community the City serves and the City’s employees to
address these ever escalating costs, significant concerns remain which need to be
considered, especially related to escalating retirement costs. To that end, Measure B is
intended to provide the City with long-term savings. ‘

Currently, employees in the City’s Federated City Employees’ Retirement System are
generally eligible to retire at age 55 with 5 years of service or at any age with 30 years of
service, while sworn employees in the Police & ¥Fire Department Retirement Plan are
generally eligible to retire at age 50 with 25 yeats of service, age 55 with 20 years of
service, or at any age with 30 yeats of service. It is recognized that allowing employees
to retire at such an early age significantly adds to the cost of the pension and retiree
healthcare benefits.

On June 5, 2012, the citizens of the City who through taxes and fees fund these benefits,
voted to approve Measure B by 69.02%, Measure B, among other things, provides for
maximums for a new tier of retirement benefits for new employees. This includes
language that, within the defined benefit program, the retirement age should be no less
than 65 for employees in the Federated City Employees” Retirement System and age 60
in the Police & Fire Department Retirement Plan, thereby raising the eligibility age for
retitement. In addition, Measure B creates a Voluntary Election Program (VEP) whereby
current employees who are members of the existing retirement programs may choose to
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enroll in an alternate retirement program with reduced benefits, while maintaining the
benefit accrual rate for years of service already rendered. The VEP is subject fo IRS
approval due to the fax implications of creating an option for retirement benefits. This
Voluntary Election Program (VEP) also raises the age at which someone can retire by six
(6) months every year, until the retirement age is age 62 for employees in the Federated
City Employees’ Retirement System and age 57 in the Police and Fire Department
Retirement Plan.

Grand Jury Recommendation 1

The Cities should adopt pension plans to extend the retirement age beyond current retirement
plan gges.

City Response to Recommendation 1

The City has not yet implemented this recommendation, but it will be implemented in the
future. Under the parameters set forth in Measure B, the City will extend the retirement
age under the Voluntary Election Program, subject to IRS approval, and the second tier as
soon as possible, Specifically, for those current employees who choose to enroll in the
Voluntary Election Program, the retirement eligibility will be changed to age 57 for
employees in the Police and Fire Department Retiroment Plan, and to age 62 for
employees in the Federated City Employees’ Retirement System over a period of 14
years. Employees in the second tier retirement benefit (Tier 2) in the Federated City
Employees’ Retirement System will be eligible for retirement at age 65 with at least 5
yeats of City service, In addition, the eligibility to retire with 30 years of service shall be
increased by.6 months annually on July 1 of each year, starting with July 1, 2017,
Subject to arbitration, sworn Police and Fire employees would be eligible to retire at age
. 60 with 10 years of service credit. The second tier for employees in the Federated City
Employees’ Retirement System is estimated to be in place by the Fall of 2012,

Grand Jury Finding 2

Campbell, Gilroy, Los Altos Hills, Los Gatos, Milpitas and Palo Alto have adopted second tier
plans that offer reduced Benefits, which help reduce future costs, but further changes are needed
fo address today’s unfunded liability. Santa Clara County and the cities Cupertino, Los Altos,
Monte Sereno, Morgan Hill, Mountain View, San Jose, Santa Clara, Saratoga, and Sunnyvale
have not adopted second tier plans.

City Response fo Finding 2

The City agrees with this finding, Asg stated previously, the City plans to implement a
second tier retirement benefit for new hires. Voters overwhelmingly approved Measure
W in 2010, which aliowed the City to create a new retirement benefit tier for newly hired
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or re-hired employees. As a result, Measute B was designed to provide patameters for a
new tier of retirement benefits, The City Council voted to approve a Tier 2 for new non-
sworn employees on or about June 12, 2012. The City is currently in the process of
‘implementing this second tier for new employees in the Federated City Employees’
Retitement System and it is estimated to be in place by the Fall of 2012. The second tier
for new employees in the Police and Fire Department Retirement Plan are subject to
binding interest arbitration with the San Jose Police Officers’ Association (POA) and San
Jose Fire Fighters, JAFF Local 230, (IAFF Local 230).

Grand Jury Recommendation 2A
Santa Clara County and the Cities of Cupertino, Los Altos, Monte Sereno, Morgan Hill,
Mountain View, San Jose, Santa Clara, Saratoga, and Sunnyvale should work to implement

second tier plans.

City Response to Recommendation 2

The recommendation has not yet been implemented but will be implemented in the
future. As noted above, on or about June 12, 2012, the City Council approved a second
tier retirement benefit for new, rehired or reinstated non-sworn employees within the
parameters set forth in Measure B, The City is currently working on the administrative
necessities to put this program in place, including any ordinances, resolutions, ete., that
are required to effectuate the second tier retirement benefit for new non-sworn
employees. It is expected that this be in place by the Fall of 2012. The City is also
pursuing a second tier retirement benefit for new sworn Police and Fire employees
consistent with the parameters set forth in Measure B and will be proceeding to binding
interest arbitration with the affected unions. -

Grand Jury Recommendation 2B

For Gilroy, Los Gatos, Milpitas, and Palo Alto, which have not implemented second tier plans
Jfor MISC and Public Safety second tier plans should be implemented for both plans.

City Response to Recommendation 2B

The recommendation will not be implemented because it is not warranted or is not
reasonable in that this recommendation appears to address an issue specific to another
agency.
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Grand Jury Recommendation 2C

All Cittes’ new tier of plans should close the unfunded liability burden they have pushed to future
generations. The new tier should include raising the retirement age, increasing employee
contributions, and adopting pension pldan caps that ensure pensions do not exceed salary at
retirement. ‘ ' ‘

City Response to Recommendation 2C

The recommendation has mot yet been implemented but will be implemented in the
future. The City recognizes the financial burden placed on current and future taxpayets as
a result of the escalating retirement costs and as such determined the necessity to address
the unfunded lLiability, While both the City and its employees will be significantly
affected by the financial burden of retirement costs, Measure B is intended to assist the
‘City and its employees manage the financial gap in the years to come As noted above, on
or about June 12, 2012, the City Council approved a second tier retirement benefit for
new or rehired non-sworn employees within the pararheters set forth in Measure B, By
implementing Tier 2 for newly hired and re-hired employees, the City expects to realize
cost savings over time. It is expected that this be in place by the Fall of 2012.

In addition, the City is also pursuing a secoud tier retirement benefit for new sworn
Police and Fire employees consistent with the parameters set forth in Measure B and the
impasse procedures applicable to sworn Police and Fire employees, which is binding
interest arbitration, '

The second tier parameters in Measure B raise the retirement age, requite new employees

to pay fifty (50) percent of the total cost of the retirement benefit, and ensure that the
retirement benefit payment is based on the highest three consecutive years of earned base ‘

pay only.
Grand Jury Finding 3

Retroactive Benefit enhancements were enacted by Citles using overly optimistic ROI and
actuarial assumptions without adequate funding in place to pay for them,

Ciiy Response to Finding 3

The City agrees with this finding. In 2010, the citizens of the City approved Measure V,
which was passed by voters in 2010, prohibits an arbitrator, where applicable, to render a
decision or award that retroactively increases or enhances pension and retiree healthcare
benefits, or that creates a new or additional unfunded liability the City would be obligated
to pay for. It should be noted that whereas arbitrators previously issued decisions in
binding interest arbitration granting retroactive benefit enhancements to employees,
creating new unfunded liabilities that the City was solely responsible for and that were
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not previously funded, Measure V prohibits these types of decisions in the future. In
addition, the voters also passed Measure W in 2010 allowing for the establishment of a
new tier of retirement benefits and that the any such plan must be actuarially sound. In
2012, the voters passed Measure B which takes steps to ensure the actuarial soundness of
future retirement benefits and expense decisions.

‘Grand Jury Recomnrendation 3

The Cities should adopt policies that do not permit Benefit enhancement unless sufficient monies
are deposited, such as in an irrevocable trust, concurrent with enacting the enhancement to
prevent an increase in unfunded liability.

City Response t6 Recommendation 3

The recommendation has not yet been implemented but will be implemented in the
future, The passage of Measure B included language that requires the actuarial
soundness of the retirement benefit plans., The language of Measure B also includes
language that prevents the Retirement Board from paying a benefit or expense that has
not been actuatially funded. In addition, Measure B reserves the right for votérs to
modify any retirement benefit, including pension and other post employment benefits,
and auy such increases are subject fo future approval by the voters. In addition and as -
noted above, the voters passed Measure V in 2010 which prohibits an arbifrator, where
applicable, to render a decision or award that retroactively increases or enhances pension
and retiree healthcare benefits, or that creates a new or additional unfunded liability the
City would be obligated to pay for. It should be noted that arbitrators previously issued
decisions in binding inferest arbitration granting retroactive benefit enhancements to

employees, creating new unfunded liabilities that the City was solely responsible for and
that were not previously fiunded; Measure V pl‘OhlbltS these types of decisions in the
future.

Grand Jury Finding 4

The Cities are making an overly generous contribution toward the cost of providing benefils.

City Response to Finding 4

The City agrees with this finding, Recognizing the need for a fiscally responsible and
actuarially sound pension program, the City acted with the intention of curtailing
unsustainable retirement costs by pursuing the changes fo retirement benefits in Measure
B. Employees who choose to remain in the current refirement benefit tier instead of
opting into the Voluntary Election Program will be required to pay for a portion of the
unfunded liability costs of the retirement system.
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~ Grand Jury Recommendation 4A
The Cities should require all employees to pay the maximum contribuiion rate of a given plan.

City Response to Recommendation 4A

The recommendation will not be implemented because it is not warranted or is not
reasonable. This recommendation appears to apply to those agencies that are in CalPERS
and pick up the employee portion of costs. The City of San Jose operates two (2)
independent retirement systems (the Federated City Employees’ Retirement System, and
the Police & Fire Department Retirement Plan) independent of CalPERS. Under the
Sections §1504 and §1505 of the City Charter, the City shares the actuarially defined
normal cost of the retirement benefit with active eraployees in a ratio of 8:3, meaning that
for every $8 the City contributes for retirement benefits allocated to an employee’s
current year of service, that active employee contributes $3, Both' the City and its
employees currently and will continue to pay their tespective contributions under the
terms of the City Charter. However, it is worth noting that any unfunded liability

associated with pension costs is currently solely funded by the City,

According to the Tier 2 parameters of Measure B, the City and Tier 2 employees are
expected to share all costs associated with the Tier 2 plan 50/50. However, Measure B
will require employees who choose to remain in the current retirement benefit tier instead
of opting into the Voluntary Election Program to pay for a portion of their costs.
Furthermore, it is worth noting that the costs associated with retiree medical carc are
" equally borne by both the City and current employees, including any unfunded liability

associated with retiree healtheare,

Grand Jury Recommendation 4B

The Cities should require employees to pay some portion of the Past Service Cost associated

with the unfunded liability, in proportion to the Benefits being offered,

City Response to Recommendation 4B

The recommendation has not yet been implemented but will be implemented in the
future. Under Measure B, active employees who choose to stay in the current level of
benefits will be required to contribute additional amounts associated with the unfunded
liability of the retirement benefit and thus will share the costs of the unfunded liability
with the City. It should be noted that current employees in the Police and Fire

Department Retirement Plan currently pay a small portion of the unfunded liability,
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Grand Jury Finding 5
The Citles are not fully funding OPEB benefits as evidenced by large unfiunded liabilities.

City Response to Finding 5

The City agrees with the finding. The City and employees are currently in a transition
phase-in strategy to contribute the full Annual Required Conttibution (ARC) for retitee
healthcare benefits. As noted previously, active employees currently pay at least fifty
percent (50%) of the retiree healthcare cost, which includes normal costs and unfunded
liability costs. The transition to contribute the ARC began in 2009 for most bargaining
units with a five-year phase in strategy. However, it should be noted that, for employees
represented by the POA and IAFF Local 230, the contribution amount cannot exceed an
_incremental increase of 1.25% of pensionable pay when compared to the previous year.
When the retiree healthcare ARC contribution rate exceeds 10% of pensionable pay, the
POA and JAFF Local 230 will enter discussions with the City to address the contributions

to contribute the full ARC and alternatives to lower retiree healthcare costs.

Grand Jury Recommendation 5

The Cities, should immediately work toward implementing policy changes and adopling

measures aimed at making full OPEB ARC payments as soon as possible.

City Response to Recommendation 5

The recommendation has not yet been fully implemented. As noted above, the City has
partially implemented the Grand Jury’s recommendation to make full OPEB ARC
payments. The transition to contribute the full ARC began in 2009 for most bargaining
units with a phase in strategy. For employees represented by the POA and IAFF Local
230, both bargaining units will enter discussions with the City to address the
contributions to contribute the fully fund the ARC and alternatives to lower retiree
healthcare costs, should the retiree healthcare ARC contribution rate exceed 10% of

pensionable pay.
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Grand Jury Finding 6

The City of San Jose permits the iransfer of pension trust fund money, when ROI exceeds
expectations, to the SRBR, despite the fact that the pension trust funds are underfunded,

City Response to Finding 6

The City agrees with this finding, The City acknowledged its commitment to fiscal
stability by proposing to eliminate the Supplemental Retiree Benefit Reserve (SRBR) in
Measure B. The SRBR provided cash payments to retirees, payable under certain
circumstances, in addition to their regularly allocated retirement system benefit
payments, Accordingly, with the approval of Measure B and once the implementation of
Measure B is completed, the assets set aside for the SRBR will be transferred back into
the appropriate retirement trust fund, It should be noted that the City Council adopted
consecutive resolutions to suspend disbursements from the SRBR in Fiscal Year 2010~
2011, and continving through Fiscal Year 2012-2013, pending the Measure B effective
date. '

Grand Jury Recommendation 6

The City of San Jose should eliminate the SRBR program or amend the SRBR program fo
prevent withdrawal of pension trust money whenever the pension-funded ratio is less than 100%.

City Response to Recommendation 6
The recommendation has not yet been implemented but will be implemented in the
future, As noted above, the passage of Measure B eliminates the SRBR once
implemented. In addition, City Council has previously placed a moratorium on
disbursements from the SRBR through Fiscal Year 2012-2013.

Grand Jury Finding 7

The Cities’ defined benefit pension plan costs are volatile. Defined contribution plan costs are
prediciable and therefore manageable by the Cites.

City Response to Finding 7

The City agrees with this finding. While considering the appropriate paths to financial
solvency, the City discussed wholly funding Tier 2 employees’ retirement benefit through
a 401(k)-style defined contribution plan. The parameters set forth in Measure B allowed
for a defined contribution plan, however, at this time, the City Council approved a lower
defined benefit plan for new employees in the Federated City Employees’ Retirement
System, and the City anticipates proceeding to binding inferest arbitration over a second
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tier with the POA and IAFF Local 230. Further analysis wiH be necessary to determine

the appropnate defined contribution style plan should the Clty Council decide to pursue
this option in the future.

Grand Jury Recommendation 7

The Cities should transition from defined benefit plans to defined contribution plans as the new
tier plans are implemented.

City Response to Recommendation 7

The recommendation requires further analysis. As noted above, the City has not
implemented a defined contribution plan but, under Measure B, parameters were set that
allowed for a hybrid defined benefit/defined contribution retirement benefit for new hires
in Tier 2. Ultimately, the City Council approved a lower defined benefit plan for new
employees in the Federated City Employees’ Retirement System, and the City anticipates
proceeding to binding interest arbitration over a second tier with the POA and IAFF
Local 230, Should the City Council decide to pursue this available option in the future,
further analysis will be necessary regarding the most viable defined contribution plan
option.

PUBLIC OUTREACH/INTEREST

By the very nature of the Grand Jury's report and its release, public outreach requirements have |
been met. Additionally, upon approval of this memorandum by Council, the City Attorney will
submit the memorandum to the presiding judge of the Supenor Court, as required under Penal
Code Section 933(c).

COORDINATION

7 This memorandum was coordinated with the City Attorney’s Office.
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CEQA

Not a project, File No.PP10-069(a) (Staff Reports/AssessmentS/Annual Reports/Information

Memos, City Manager’s Office)

Alex Gurza
Deputy City Manager

For additional information on this report, contact Alex Gurza,
Deputy City Manager, at 535-8150,



June 7, 2012

. Honorable Ghuck Reed
Mayor

City of San Jose

200 East Santa Clara Strest
San Joss, CA 95113

Dear Mayor Reed and Members of the City Council:

| _Pursuant to Penal Code § 933.05(f), the 2011-2012 Santa Clara County Civil Grand
Jury is transmitting to you its Final Repor’: An Analysm of Pension and Other Post
Employment Benefits, ) :

Penal Code § 933.05(f)
A grand jury shall provide to the affected agency a copy of the pOI’tIOI’l of the grand jury -

- report relating to that person or entity two working days prior o its public release and -
after the appraval of the presiding judge. No officer, agency, department or governing
body of a public agency shall disclose any contents of the report prior {o the public
release of the final report,” Leg. H. 1996 ch. 1170, 1997 ch. 443,

This-report will be made .public and released to the media on Wednesday,
June 13, 2012, at 1 P.M. If you have any questions please contact Gloria Alicla
Chacen at 408- 882~2721

KATHRYN G. JANOFF
Foreperson .
2011-2012 Civil Grand Jury

KGJ:dsa
Enclosure

ce; Ms, Debra Figone, City Manager, City of San Jose

SurERIOR CoOURT BUILDING + 19T INORTH Fiet SYREET, SAN JosE, CALIFORMIA 95113 & (408) RE2-2791 » TFax 8822795
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2011-2012 SANTA CLARA COUNTY
CIVIL GRAND JURY REPORT

AN ANALYSIS OF PENSION AND OTHER POST
 EMPLOYMENT BENEFITS

Issue

After rev]ewmg the Comprehensive Annuai Financial Reporte (CAFRS) of all citles,

. towns and the County of Santa Clara (hereafter referred to as City or Cities"), the Grand

Jury was struck by the extent that the pensions and Other Post Employment Benefits
(OPEB) (collectively “Benefits”) were underfunded. Subsequently, the Grand Jury
sought to answer the following question: "Is the cost of providing pension and other
post employment benefits interfering with the delivery of essentia] City services and is
the ultimate cost to the taxpayers a bearable burden?” . .

Introduction

The Grand Jury developed a survey fo gather information from the Cifies and the
County. The Survey and responses are important to this report and the Grand Jury
encourages readers to read the Survey-questionhaire provided in Appendfx A bhefore
continuing. Due to the technical complexity of this report, the Grand Jury has provided a
glossary of the terminology used throughout thfs report (Appendfx B). Acronyms are
also included in the glossary.

CaEPER82 requires Cities to conttibute suffictent funds, held in trust, to pay for pension
benefits as they are eamed. This helps to ensure sufficlent funding is in place fo
provide the promised pension benefits, This trust money Is invested and expected to
return a iong~range investment return as high as 7.50%" (after expenses) It Is these

- Investment earnings that are expected o pay for as much as 70%"* of the coet of

pension benefits,

! Gitles as defined In thxs teport include; Santa C!ara County; the clties of Campbell Cupertino, Gnroy,

‘Los Altos, Milpltas, Monte Sereno, Morgan Hill, Mountain View, Palo Alto, San Josa, Sante Clara,

Saratoga, Sunnyvale; and the towns of Los Altos Hills and Los Gatos,

% The California Public. Employses’ Refirement System (CalPERS) Is an agency in the California
execuiive bra[rmh that manages penslon and health benefits for California public employees, retirees, and
their familles.

® CalPERS recenfly reduced this rate from 7.05%,
* Expected to decline as investment yield delines.
{



According to interviews, historically. high investment eamings In the early 1980s
spawnead the belief that expensive pensien enhancements could be granted and pald for
by the excess investment earnings without compromising the Cities’ ability to afford
‘other services. Once these pension enhancements are granted to an employes, they
generally cannot be retracted unless a substantially comparable replacement js offered,
a concept referred to'as vested rights. Citles reported that. they felt compelled to
enhance benefits fo attract and retain the best work force possible.

in addifion to pensions, employers provide OPEB consisting primarily of health care
henefits, Unlike pension funding requirements, there is no requirement for Cities to pre-
fund the cost of OPEB benefits. As -a result, most Citles have not funded OPEB
henefits and have accrued large OPER debts. Escalating health care costs, the largest
component of OPEB, compound this debt problem.

As a result of an economic downturn, the average Investment rate of return (investment
earnings) for the last ten years is conSIderably below what experts and Cities agree is
the still optimistic assumed rate of 7.5%. This return on investment (ROI) leads fo an
increase in the Cities’ annual payment into the pension fund to make up the difference.

The rising costs of pension and OPEB (collectively hereinafter referred to as Benefiis),
combined with the downturn of the economy have resulted in very large budget
shortfalls, These must be paid by current and future fax revenue, which is limited.
Thus, according to Interviews, -paying for these rising costs will come at the expense of
other City services.

With this in mind, the Grand Juty assessed the viability and sustainability of Clties’ -
public employee Benefits. This assessment sought to answer the following questions:
*  What are tha costs of public emplayee Benefits and who pays for them?
* Wil Cities’ projected revenuss keep up with projected expense of Benefits?
»  What Is being done and what can be done fo control Benefit costs? ,
»  Why are public employee Benefits different from those in the private sector?

Background

Several ¢ities have declared bankrupicy. While the reasons for bankruptcy vary from
one municipality fo another, and include lower tax revenues and decreased home
values, one common reason cited is large unfunded liability associated with providing
-pension and healthcare bensfits to its public employees. Locally, the City of Vallejo
declared bankruptcy In 2009 after falling to negotiate pay cuts ih the face of $195 million
in unfunded penslon obligations. Stockton is falling into bankruptcy with less than 70



cents set aside for every dollar of pension benefits its workers are owed®. A.recent
Stanford University study regarding public pension funds statewide emphasizes this
predlcament "public penslon shortfalls of $3792 bliflon or $30,5600 per household” exist
statewide® contributing to the downgrading of California’s bond rafing. = San Jose is
proposing pension reform and considering higher taxes resulting from ten consecutive
years of budget shortfalls. The full effect of these unsustainable costs is yet fo come.

_Methodblogy '

. The sco'pe of the Grand Jury's investigation was limited to the Cities. Special districfs
ahd other agenicles were excluded from this investigation. The following resources were
used to gather and evaluate the data contained In this report:

= City CAFRSs; particularly notes to financial statements conceming Benefits (see
Appendix A)

»  Results obtained from a survey created by the Grand Jury and distributed to the
Cities (see Appendix B for the comp[ete survey)

»  Interviews conducted with one or more of the following persons from the Cliies:
Financial Manager, Chlef Finance Officer, Cily Manager, Retitements Service
. Director, .and Human Resource Manager. All Inferviews were conducted
following receipt and evaluation of a survey, affording the opportunity to- seek
clanﬂca’tion and elaboration on survey responses as necessary, '

» lnterwews with CalPERS actuaries and CalPERS consultants
x Other documents listed in Apperidix A. '
- Report Conventions

The Grand Jury did not extrapolate, derivate or convert the data provided by the Clties
in response io the survey, When. the Grand Jury had questlons, or found.
incansistencies .in the data provided, every effort was made to resolve the issues
through intemews emmnail and phone conversations.

All dollar figures are expressed in actuarial valuation uniis,” not market value, unless
otherwise stated. The glossary in Appendix C provides definitions of the terminology
used throughout this report. Acronyms are also included in the glossary.

e "Untouchable penslom may be tested In Californla,” Nlary Williams Walsh, New York Times, March 18,
2012,

® hitp://st epr.stanford.E}du/system;‘ﬂlesfshared/Natlon%ZOStatewme%20Report%20v081 .pdf
" See Appendix G Glossary for definition.
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Discussion
This discussion consists of three primary sections:

«  Understanding CalPERS presents and discusses -the basic concepts of
CalPERS public pension benefits to lay a foundation for a more detailed look at .
Gity-provided Benefits, :

» Key Survey Results discusses those survey results found to be most relevant to.
answering the Grand Jury questions. :

= San Jose's Plan-Is discussed separately because San Jose is the only clty to
not use CalPERS.

Understanding CalPERS

Because all Cities except San Jose® barticipate in CalPERS for pensfon and many use
CalPERS for.OPEB as well, it is vital to understand the following key concepts:

« Basic Pension Plan Formulas

.= Annual Reguired Contribution (ARC)

e

» CalPERS Menu Options

» Assumed or expected Retum ori Investment (ROI)

k]

« Unfunded Liability,

Basic Pension Plan Formulas

Employees belong to one of two different groups: Miscellaneous (MISC) or Public
Safety,? each having defined plans. Table 1 lists all first tier'® CalPERS plans utilized
by Cities. Note that the plan names include the pension eamed per year and the
retirement age at which full benefits are received. '

® Expluding the San Jose Mayor and Council Member plan.
® Police and Fire persanne!.
1 8ee Appendix G Glossary for definitlon. -



Tab]e 1; First Tier CalPERS Plans Used by the Citles

2, o%@as 4 1 3.0%@s0 1411
2.6% (@55 5 3.0%@55 1
2T%@E5 7

For all plans the pension benefit formula contains the same three primary components
mulfiplied together as shown here:

Pensfon = Eamed Benefit Rate x Years of Service x Salary

Earned Benefit Rate: This is the percent of salary eamed per year of service as
indicated by the plan name. Retirement before age 55 for MISC employses and before
age 50 for most Public Safety employess results in the Earned Benefit Rate being
reduced (per CalPERS' tabls). For example, a MISC employee in the 2. 0%@55 plan
who refires at age 50 gets an earned benefit rate of 1.426"% per year-of servicé rather
than 2.0. Similarly, participants of the 2.5%@?55 plan as well as the 2.7%@55 plan
receive an earned benefit rate of 2.0 at age 60. 'Interestingly, the earned benasfit rate for

‘members of the 2.0%@55 plan confinue to rise until the age 63 where. it plateaus at

2.418"™ percent per year of service. This contrasts with the other fwo MISC plans that
plateau at age 65 at 2.5% and 2.7% respectively. (For a more detailed delineation of
earned benefi rates, see www.calpers.ca.gov).

Years of Service: This is self explanatory except to point out CalPERS supports
reciprocity, which means that employses can transfer from one CalPERS-covered
agency (City} or any other public agency that has established. reciprocity with GalPERS,
to anather such agency without forfelture of earned pension {(as is usually the case in
the private sector).™ Thus, an employee may work 10 years each for three different
citles and earn the same_pension benefits as otherwise would have been earned if they
had worked for 30 years at a single city. But because each of the three cltles pays only
its one-third share of the earned pension, statistically, this employee appears as thres
employees earning a more modest pension from each city. )

"'Some Glties contract for police and fire, Gliroy police and fire belong to separate Public Safety plans.
2 From GalPERS Beneflt FactorsTable, page 22, Local Miscollaneous Benefits

™ From CalPERS Benefit FactorsTable, page 22, Local Miscellaneous Benefiis

" Realprocity agreements may also exist between other pension plan providers, '
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Salary: CalPERS has guidelines defining what wages and reimbursements qualify for .
the purposes of determining . pension. For a detailed discussion, go fto
www.calpers.ca.gov. Generally, salary can either be the average highest salary overa -
three-year period, or a highest singie 12-month salary can be used, depending on the .
plan adopted by the City. Using the highest 12-month salary (ra‘ther tHan highest 36-
month average salary in the pension formula shown above) is an example of what is
known as a “Class 1" beneflt enhancement that is more expensive to provide.

It is noted here that Public Safety plan participants havé a 90% maximum salary cap
that can be sarned at onset of retirement. There is no corresponding limit placed on-
plan participants. In both cases however, the Grand Jury learned that large pensions -
{(expressed as a peicent of salary) serve as a deterrent {o prolonging employment
hecause one can retfire at close to full pay. Subsequent discussions on Employer Paid
Member Contribution (EPMGC) and Cost-of-Living Allowances (COLA) will show how
penssons can actually exceed salary, leading to the paradox of employees Fos:ng
income if they continue to work as & public employee rather than retire,

| ARC: What is it and How is it Determmed?

The ARG is the annual actuarially determined amount that must be pald to ensure thers
will be enough money to pay for all promised Benefits. As shown below, the pension
ARG consists of three principle components added together:

ARC = Employee Qon‘tribuﬁon + Noymal Cost + Past Service Cost

It should be noted that generally the Normal Cost and Past Service Cost, in accordance
with labor contracts, are paid for by the Citles—through tax revenue—and sometimes

. are supplemented by an employee contribution.

Employee Contribution: From the perspective of CalPERS, this & a fixed percent
and, as the name would suggest, was intended fo be pald by the employaes in much
the same way as mast private workers pay a portion of their own Social Security
benefits. For all C|ty employess, the Employee Contribution is either' 7%, 8% or 9% of
an employee's salarty, depending in which plan the employee participates. It is
frmportant to note, however, that in practice, most Cities pay some portion of this cost on
behalf of the employees

Normai Cost: Less the employee contribution, If made, this is the amount required o
pay for the bencfits that were earned In the prior year for the (expected) life of the
employee in retirement, This is determined through rigorous actuarial valuations taking
many variables into account, including retirement age, life expestancy, and probability of
disability. Normal Cost tracks very closely with the degree of Benefits being offered.
That is to say, discrete cost incteasses occur to this component of the ARC with each
benefit enhancement proportional to the cost of the benefit. Without benefit
enhancements, Normal Cost rémains relativaly flat over time,



Past Service Gost: Whenever the plan assets (all previously paid ARCs), including
ROI, become insufficient to pay the actuarlal accrued cost of benefits, an unfunded
llabi izty exists. This deficit must be made up in the form of Past Service Cost. This
component of the ARC Is largely proportlonal to unfunded liability, Increasing as the -
unfunded liability goes up to begin paymg down the debt: For many Citles surveyed,
Past Service Cost is approaching and in some cases already exceeds Normal Cost, -
Later, this report will discuss the three most often clted reasons for unfunded liability:
market losses (RO! lower than the assumed rate), retroactive benefit enhancements,

~and other accumulated actuarial assumption changes (e.g., longer life expectancy,

demogyaphic changes).

CalPERS Menu Optons

Each CalPERS plan has numerous bensfits that are inherent to the plan itself.’® In

-addition o these benefits, CalPERS offers a wide range of menu options that can be

thought of as upgrades or enhancements to the base plan. They are foo numerous to
list but include the following:

= Annual cost—of—llving allowance (COLA) increase

* Emp!oyer—paid member contribution (EMPC)

« Credt for unused sick leave ' ;
= [mproved industrial and non-indusirial disability -

= Special death benefits

W Survivor benefits

» Varlous military and public service credits.

Each enhancement selected results In quantifiably larger ARC payments, One cannot
conclude from the plan name that it is necessarily more or less generous than another
plan of a different name. For this reason, the Grand Jury's investigation concerned -
itself not with the [ssue of what specific Benefits were being provided but rather what
was the total cost of providing the Benefits expressed as a percent.of paytoll. Cities and
CalPERS experts agreed this Is a sound methodology for comparing cities of different
sizes. '

8 See Appendix C Glossary for definition,

" For a more detalled disousslon of menu options, go to www.calpers.ca.gov.



Sensitivity to Expected ROI

All Cities and all CaFPERS representatlves interviewed consistently told us that

* gomewhere betweesn 65% and 70% of the money to pay for Benefits comes from the

ROI of previously accumulated ARC payments. This cannot be emphasized enough.
The Citles spoke 1o their brden in struggling to meet ARC obligations in light of budget -
constraints, but these ARC payments cover only about 30% of the amount necessary to
cover the cost of providing these Benefits. A critical actuarial assumption is the
expected ROI, which is currently assumed to be 7.50% after expenses for pension. The
aciual average ROI over the last ten years has been 6.1% as depicted in Figure 1. The
result of this undetparformance is higher unfunded liabilities, lower funded ratios, and
larger ARG payments (in particular, the Past Service Cost component of the ARC as -
discussed above). Discussion of San Jose's ROI Included in this figure is deferred untll
later.

e
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Figure 1: Actual Return on Investment Compared to Assumed and Dow Jones'"

CalPERS lowered the assumed ROl from 7.75% to 7.5% at a March 14, 2012 meeting.
Last year this same recommendation was rejected. This year, a 0.5% change was
recommended and only a 0.25% change was approved. Table 2 below is excerpted
from “Pension Math: How California’s Retirement Spending is Squeezing the State
Budget” written by Joe Nation from Stanford Institute for Economic Policy Research.

17 DJIA is calendar year and other data are fiscal year



Tah]e 2 Ca[PERS Return on Investment Analysus ‘

“Two key points In Table 2 are:

x  According to this analysis, there is only a 42.1% chance of meeting or exceeding
an assumed Investment rate of 7.75% as.highlighted in the table. It should be
noted that the ROI assumption was recently reduced o 7.5%.

= Dropping down to a more conservative 6.2% investment rate (still higher than the
. 8,1% average for the last ten years) Is recommended by many leading
sconomists and recognized financial experts. The corresponding funded ratio
reduction would result in Increases fo unfunded labilities and significantly higher
ARC costs. :
Sunnyvale projects this modest CalPERS-approved reduction of 0.25% In assumed ROI
will Increase its ARG by 2.3% of payroll for MISC employees and 3.8% of payrall for
Public Safety employees, totaling nearly a $3M increase per year in ARC paymenis. As
shown in Table 3, Sunnyvale’s pension cost was just over $25M. So, a $3M Increase
represents a 12% increase, CalPERS and pension experts we spoke with asserted that
the cost of each additional 0.25% reduction In assumed RO} is not linear and warned
extrapolating this cost increase would result in underestimating the total cost impact.

Unfunded Liability & Funded Ratic

Unfunded Liability is the unfunded obligation for prior benefits, measured as the
difference between the accrued liability and plan assets. When using the actuarial value
of plan assets, it Is also referred to as the Unfunded Actuarial Accrued Liabllity (UAAL),
In everyday language, it is the difference between the cost of the beneﬂts already
earned and the amount currently paid; It is the amount due,

" As of June 30, 2011




Table 3: Unfunded liability for pension and OPEB for all Ia'i;é'e cltfes
shows the total for these nine cities fs nearly $78

Santa Clara County $1,455,835,322 $1300 000 000 | $2,755,835,322 $1,547
Cupertina $18,581,728 418,069,366 $36,651,004 $620
Gilroy ' $35,100,000 $4,800,000 | $40,000,000 $810
Milpitas $70,166,076 |  $31,230,798 | $101,397,773 |  $1,518
Mountaln View $104,121,206 $20,396,467 | $133,517,763 $1,803
Pelo Aito $163,041,000 | $105,045,000 | $258,888,000 $4,021
San Jose™ $1,434,606,471 | $1,706,081,881 | $3,140,778,352 $3,320
Santa Clara $223,867,047 |  $28,855,000 | $247,522,047 $2,125
| sunnyvale $140,300,000 f  $92,800,000 | $242,100,000 |  $1,728
Total | $3,645,410,739 | $3,311,378,512 | $6,956,789,251

The Funded ratio is the market value of assets at a specified date, over the accrued
actuarial liability as of the- same date. While technically accurate, these definitlons
provide no insight info the causes of what have become large unfunded, liabilities and
corraspondingly low-funded ratios. The Grand Jury leared from CalPERS that the
three primary reasons for unfunded liabilities are the following:

*  70% of the unfunded llabilities is affributable to market petformance
" 15% of the unfunded liabllities Is attributable to retroactive benefit enhancements

» 15% of the unfunded liabilities is aftributable to other actuarlal assumption
changes.

The percentages shown above are "rule of thumb" values ascording to the CalPERS
representatives; individual City percentages will vary.

Key‘Survey Results
With tfme basic concepts of public penéion benefits understood, the Grand Jury prepared

a survey to gather information from the Cities. Survey responses and all supplemental
data provided by the Cities were analyzed to answer the following guestions:

" 1% Numibers reflect data provided in survey responses,
2 Exciuding Mayor and Gouncll Member Plan,
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- x  What is the total amount of unfunded liabilities?

x What is the total cost each year to provide Benefits and at what rate is the cost
going up per year’?

»  Why are OPEB funded ratios so low?

»  When were Benefit enhancements enacted and how do they impact unfunded
liability?

»  What progress is belng made to control escalating costs?
“m Why are public Benefits so different from ptivate sector Benefits?

» Do vacation, hollday and sick leave policles In the public sector differ from those
that are commonly found in the private sector? i

Unfunded Llablhtv (Larga Debts)

Table 3 tabulates the unfunded liability for both pension and OPEB for all large cifles not
belonging to a risk pool and shows the total unfunded llabmty for these nine cities is
nearly $7B. Clties having fewer than 100 employees in a given penslon plan (Campbell,
Los Altos, Los Altos Hills, Los Gatos, Monte Sereno, Morgan Hill, and Saratoga) are not
included because they belong either entirely or in part to a risk pool.” CalPERS currently
doas not provide this information to the Cities in the risk pool.  Los Gatos and Morgan
Hill, for instance, do not know their portion of a $3,615,314,403 unfunded liability
associated with the Public Safety risk pool to which they belong. While Monte Sereno
and Los Altos Hills did offer an approximation of their portion of the risk pool liability,
CalPERS representatives recommended against.using the estimatlon and as a result
dre not included in Table 3. The Grand Jury has leamed the Government Accounting
Standard Board (GASB) is consldering a policy change to require the Cities in the risk

-pool! 1o report individual unfunded llabliity. Many Citles surveyed focused primarily on

minimizing the ARG payments, the shori-term cost due, as opposed to addressing the
larger, endemic problem of its unfunded Hiabllity. This is problematic because minimizing.
ARG payments today at the expense of addressing the growing unfunded liability
means shifting the costs to the future, hoping market improvements will solve the
problem. If the market does not improve, taxpayers may face increased faxes or
reduced services In the fufure.

Using 2010 census data obtained from http://www,sccgov.org together with the data in
Table 3, It Is possible to estimate the amount owed by each-resident fo pay down
curtent Benefit debts in the Cities. For example, each resident of San Jose owes -
$3,320 to the city. As residents of the County, they also owe an additional $1 ;547 to the

* See Appendix G Glossary for definition,
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County.# But while this would pay down the cuyrent debt and sié’ﬁiﬁcant!y reduce ARC
payments, it does nol guarantee staying out of debt going forward,

High Cost of Benefits {ARC) . . . and Getting Higher

The acoumulated City cost of providing annual Benefits in FY2010 was $667,215,205
as shown in Table 4. While it is useful to know the annual cost of providing Bensfits i Is
not possible o judge whether or not any City is paying a disproportionate cost due fo
the size variance of the Cites (large Cities are expected to pay more because they have
more employees). For this reason, the Grand Jury chose to compare the Citles by
expressing the ARC as a percent of payroll. Cities and pension expers agreed the

- Grand Jury's method of making this calculation was correct. That sald, the same values

shown in Table 4 are also shown in Flgure 2 expressed as percent of payroll separating
pension, OPEB and Social Security as applicable.

Tahle 4 Countywide total cost of providlng annuai Beneﬂts in FY2010is’ $667 21 5:205

Santa Clara County $235,630, 042 $00,000,000 $65, 136 480 | $390,768, 472
Carmnpbel $2,728,302 $206,220 $2,034,522
Cuperting_ $1,841,360 | $7.816,760 $9,488,110
Gilroy $4,800,000. $186,334 $5,086,334
Los Altos $1,842,949 $19,505 . §1,862,454
L.os Altos Hills $180,021 $203,000 $393,021
Los Gatos $2,968,200 $048,845 $3,908,054
Milpitas $7,164,473 { _ $3,356,836 . $10,521,300°
Monte Sareno $125,713 $0 $37,863 $163,576
Morgan Hil $2,763,818 $15,119 $2,778,937
Mountain View $8,920,665 $4,376,387 $13,308,072
Palo Alio $190,064,080 |  $9,019,000 $28,083,080
San Jose $106,881,000 | $84,147,000 $141,028,000
Santa Clara $20,067,754 | $2,115,643 $3,404,639 $25,868,036
Saratoga $917,228 NA{ - $817,228
Sunhyvale $25 300,000 $3,040,000 $28,240,000
Total | $442,394,624 | $156,151,640 $68,608,932 |  $667,215,205

# Note these figures are per resident, not per househeld, and exclude an additional state penslon lieblity

ali Galifornia residents bear, which |s outsuie the scope of this report.
" # Many Cltles, but not all, provided separabla “sldefund” expenditures from ARG,

! May include money spent over and above ARC payment.
* Only MISC employaes in Santa Clara County, Monte Sereno and Santa Clara participate in Social

Seourity,
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As shown in Figure 2, the cities of Gampbell, Los Altos, Monte Sereno Morgan Hill and
Saratoga pay less than 20% of payroll towards Benefits while the remalhing citles pay
more than 20%. Cupertino, Palo Alto and Sunnyvale pay in excess of 30% of payroll

" towards Benefits. The survey results further Indicated that Mountaln View is notewarthy

because it offers similar plans as Cupertino, Palo Alto and Sunnyvale but at lower cost
to the city through cost sharing with employees, who pay- the entire employes
contribution (8% for MISC and 9% for Public Safety) plus some negotiated portion of-
that clty's cost In the range of 1.5% to 6.8% depending on job type. Cupertino, Palo
Alto and Sunnyvale In contrast to Mountain View, pay some portion of the employee
gontribution with Sunnyvale contributing the most (7% of the required 8% for MISC
employees and 8% of the 9% for Public Safety employees).
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) ] f . :
Compating the Sunnyvale pension costs expressed in percent of payroll to Mountain- -
View (same plans) demonstrates .that employee contributions toward the cost of
pensions is just as effective at keeping the cost under control as curtailing the level of
. pension benefits being offered. Motntaln View actually compares favorably o other
clties offering lower benefits, Table 5 summarizes the Citles’ plan{s) and the amount
contributed by employees.

For those Cities that elected to participate in Soclal Security (MISC employees in the
City of Santa Clara, Santa Clara County and Monte Sereno), the cost fo the city has
been added to reflect the totat amount the oity is paying toward emp[oyee Benefits,

The survey.responses conveyed how much pension and OPEB were expected fo rise
during the next five to ten years. Most Citles responded using projections from the
latest actuarial valuations, which estimate contributions as a percentage of payroll
-rather than In dollars.  In the case of pension, these valuations are performed by
CalPERS and in the case of OPERB, the valuations are performed by an actuary firm
under contract to the City. All Clfles’ Benefits costs are trending up, in spite of optimistic
assumptions regarding the ROI that has been shown 1o be of paramount importance.
Projected San Jose cost increases are discussed separately in subsequent sections.

Unfunded Retroactive Pension Benefit Enhancements -

" When a City amends its contract with labor unions to increasé the pension formula (6.g.,
2% @ 55 10 2.5% @ 55) the increased benefits apply refroactively to all prior years of
setvice. The retroactive application of the Increase results in an increase In- the
unfunded liability and requires an increase in ARC payments by the City. The reason for
the increase in ARC payments can be illustrated by this example:

Assume an employee has worked for iwenty-five years and has paid into the

- system all those years, The City leaders now approve a refroactive benefit
enhancement without funding the retroactive period. Immediately the
employee’ and employer have sffectively underpaid for the enhanced
unfunded benefits portion for the previous twenty-five years. The difference
between what was actually paid and what should have-been paid to provide
the enhhanced benefit adds to unfunded lability, which mcreases ARC
payments, This Is now a new liabflity o the taxpayer .

In question three of the Grand Jury questlonnalre (Appendlx B}, Citles were asked fo list
any significant pension beneflt changes that have been made-over the past ten years.
Table 5 summarizes the responses received hy the Grand Jury. As the fable shows,
most Cities have increased pension benefits within the last ten years. When asked how
much these benefit increases changed Unfunded Liabilty, most cities provided the
CalPERS provided answer of 15%. However, Cupertino stated that bensfit changes are
responsible for 26% of their Unfunded Liability and the Clty of Santa Clara cited 24.6%..
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Table 5: Pen,sion Benefit Plan Changes."n

45k Tler Plan i [d 20d Tier Plan
. mployes Pa ! Employee
Name of Clty/County | Te2F _ Contribution Plan Year Pal
W, _ " ::ea Original Plan Benafls Incraase FY gg}:ﬂ(iar Name Adapted | Contributio
- 58 Responses) n
Tounty of famta Clara 2007 | MISC 2%@55 MISCto 25%@55 2.931to5% | Nane
' Pubiic Safaty to
County of Santa Clara 2001 | PublicSafety 2% @50 | 3%@SC 05to8% | None
. MISC
Camphell 2002 | WHSC 2%@55 MISC fo 2, B%@S55 7% | 2%@60 Wil %
Publlc )
: Public Safety to Safaty
Camphall 2001 | PublicSafety 250@50 § 3%@50 8% | 2%@s0 2010 9%
Cuperting 2007 MISC 2%@55 MISC 1o 2,75 @55 2% | None
Gliray 2006 | MISCZ%@55 MISC to 2.5% @55 8% | None
' Pollce, )
Gliroy 2002 | Police 2%@50 pelice to 3% @50 9% | 2%@50 2011 9%
' , : Fire
Gllray 2007 | Fire 2%@50 Fira to 3%@55 g% | 2%@55 UL 7%
Los Altes 2004 § MISC 2%@55 MISCto 2.2% @55 T 1% | Nonha 1
. Publlc safatyto
Los Altos 2003 | Publlc Safety 2%@50 | 3%@50 1% | Nohe
MisC .
Los Altes Hills® MISC 2%@55 Naohe 0% | 2%@60 2011 7%
Los Gates 2008 | MISC 2% @55 MISC to 2.5% @55 8% | 2%E60 2012 7%
Public Safety Public Safety to
Los Gatas 201 | 2.5%@55 3% 60 9% | None
Milpltas 2002 | MISC R%@E55 MISC to 2, 79855 B .| 29%@60 ;2014 9%
Pukie Safety to ’
MilpRas 2000 [ Publlc Safety 2%@50 | 3%@50 0% | None
. ’ Na penslon
Monte Sereno® MISC 2%@55 benefit changes 0% | None
Moazgan Hill 2008 | MISC 24@55 MISCte 250 @55 8% | Noma
’ Publlc Safety
Increase to
Morgan Hil 2002 | Public Safety 25%@50 | 3% @50 9% | None
MISC Ingraase to
Mountain View' 2007 | MISC 2%@55 2,7%@55 A%+ | Nope
Publie Safety
iherease to
Wountain View 2001 | Publle Safety 2%@5¢ | 3%@50 9%+ | Nong
MISC Increase to
palo Aka 2007 | MISC2%@55 2,.7%@55 2955 7% | 2HEEQ 10 2%
Pubile Safaty
Increase to
‘Pale Alto 2002 | Publlg Safety 2%@50 | 3%@50 D%-9% | Nohe
San Jose Federated 2.5%@55 ' 4.68% | None
Zan Jose Publls Safety 33@50 10.50% | None
. MISC Increase to
Sanka Clara 2006 | MISC 2%@55 2.7% @55 B% ) None
Publlc Safety to )
Santa Llara 2000 | Public Safaty 2%@5C | 3%@50 9%6-11.25% | Nohe
No pension
Saratogs® 2% @55 beneflt changes 7% | None
MISC increase to -
Stnrnyvala 2607 | MISC 2MEsS 2, 7%@55 1% | None
Publlc Safety
Incraegsa te
Sypnyvale 2001 | Public Safety 2% @50 | 3%@50 15-3% | Nona

¥ These clties contraet out for pubilic safety services, ovolding a direct benefit lobillty.
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Citles told the Grand Jury that as:recently as 2003, and In 2007 for Campbell and Los
Altas Hills, their plans were over funded. Assuming this trend would continus, Clties
thought they could enhance Benefits without significantly increasing thelr costs,
Analysis was performed to prove the enhancements could he funded. In hindsight, this
did not prove to be the case because the analysis assumed the optimistic ROI would be
achieved.

The County and a few of the clties attempted to recover some of the Increased cost by -
increasing the employee paid contributions and by ellminating previously. enhanced
menu options. The Grand Jury learned that in some cases adequate funding was not in
place to pay for the enhanced pension benefits at the time they were granted. Without
~ solid plans fo fund increases In pension benefit plans, Cities pushed the impact of these
. Increases to future generatlons of taxpayers. .

Nearly every Clty demonstrated an historical pattem of granting unfunded benefit
enhancements as discussed "here. This practice is beginning to change with the
adoption by a few citles of second tler®® plans that extend retirement age and reduce
Beneflt costs.

Table 5 shows that eight cities have adopted second tier plans. Other Cities may be In
~ the process of adopting second tler plans but cannot report this fact because of ongoing

union negotiations. Note that all new second tier plans continue to be the defined
benefit type; none have adopted any form of defined contribution elements.. Wh|le the
creation of second tier plans will reduce the cost of providing pension benefits,?’ these
savings will not materialize for many years. All risks assoclated with market losses
remain with the Cities, and ultimately the taxpayers. Increasing employee contribution’
rates, subject to labor agreements, is the most effective method of controlling cost In the
shortest amount of time,

Low OFEB Funded Ratios

As shown in Table 6, OPEB-funded ratios are low. These OPEB low-funded ratios and
c:orrespondlng high unfunded liabilities are of concern to the Grand Jury, Cities are
required to “pay torward"*® for pensions, but not for OPEB. As a result, many cities only
pay the mininum required io cover the current annual OPEB cost; no exira is paid to
defray the cost of all current employees when they retire. The Cities refetred to this as
the "pay-as-you-go” strategy and results in very low-funded ratios—even zero percent.
This strategy has resulted in San Jose's OPEB being $1,706,081,881 underfunded
(refer back to Figure 2 for a comparison of San Joses undeﬁunded status relative to
other clties and the County)

* 506 Appendix C Glossary for definiion.

At the tme of this report, the Grand Jury is not aware that Citles are consldering OPEB changes In
second tiet plans. ) .

28 See Appendix G Glossary for definition.
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Table 6: OPEB Funded Ratio-
& 6)— ST

Santa Clara County 10 10%
Campbell 4.00%
Cupertino™® . 0%
Gilroy 0%
Los Altos 0%
Los Altos Hills ' 23.40%
Los Gatos 2.70%
Milpitas 24,18% |
Monte Serene ' 0%
Morgan Hill 0%
Mountain View . 55.90%
Palo Alto ' 19.00%
San Jose™ ' 12.00%/6.00%
Santa Clara 22,80%
Saratoga N/A
Sunnyvale™ 0% ;

Mountain View, Sunnyvale and Cuperiino are cormmended “for having begun to

implement a “pay forward” strategy, which demonstrates fiscal responsibility. One San
Jose public official interviewed stated that the reason San Jose was not fully funding

OPEB is that it could not be done without signlficant curtailment of services, effectiveiy :

shifting the burden of payment to future genetations.
Public Benefi ¢ Comparison to Private Sector Benefits

To put pubic employee Benefits into perspective, consider the average pension for
Public Safety employses in Palo Alto retiring between the.ages of 51 and 54 with 30
years of service Is $108,000. In Sunnyvale, the same employee receives almost
$102,000 per year. The most common pension plans offered to public employees who
spend thelr entire career in the public sector not only d:scourage employees from

 Some 2010 data is derived fram 2009 Actuarlal Valuations

% 1n 2010 and 2011 the clty made payments of nearly $6.5M In excess of ARG to bring this up to 35.6%
.¥! San Jose has separate OPEB funds for its employees ' :

%2 10 2011 the clty pald $32M in excess. of ARC but impact on funded ratio has 1ot yet been determined
via aotuarial evaluation
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continuing to work beyond the age of 50 or 55, they. penalize them for doing so. The
CalPERS reported average pension of under $30,000 per year is misleading because it
fails to recognize persons who receive multiple pensions. The Grand Jury learned that
some employees actually earn more n retirement than they did whlle employed.
Further, the ratio of active employees to refirees was found to be three to two,* With -
budget constraints leading to staffing reductions and as the baby boom generation
approaches retirement age, this retio Is expected to continue downward, placing

-additional financlal burdens on the Cities.

Public benefits are overwhelmingly of the defined benefit type (refer to Appendix C for

the differences between defined benefits and defined conttibutions). While some
private sector companies continue to offer defined bengfits, the clear trend in the private
sector Is to fransition away from defined benefits in favor of defined contributions,
thereby. transferring the risks associated with market performance from the employer to
the employee. An additional advantage of the defined contribution is that it leads to less
volatile City budgets over time because the cost of providing benefits Is constant, hot

varylng overtime to compensate for market performance. ' '

Determining in any meaningful way what might be considered “standard” private sector
benefits for the purposes of comparing to public sector was clearly outside the scope of
this investigation. That said, Bureau of Labor Statistics surveys show the majority of
private pensions include participation in Social Security and a defined contribution plan
such as a 401k. The employee and employer each contribute 8.2% of salary (currently
up to $110,100 in salary) per year, to pay for Sccial Security benefits.

While the particulars of 401k plans vary widely, the surveys show that the majority of
employees receive some form of matched savings plan described as follows. - For every
dallar the employee confributes to thelr own 401k, the employer will contribute some
amount: 50 cents or less for most employees. Employees may be limited to the amount
they can contribute and employers limit the amount they contribute by specifying that
employer contributions cannot exceed a set percent of salary: four percent or less for
most employees, As descrlbed, the majority of private sector employzes contribute
more than 50% of the total cost toward their own pensions (exactly 50% in the case of
Soctal Security and greater than 50% of the 401k since an employer only contributes a
portion of every dollar the employee contributes). Using 65 as a traditional retirement
age, the differences between public and private benefits are summarized in Table 7.

The Grand Jury reviewed the survey results and bbsetved the folléwing for all first tier
plan employees: -

Al Public Safety employses, except Giiroy fire,* quallfy for full retirement
benefits no later than age fifty (assuming at least five years of service)

® Helf the Citles surveyed currently have more refiress than employees,
34 Gllroy fire recelves the same at age fifty-five rather than age fifty.
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» All Public Safety employees, sxcept Gilroy fire,% with thirtyyéﬁa'rs of service credit .
recelve no less than 90% of thelr salary In retirement, not cons;dering annual
COLA increases . :

x Al MISC employees qualify for retirement benefits no later than age fifty-five
(assuming at least flve years of service)

Table 7: Sample comparison of MISC Public versus Private Benefiis™

Fercent of salary contributed by amployee 7-8% 14 -16%
toward Benefits

‘ Age penslon may be drawn withouf an age- B5 | ‘ 65
rolated reduction in eligible amount .

Employee contribution for every dollar of - Bog® $1.40°
employer contribution -

Retirement Income expressed as a percent of 87.5% " 66%*
salary (assuming the retiree reaches full plan
benefit age and works 35 or 45 years, -l

respectively) _ .
Who bears the Hsk If market underperformg? Taxpayer Employee
Is subsidized retlres healthcare availabla? Generally Yes Generally No

» The ma_;orlt of MISC employees who work 35 years recelve 87.5% of thelr
salary 1 retirement before annual COLA | rncreases

% Gliroy fire recelves the sama benefits af thirly-five years éewlqe rather than thirdy years,
% The table is Intanded for comparison; it is not representative of all situations, '
¥ Represernted by pariicipant In 2.5%@55.

% Represented by partlcipant in Soclal Security and 401k Savlngs ptan where émployes contnbutes 8%
salary and employer matches 50 cents per dollar,

® Based oh CalPERS data for 2041, Aciual varies by clty; ¢an be as high as 50¢ or as low as 5¢.
* Based on the Bureau of Labor statistos. |

1 This number assumes a $750K In retirement savings.

% L os Altos Hills, Monte Sereno and Saratoga are exceptions recelving 70% of salary,
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In consideration of these statistics, Iand as shown in Table 7, the gi;and Jury concludes:.

» Full pension s attained at an earlier age in the public sector than in the private
sector — some by ten years or more

* Pension earned, expressed as a percentage of salary, is greater in the public
sector than in the private sector even after adjustment to account for non-
participation in Soclal Security

. Employees In the public sector contribute less towards their pe'nsion plans than
their private-sector counterparts '

LB Taxpayers in the public sector bear the risk of ROl and actuarial assumptions
gssoclated with the penslon plan; wheteas employees in the private sector bear
the risk of market performance.

The Grand Jury acknowledges wages and salarles are a large portion of Cities’
budgets, and 'when salaries escalate thls further exacerbates budget shortfalls, It may
be asserted that public sector salaries are lower than thelr private sector counterparts,
thus, justifying more generous public benefits. Readers can explore whether this
assertion is frue by accessing publically avallable salary data.

Accrued Sick Leave Can Be Rei_m_bursec__l

In general, the survey revealed no significant differences between the Cities in regard to
holiday, vacation and sick leave policles. However, If Is noted that all Cities surveyed
except Gilray, Monte Sereno, and Sunny,va!e either reimburse for accrued unused sick
time or permit It to be converted into service time for purposes of determining pension.
. Often reimbursement is at discounted rates and other timas the amount of sick time that
.can be accrued is capped. Gilroy, Monte Sereno and Sunnyvale responded “No” to the
survey question asking if accrued sick time is paid upon retirement, without proffering
whether or not it could be converied into service time. However, the Grand Jury learned
that sick time conversion to service credit is a common CalPERS benefit for all
members of risk pools.

The survey revealed that the Gity of Santa Clara grants fire personnel on 24-hour shifts
288 hours of sick leave per year. Up to 96 hours per year can be accrued and paid
(discounted fo 75% of their houtly wage equivalent) for employees wlth 25 or more
years of service.

San Jose’s Plan

San Jose is the only city that does not use CalPERS to provide pension benefits {with
the exception of the Mayor and Councll members who get bensfits in accordance with
CalPERS 2%@@55 plan). San Jose public employees have two independent plans:
Federated and Public Safety. Federated Plan members are equivalent to those ih a
CalPERS Miscellaneous Plan. Public Safety members (police and fire) in San Jose are
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identical to Publlc Safety members in other Cities. The San Jose Federated and Public
Safely plans share commonality with CalPERS 2.5%@55 and 3.0%@50 respectively
with the following key differences:

» COLAis a guaranteed 3% compared to CaIPERS’ not-to-exceed 2%
» Employee-to-employer conttibution rafio of three to eight (3:8)

= Money is invested and managad by' the two governing Boards (the Federated
Plan Retitement Board and the Public Safety Retirement Board) rather than

by CalPERS, and San Jose performs its actuarial valuations independent of -
CalPERS

» San Jose participates in a Supplemental Retlree Bene’r" t Reserve (SRBR)
program.

Each of the major differences cited above is discussed in more detail below.
3% Guaranteed COLA ' ' ,

San Jose provides a guaranteed 3% COLA increase every year compared fo a -
CalPERS base COLA which Is “nof to exceed an accumulated 2% per year.® The
Grand Jury is unable to quantify the additional cost of increasing COLA. As mentioned
previously, CalPERS does provide menu options for increased COLA (including 3%),
but no other Cities have opted for this increase, clting cost as a reason.

Three~to-Eight (3'8} Employee Contrihution Ratio

For every eight dollars San Jose spends on the Normal Cost of providing beneﬂts
(excluding the Past Service Cost portion of benefits that the employer pays entirely™)
employees contribute $3-dollars. This differs substantially from CalPERS, which sets .
employee contribution as a percent of salary-between 7% and 9% depending on the
plan. As noted in Table 5, many Cities pay much of the employee contribution on behalf
of the employees, further complicating any comparison, As noted In Methodology, the
@Grand Jury is reluctant to Interpolate the data provided. - The San Jose survey response
shows that Federated employees pay 4.68% (of payroll) toward penslon, which
compares to CalPERS' MISC plan at 8%. San Jose’s Public Safety employees pay
approximately 10.5% {of payroll) toward pension, which compares to CalPERS’ Public
Safety plan at 8%.

# As a function of Inflation, GalPERS GQOLA has a clause protecting refirees from losing more than 20%
oftheir buying power in retirement which could resull in increases greater than 2%, When CPl is less
than the 2% promised, CalPERS COLA also entalls “banking” of COLA as unneeded creadits that can be
applied when CP} is greater than 2%. This resulls in annual GOLA increase In excass of 2% when the
Pl excoeds 2%.

#The raflo of Past Service Gost fo Narmal Cost {expressed In Percent Payroll) for Federated and Pubilc
Safely arer 15.58/12.76 and 22/27 respectivaly
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"From a cost perspective, there is Insufficient data to determine If the 3:8 ratio results in
het savings or increased cost to San Jose, compared to the CalPERS plan. However,
excluding Past Service Cost from any form of employee cost sharing does result in San
Jose paying a higher portion of the ¢ost of providing Benefits.

Self~Managed Investing o

The Federated and Public Safety Boards independently manage approximately $2B in
assets each (approximately $4B total), Both currently assure a 7.5% RO, similar o .
- the recently adopted CalPERS ROI. As with CalPERS, these Investment returns are
expected to pay the majority of the costs for providing benefits. It is critical, therefore, to -
compars the actual investment performance fo what Is actuarially assumed, and it is -
. useful to compare San Jose's investment performance to CalPERS.

As was shown in Figure 1, both Federated and Public Safety ROI for the last ten vears
has been below the actuarial assumptions but slightly better than what CalPERS did in
the same time petiod. San Jose did not. prowde RO data for 2011. The DJIA Is shown
in the figure for comparison ptrposes and is intended to show that both San Jose and
. CalPERS cutpetformed the general market {represented by DJIA) by a wide margin, yet
still fell below the aptimistic actuarial assumptions so critical to economic viability.

The largest advantage of managing one’s own plans would seem fo be the added
flexibility it affords the city in tailoring retirement formulas to meet the needs and means
of the city. Although there is little evidence the city Is using this advantage In the current
. first fier plans (as noted, San Jose plans are both very similar to CalPERS: plans -
- offered), this advantage may be utilized if and when second tier plans are developed.

Supplemental Retiree Beneﬂt Reserve {SRBR)

Recall from Table 3 that the combined pension unfunded liability for both the Federated
Plan and the Public Safety Plan is $1,434,698,471. As has already been discussed
and demonstrated, the largest single confributor fo this is when the achieved RO falls
shott of the actuarlally assumed ROI. With this in mind, it is difficult to comprehend how
Jresponsible financial management would allow withdrawal of any portion of excess ROI
whenever the market actually does out-perform the exgected rate to be used to pay
dividends In the form of an additional “hirteenth check™ to refirees. But this is exactly
what the SRBR doas. In the case of the Federated Plan, the market must only exceed
the expected rate In a single year to permit withdrawal of a portion of the excess RO1 for
that year. For the same thing to happen in the Public Safety plan, the running ﬂve~year
average must exceed the expected return rate to permit withdrawal,

4 Generally, & windfall dividend payment.
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it. should be noted that San Jose has'temporarily Suspendeah'the SRBR payouts. -

- Although San Jose has suspended payouts, the funds remain In the account and San

Jose has hot used the payout to pay down its underfunded liability. In fact, the
suspension merely delays sventual payment to retirees in the form of even larger
“thirteenth checks.” A better use for these excess funds might be to retain them to pay
down the underfunded Bensfits, as long as an underfunded iiability exists.

) Whv Such Varlance with Estimated Future B Beneﬁt Gosts‘?

Much has been written regarding the predicted ARC cost for San Jose in FY 2015/2016.
Published estimates vary in the range of $400M to as much as $650M. The latter figure

-represents a more than doubling of the current ARC of $245M per yearﬁa rate of

increase not seen In any of the other Ciiles,
The Grand Jury interviewed several key personnel assoclated clossly with these
predictions fo determiné why there is so much variability inthe estimates. In particular,
the Grand Jury wanted to answer the following questions:

Were these predictions based on sound, factual data'?

" Does $650M represent a worst case humber of could it be hlgher?

* The Grand Jury learned that a large set of assumptlons factor intoany actuarial

valuation and many of these assumptlons have complex Interdependencies with one
another. The actuarial valuation itself is a Hgorous, precise mathematical calculation
based upon these assumptions.

The ARC value can vary, from 400M to $650M or higher, when assumptions are
adjusted. Just two of those actuarial assumption changes, by themselves, account for
$120M of the $250M difference betwsen the hlgh and low estimate. These two
assumption changes are:

= Longer Iife expectancy of Public Safety employees™ than previously assumed
x  Lower RO rate. -

Key personnel assoclated with making actuarial predictions gave an example where
ingreasing the life expectancy of police and fire to be closer o the life expectancy of
miscellansous employeas would increase the cost by approximately $40M. This Is a
reasonable assumption change fo consider since it reflects demographic changes that
CalPERS also has begun fo reflect, In another assumption query, if the ROl were

* CalPERS has been recognizing this trend and several Ciles cited this as being a cantributor to’
unfurded Hability
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fowered by a whole percentage point to 8.5%, more in line with'gétual RQI for the last .
ten years, this would contribute an additional $80M fo the cost of ARC. Importantly, the

" rationale for exploring a lower ROl was not to bring it into agreement with. recent

earnings history, but to move San Jose’s portfolio from one of high risk- and high
volatllity to a position of low risk and low volatility.

The $650M per year cost estimate is not a worst case number, Pension experts the
Grand Jury interviewed stated -that other actuarial assumption changes, within reason
and easily justified, would result in ARC costs even highsr than $650M per year. The
Grand Jury understands thaf exploring these actuarial assumptions is justified. They -

“help bring attention to the severity of the Benefits crisis and abate the trend of pushmg

financial problems to future generations of taxpayers

Conclusions

Very optimistic actuarial assumptions result in lower ARC costs, leading to.insufficlent
funding and causing unfunded hablllties. The most critical of these is the RO, which is
generally assumed to ba 7.5%%. The actual RO for the last ten years has been 6.1%.
This underperformance Is the Iargest contributor fo the Cities' combined unfunded
liability of over $7B. Future taxpayers are respongsible for paying benefits that are being

‘earned and collected today. Lowering the expected ROl—as recommended by leading

econoimists and recognized financial experts—significantly increases ARC ‘and further
exacerbates attainment of balanced budgets. Public employee Benefits, especially after
being enhanced refroactively, have been shown to be more generous than those found
in the private sector and at an eadier retirement age. The amount a public employee
contributes toward benefits is shown to generally be less than an employee in the
private sector. As a result of lowsr public employee contribution rates toward their
retirement, increasingly large ARG costs must be funded by taxpayer dollars. Ignoring

* this largesse will result in increased taxes combined with reduced services.

Average pensions are often cited in the range of $30,000, but these statistics can be
misleading.” For instance, they include persons whose careers lasted five years or part-
time. employees: with longer service periods. Likewisg, it can include ermployees who
work an entire career in the public sector but for different public entifies over the course
of their careers. Each city that the employee worked for pays only its pro-rated portion
of the retirees pension. Thus, the employes's actual pension Is larger than the portion
a’ftr[butab[e to each public entlty

Tier 2 plans that Citles are implementing offer a modest reduc{ion to the future Iiébility,'
but do not significantly impact the unfunded liability in the short term. To address the
short-term cost of the public Benefit cisis, possible solutions may be found in two

7 Sorme OPEB RO are at lower values.
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elémenis of private sector benefits. The first is the need, to reduce the level of beneflts .
~ to be more comparable to those found in the private sector, inclusive of extending
- refirement age. Second, public employees must conitibute a greater share towards
their Benefits, particulatly those employees ‘who reteive enhanced Benefits. Such
solutions will reduce the burden the unfunded Benefits have placed upon current and
future taxpayers.

As fo the question of defined bensfits versus defined contributions, public Benefits
continue to be based on a defined benefit model versus the defined contribution model”
that private Industry has moved foward. The defined contribution maodel works well in
the public sector. It offers a working sclution fo the public sector as a means of
" reducing the risk of high-cost deflned benefit plans. Beneflt plans .are heavily
subsidized by pubic sector employsrs compared to the contributions of private sactor
employers

The Grand Jury concludes that until significant modifications are enacted, there is no
doubt that the escalating cost of providing Benefits at the current level is interfering with
the delivery of essential City services and the uitimate cost to the taxpayers is an
unbearable burden. These costs are already Impacting delivery of essential services as
demonstrated by San Jose reducing police and fire department staffing levels, closing
libraries or not opening those newly built, curtailing hours of community centers, and not
repairing pot-holed oity streets. Other cities in the County are likely to face similar
challenges as long as high cost benefit plans face an .underfuhding lability.

- Understanding how Cities created this problem through unfunded retroactive benefit

enhancements, compounded by poor RO, helps taxpayers understand that the pmblem
will not go away on HS own. ,
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Findings and Recommendations

When the term Citles is used below, it includes the following: Santa Clara County; the
cities of Campbell, Cupertino, Gilroy, Los Altos, Milpitas, Monte Sereno, Morgan Hill,
Mountaln View, Palo Alto, San Jose , Santa Clara, Saratoga, Sunnyvale; and the towns
of Los Altos Hills and Los Gatos.

Finding "1

" Public sector emploYees are eligible for retirement at least 10 years earlier than is
common for private sector employses.

Recommendation 1

The Cities should adopt pension plans to extend the retirement age beyond current
retlrement plan ages, ,

Finding 2

Campbell, Gilroy, Los Altos Hills, Los Gatos, Milpitas and Palo Alfo have adopted
second tier plans that offer reduced Benefits, which help reduce future costs, but further
. changes are needed to address today's unfunded liability. Santa Clara County and the
cities of Cupertino, Los Altos, Monte Sereno, Morgan Hill, Mountain View, San Jose, )
Santa Clara, Saratoga and Sunnyvaie have not adopted second fier plans.

Recommendaﬂon 2A

. Santa Clara County and the citles of Cupertino, Los Altos, Monte' Sereno, Morgan Hill,
Mountaln View, San Jose, Santa Clara Saratoga and Sunnyvaie shotild work fo
1mplement second tier plans.

Recommendation 2B -

For Gilroy, Los Gatos, Milpitas and Palo Alte, which havé not 1mp!emented'second tier
pians for MISC and Public Safety second tier plans 'should be implemented for both
plans. o .,

Recommendation 2C

All Cities' new tier of plans should-close the unfunded hab}hty burden thay have pushed
* to future generations. The new tiet should include raising the retirement age, increasing
employee coritributions, and adopting pension plan caps that ensure pensions do not
exceed salary at retirement ‘
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Finding 3

Refroactive Benefit enhancements were enacted by Cities using ovetly optimistic ROl
and actuarial assumptions without adequate funding in place to pay for them.

" Recommendation 3

The Cities should adopt policies that do not permit Benefit enhancements unless
sufficient monies are deposited, such as in an irrevocable trust, concurrent with
enacting the enhancement, to prevent an increase In unfunded liability.

Finding 4

The Citles are making an overly generous contribution toward the cost of providing -

Beneflts
Recommendation 4A

The Cltles should require all employees to pay the maximum employee contribution rate .

- of a given plan.

T

Recommendation 4B
The Cifies should require emp]oyeeé to pay some portion of the Past Sérvice Cost
assocliatad with the unfunded liability, in proportion to the Benefits being offered.
Finding 5

The Cities are not fully fundihg OPEB benefits as evidenced by large unfunded liabillties '
and small funded ratios.

Recommendation 5

The Cities, should immediately work toward iImplementing policy changes and adopting

measures aimed at making full OPEB ARC payments as soon as possible,

Finding 6

_The City of San Jose permits the transfer.of pension trust fund money, when RO!

exceeds expectations, to the SRBR, despite the fact that the pansmn trust funds are
underfunded

27



Recommendation 6.
The City of San Jose should eliminate the SRBR program or amend the SRBR program

to prevent withdrawal of pension trust money whenever the pension-funded ratio is less
than 100%. . . .

Finding 7

The Cities’ defined benefit pension plan costs are volatile, Defined contribution plan -
cosis are predfctab[e and thgrefore more manageable by the Citles.

Recommendation 7

The Cities should fransition from defined benefit pléns to deflned contribution plans as
the new tier plans are implemented. .
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Report
Report Name Date Document Sourge
Santa Clara Courity Comprahensive Annual Finsnclal Report {CAFR} 30-Jun-10 wwi scegov.org/
'Santa Clara County Cnmprehen_siva Annuzl Fln.anclal Report {CAFR) 30-Jun-14 . www.scegovorg/
-City of Campbell CAFR B0-JLn-10 M.cl.campbeﬂ.ca.t.isl
City of Campbell CAFR 30-Jun-11 www.ticampbell.ca.us/
City of Cupertino CAFR - 20Jun-10 WWW cUparting.o
L Clrylof Cupertino CAFR 30-Jun-31 www.cupgﬂinc.orgi
City of Gliray CAFR 20-Jun-0 www.cltyofgilroy.ore/
Cliy of Gliroy CAFR 30-Jun-11 www cltvofidiroy.org/
Clty of Los Altos CAFR - 30-Jun-10 www.cllos-altos.caug/
Clty of Los Altos CAFR 30-Jun-12 www.chlos-altos,caus/
Town af Los Altos Hills CAFR 30-Jun-10 www.losaltoshlis.ca.oou/
Town of Los Gatos CAFR 30-Jun-10 www. townJos-zates.ca.us/
' City of Milpltas CAER 80-un10 | _ www.clmtlpltas.cazov/
Chy of Monte Serepa CAFR 30+un-10 Monte Sereno eity hall
Clty of Morgan Hill CAFR 30-Jun10 www.morgan-hill.ca.gov/
Clty of Morgan Hill CAFR - 30-Jun-11 www, morgan-hlll.ca.gov
Clty of Mountain View CAFR ‘ 30-Jun-10 www‘cl.mtr?vlewgiyg[
Clty of Mountaln View CAFR 30-Jun-34 www.chimtnyiew.ca.us/
Clhiy of Palo Alta CAFR (Revised December 21, 2010) 30-Jun-i0 www.gitvofpaloalto.org/ ,
- City of San Jose CAFR 30-jun-10 www.sanloseca ov/
Clty of Santa Clara CAFR 0-hun-10 www.santaclaraca,gov/
City of Saratoga CAFR 30-9un-10 wWww.saratoga.ca.us/
Clty of Sunnyvale CAFR Vot 20-Jun-10 www.sennyvale.cagoy/
Pension Sustalnabllity: Rising Penslon Gosts Threaten the City's Ability
to Maintain Service Levels - Alternativas For A Sustafnable Future 29-5ap-10 www sanjoseca zov/auditor
Cltlas Must Reln In Unsustalnable Employee Costs (Santa Clara htip://www.scscourt.ora/court divisions/elvil/egl/arand jury, |
Coynty Grand Juty Report) 30-fun-10 shtm] .
: _Runmng on Ernpty {San Mateo County Grand Jury Report) 30-hun-11 www,satmateocourtorgfeoyrt divistons/grand Jury/
Nattopal Compensation Survey: Employee Benefits In Private Industry ’
inthe Untited States, 2005 1-May-07 www.bls.zov/nes/home. him
A Preliminary Analysls of Governor Brown's Twalva Polnt Penslon
Reform Plan {Prepared by CalPERS) 30-Nov-11 www calners.ca govieip-docs/preliminary-analysis.ndf
CalPers Pansion Beneflt Primer , 1-0ct08 | www.calpersresponds com/downloads/Pension Primer,pdé
"' More Panslon Math: Funded Status, Benefits, and Spending Trends }
for Callfornia’s Largest Independant Publlc Braployes Penslon :
Systems 23-Feb-12 | www.cacs.org/images/dimamic/articie Attachmants/7.odf
" Statemant No. 45 of the Governmental Accounting standards Board 30un-04 Santa Clars County Finance Agency -
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Appendix B: Grand Jury Surveylt;“i‘

‘Instructions: Please complets the questions helow. The questionnalre consisis of three sections: Seation 4

covers questions regarding Penslon Benefits, Section 2 govers questions regarding Other Post Employment
Benefits and Sectlon 3 covers questions regarding vacation and sick leave payowt polley at time of
retirament. Insert your responses directly into this file ant refumn [t In your email reply.

Please respond by Dec 10th to this questlonnalre for both the fiscal year ending 6~30~20'f 0 and the fiscal year
ending 6302011, If you have. questions or require additional time, please reply via email as qulckly as
poss:b!e to allow sufficlent time fo resolve Issues. Thank you.

Section 1: PENSION

1.
2,

3

10
it

12.
13.
14,
18,
16,

How many deflned pension plans do you have? Please identnfy them by name and answsr all
subsequent questions for each Identified plan name.
Does CalPERS administer your penslon fund? If not, please identify and describe the manner in
which the pension plan is being admin|stered,
Pleasv provide a description of each defined pension plan ihat you provide fo your emp]oyees
= Atwhat age Is an employee eligible fora pension?
= How many years must an employee work to be vested for a penslon?
«  Are employees required to make contributions to their own accounts? Ifso, what percent of thelr
-salary Is pald toward thelr penslon? Is there any annual or lifetlme employes contribution cap?
»  Doss the plan inglude cost-ofliving allowance Increases post retirement?
For each Identiled plan, what percent of an employes’s income Is earned toward retirernent each year of
amployment?
+ . Foreach identifiac plan, is thers an identified maximum salary percent cap that can be earned in
refirement?
Do plan participants contribute to Social Security?
For each Identified plan, describe the formula for determining final compansahcn used |n factoring a
retiree’s pension. Include muimber of months that ncome is averaged, whether or not ovarﬂme Is Included or
excluded from this calcutation, and whether or not any other form of employes payments otherthan base
salary are included In the formula {awards, bonuses, travel compenisation, efc.}.
How much money was contributed In each of the last two fiscal years toward pensions {not
Including emplayee contributions)?
+ What percent was this of total payroll?
How much pensian money was paid out in each of the last two fiscal years fo reflrees?
+  How many retired employees are currently collecting benefits?
+ How many active employaes are there currently?
+ How many employees are within five ysars of being ellglble for retirement?
For each plan, please identlfy and gquantify all slgnificant actuarlal assumptions used in evaluation of
ARG to include: .
a) ' Amortization perlad
by Wvestment rate of return
¢) Projected salary increases
d) Qverall payrolf growth g
a) Inflation factor . . : '
f} Stoothing duration
g} Other, if applicaile
What Is the unfunded Hahility of each identifled plan for the fiscal years 2010 and 20117
Please Indicate the major reasons for the unfunded liability. Por each reason provided, Ind|cate the
approximale percentage of ¢ontrjbutfon to total unfunded Ikabllity.
What Is the funded ratlo of each ldentiflad plan for the fiscal years 2010 and 20117
When was tha last time the funds hava bean funded at the leve! of 100% or higher?
Have penslon confributions ever been reduced from caloulated ARG payinents?
«  What yvear was the last time this happened?
Please summarize any significant changes to penslon benefits over thé last ten years for each plan.
¢ Foreach, Indlcate If this was a pension benefit enhancement or reduction,
Please provide any evidence that Indicates how projected pension costs are expected to change in
the noxt § to 10 years. (Page referencing within an inciuded URL or separate attachment with
appropriate material is an acqeptable response, }
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17.

18,

Appendix B: Grand Jury Survey - continued

Please provide any evidence of the strafegios that are in work to reduce the rate of pansion
escalation, (Page referencing within an inchuded URL or separate aftachment with approprsate
material is an acceptable responsa.)

For each plan, please provide evidence as to how pension fund past performance Is doing reIatwe to
assumed performance for the last ten years. {(Page referenclng within an Included URL or separate
attachment with appropriate material Is an acceptabie response.)

. Section 2: OTHER POST EMPLOYMENT BENEFl;l'S

1
2.
- 3.

8,

7

10,
1,
12,
13,
14

15.

18.

How many defined henefit plans do you have? Please identify them by name and anawer all
subgequent questions for each identified plan name.
Does CalPERS administer your OPEB furid? If nut, please idenhfy and descﬁbe the nature of the
OPEB benefit plan being used.
Pleass provide a descripfion of the OPER beneflts to Includs:
+  Afwhat age Js an employes eligible for 2 OPEB benefits?
»  How many years must an employse worlk fo be vested for a OPEB benefiis?
o Are employess regulred to make contributions te thelr own OFEB benefits? ¥ so, how much?
«  Are OPEB banefits limlted to amployees only or do they Include additional family members?
identify any additlonal family members qualifying for OPEB benefits,
is OPEB generally offering health care henefits (deflned benefit) or is it making contributions
{defined contribution) toward health care?
+  Are there caps In what Is pald®?
»  Whols at risk for escalating health costs; the employee or the employer?
How much money was contributed In gach of the last two fiscal years to OPEB {not including any-
employee contrlbution)?
«  What percent of total payroll cost was this?
How much money was pald out in each of the Jast two fiscal years in OPER beneflts?
» How many retired employess are currently collecting OPEE benefits?
»  How many current employees are there? {If the number of current empioyees is different
here than provided above, please explain the difference.)
Please fdentify and quantify alf significant actuarial assumptions ssed in evaluation nf ARC o
hclude:
a) Amortization peried
b} Investment rate of returmn
¢} Frujecied health care increases
d) inflation factor
e) Smocthing duration
f} Other, if applicable
What is the OPEB unfunded liability of eagh identified plan for the fiscal years 2010 and 20117
Please indicate the major reasons for the unfunded liability. For each reasen provided, indicate the
approximate percentage of contribution to fotal unfunded liability. .
What Is the funded ratio of sach identiflad OPEB plan for the fiscal years 2010 and 20117
Whenh was the last time the funds have been funded. ai the level of 108% or higher?
Have OPEB contributions ever been reduced from calculated ARC payments?
»  What year was the last ime this happened?
Please summarize any significant changes {o OPER beneflts ovar the Jast ten years, Foreach,
indicate if this was a beneflf enhiancement or reduction, '
Pleaze provide any evidence that indicates how much OPEB. beneflf costs are expected to rise in the
next 5 to 10 years. {Page referencing within an included URL or separate attactunent with
appropriate material Is an acceptable response.)
Please provide any evidence of plans that are In work to reduca future OPER costs? (Page
referencing within an included URL or separate attachmentwith appropriate material is an
acceptable response.)
Please provide any evidence as fo how OPEB fund past perforrnance Is dolng relative fo assumed
performance? (Page referencing within an included URL or separate attachment with appropriate
material 1s an accoptable response.)
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Appendix B: Grand Jury Survey - confinued

Section 3: VACATION AND SICK LEAVE ACCRUAL POLICIES

1. Pleass describe vacation policy to include:
#  How many vacation days are granted at what seniority lavals?
» lathere any Umit to the amount of vagatlon time that can be scerued?
«  Is unused vacation paid upon retirement?
2. Please desctibe slck leave policy to nclude: -
»  Isthere any limit {o the number of sick days allowed per year?
» s thers any limit to the amount of sick days that can be accruad?
*  Areunused slck days pald upon retirement?
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Appendix C: Glossary of Terms & Acrc-).nlyms

Actuarial Assumptions: Assumptions representing expectations about future events (e.g. expected
Investment returns on plan assets, member retirement and mortality rates, future salary Increases, or
inflation) which are used by actuaries to calculate pension labilities and contribution rates:

Actuarial Valuation: Technical reports conducted by actuaries that measure retirerment plans’ assets
and liabilities to determine funding progress. They also méasure current costs and contribution
requirements to determine how much employers and employees should contribute to maintain
appropriate beneftt funding progress. ‘
' Actuar)r" Professionals who analyze the fi nancial consequences of risk by using mathematics, statistics,
and financlal theory to study uncertain future events, particularly those of concern to insurance and
pension prograrfis. Pension actuaries analyze probabilities related to the demographics of the members
in a pension plan (e.g, the likelihood of retirement, disability, and death) and economlc factors that may
affect the value of benefits or the value of assets held in a pension plan’s trust {e.g. investment return
rate, Inflation rate, rate of salar’y increases).

Actuarial Accrued Liability (AALY): The value of benefits promised to employees and retirees for
services already provided, This concept applies to both the pension liability and retires health care
fiabilittes.

Annual Required Contribution (ARCY: The amou it of money that actuaries calculate the employer
. needs to contribute to the.retirement plan during the current year for benefits to be fully funded over
timé, Generally CalPERS uses a 30 year pariod.

CAFR: Acronym for Cofinpreherisive Annual Financial Report
CalPERS; Acronym for California Public Employees’ Retirement System

Defined Benefit: Promised fixed sum pald or service rendered. The assets in a defined benefit plan are
. held by the employer who incurs all investments risks, See also defined contribution,

Defined Contribution; Contributions made by ah employer to an indlvidual employees investment
account such as a 401k, All investment gains or losses are those of the employee, not the employer,
See also defined benefit.

. Employer Paid Member Contribution (EPMC): A program whareby the city pays employee
gontribution in a manner In which the amount paid is considered income for the purposes of
determining pension, As exemplified by one city, "For example, ah employee Wrth a $100K income and
a 7% EPMC retires using a salary of $107K per year rather than $100K per year,”

Experience Gains/Losses: Gains or losses that arlse from the dlfferen,ca batwaen actuarial
assumptions about the future and actuzl outcomes in an organization’s pansion plan.

First tier {1+ tier) plans: Benefits promised to all employees prior to the implementation of a second

tier plan. First tier plans have generally been enhanced; contnbutmg to the cost escalation. Seealso’
"second tler” in the Glossary
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Ap péndix C: Glossary of Terms & Acronyms ’-’-"'-contin ued

Funded Ratio: The market value of assets divided by the accrued IIablllt)' Funded ratio is a measure of
the gconomic soundness of a fund,

Market Gains/Losses: Gains or losses that arise from an Increase or decrease In the market value of a
plan's assets, including stock, real property, and investments,

Miscellaneous (MISC) employee/plan: Public employees who-are not sworn police or fire. The
term MISC generally is used to describe a pension plan. The city of San jose refers to these employees

as ba[onging to a Fedarated plan rather than a MISC plan.

Normal Cost: That portion of the ARC (see above) which is based salely on the value of the benefits
being offered.

OPEB: Acronym for Other Post Employment Benefits. OPEB benefits are primarily health care
henefits but-can include other benefits such as [ife Insurance,

Opt In Plan: Term used to designate an employee elective benefit plan; employees choese between
aintaining current benefits but at an increased employee contribution rate or elect to receive lower
benefits and avoid increases to employee contribution rates,

2

Risk Pool: In 2005 CalPERS created risk pools to éggregate small citles (genarally defined as having less
than 100 employees} into large pools to eliminate statistical anomahes assoclated with small sample sizes
and gain reporting efficlencles, "

RO!: Acronym for Return on Investment. See also Market GainsfLosses.

Public Safety Employees: Most police and fire parsonnel, Other public employees ars generally
referred to as miscellaneous employees (see above) and may include soma members of police and fire
departrients.

Second tier (20 tier) plans: Benefits promised to all employees hired after the date of implementing
a plan with reduced benefits, Second tier plans generally have reduced benefits and lower costs. See
also "first tler” in the Glossary,

' Sidefund: GGenerally the unfunded ltubility that existed prior to entering a risk pool, A city Is’
responsible for thelr entire sidefund plus thelr portion of the risk pool. Sidefund repayment can be
accelerated, Some cities did not separate sidefund monies from ARC while others did,

Smoothing of Gains/Losses: Actuarial method of spreading, or' smoothing, market galns and fosses
over a period of time, The purpose of smoothing is to minimize short-term, year-to-yedr cantribution
rate fluctuations which may result from market swings. The smoothed assét value s also known as the
actuarial value of assets,*

Unfunded Liability: This is the unfunded obligation for prior benefit costs, measured as the difference

between the accrued liabllity and plan assets, When using the actuarial value of plan assets, it is also
referred to as the Unfunded Actuartal Accrued Liability (UAALY
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This report was PASSED and ADOPTED with a concurrence of dtleast 12 grand jurors

on this 171 day of May, 2012.

Kathryn G. Janoff
Foreperson

Alfred P. Bicho
Foreperson pro tem

James T. Messano
Secretary
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Attachment B

ALTERNATIVE PENSION REFORM SETTLEM—E_NT FRAMEWORK
(Evidence Code Section 1152)

Settlement D!SCUSSIOI’I Framework Language

ra Gunfy Supenor Court, No, 1-13-

s}, [nternanonal Association  of

_ ﬁnght to mody"y, amend and/or add proposals. Each
i contained  herein is contingent on an overall global
settfement/agreemenf being reached on all terms, by alf parties/litigants
(including the retirees), and ratified by unmn membershfp and approved by the
- City Council.

ALTERNATIVE PENSION REFﬁRM SETTLEMIENT FRAMEWORK
Evidenice Code Section 1152

July 15, 2015- 9:00PM
Page 1 of 18



MARCH 11 LETTER -

In accordance with Mayor Sam Liccardo’s letter on behalf of the City Council to
all bargaining units dated March 11, 2015, inclusive of the direction from
Councilmember Don Rocha’s March 6, 2015, memorandum, the City Council is
willing to pursue settlement of Measure B litigation through a quo warranto
process in 2015, contingent on the Council’s satisfaction that the following
cond,rt:ons have been met before the guo warrahto process begms

1. Agreement on an olternative strategy to fmpiement pens:on refarm anhd
replace Measure B, Such agreement must achreve m’i' refarm obfectives
that the Council deems necessary to-the public interest, including
improved city services, and the sustmﬁabmty of ouf retfrement plans.
tfmelme that would alfow the Cbuncd su}i‘}ment time to pursue a 2016
baltot megsure should a q*uo wafmnt@ Sstrategy fail.

3. All bargaining units have agreed to pursue the quo warranto strategy.

4. The Council is satisfied that the qiio warranto stmtegy does not impair
the public mtemst “““

If agreements aré not reachisl to end litigation with ofl plaintiffs in Measure B
.’iﬁgatfon or if the process of quo warranto does not permit the replacement of
Measure B 'with this or any other agreement, the City Council, Local 230 and
the POA shall reguest a stay of all Measure B litigation to which they are
involved in to periit this agreement to appear on a 2016 baflot as a measure
to replace Meastire B in its entirety with respect to police and fire participants
of the Police & Fire Retirement Plan, If this ballot measure is enacted, aff
Measure B litigation.involving Local 230, the POA c,md the City would be
fermingted and dismissed.

ALTERNATIVE PENSION REFORM SFTTLEMENT FRAMEWGRK
Evidence Cade Section 3152

Judy 15, 2005- 3:00PM
Page 2 of 18



Retirement Memorandum of Agreement

1. The parties (The City of San Jose, San Jose Police Officers’ Association
and San Jose Fire Fighters, IAFF Local 230) shall enter into a Tripartite
Memorandum of Agreement to memorialize all agreements related. to
retirement. The Tripartite MOA shall expire June 38, 2025,

2. The Trspart;te MOA will be a binding agreement descrlk;mg the terms of

&"% per year

. 56 afth %peryear

4, Three-year final average salary
5. A member is vested after 5 years of service
‘6. No retroactive pension increases or decreases

ALTERNATIVE PENSION REFORM SETTLEMENT FRAMEWORK
fvidence Code Section 1152

July 15, 2015~ 9:00PM
Page 3 of 16



d.

Any such changes in retirement benefits will only be applied on a
prospective basis.

7. No pension contribution holiday .
8. Pensionable pay will include base pay, holiday in lieu pay, EMT pay, anti-
terrorism training pay, POST pay, and base FLSA pay as per Tier 1

members. _
9. Current Tier 2 sworn employees will retroactively be moved to the new

Tier 2 retirement benefit plan except as pmwded rn Paragraph 16a
(returning Tier 1). : ST

da.

10.

Any costs, including any unfunded liability, associated w;th
transitioning current Tier 2 employees into, the restructured Tier 2
benefit will be amortized as a separate. liability over a minimum of
16 years and split betweeri the employee and the City 50/50. This
will be calculated as’g separ&te unfiinded liability and not subject
to the ramp up mcrements ‘of other unfunded liability.

Removal of language I;mltmg vestmg of benefits from City Charter
{Section 1508—A {h)} " '

11, Tier 2 cost sharmg

d.

b.
| Pc:ht:e, and Fire Tier 2 retirement plans, Tier 2 employees will

Empleyees and the City wm spl[t the cost of Tier 2 including normal
cost-and uhfur:ded liabilities on a 50/50 basis
In the event an unfunded liability is determined to exist for the

contribute {the “Ramp Up”) toward the unfunded lability in

| fn_crgments of 0.33% per year until such time that the unfunded

[iabi[i{y is shared 50/50 between employee and employer
Until such time that the unfunded liability is shared 50/50, the City
will pay the balance of the unfunded liability

12, Cost of Living Adjustment {COLA)

ALTERMNATIVE PENSION REFORM SETTLEN!E;NT FRAMEWORK
Evidente Code Section 1152

July 15, 2015 §:00PM
Page 4 of 18



a, Tier 2 retirees will receive an annual cost of living adjustment
based on the Consumer Price Index — Urban Consumers {San
Francisco-Oakland-San Jose, December to December} or 2.0%,
whichever is lower )

b. In the first year of pension benefits, the COLA w1]1 be pro-rated
based on the date of retirement

13. Disablllty Benefit {Tier 2}

. lf 55 han age 50 1.8% per year c:rf service; or

T I older than age 50: The amount of service pension benefit as

""calculated based upon the service pension formula.

isiany Tier 1 or Tier 2 benefit-not mentioned in this framework,
the parties agree to meet to discuss whether or not that benefit should
be included in the Tier 2-benefit.

15. Tier 2 members will be provided with 50% Joint and Survivor benefits,
which provide 50% of the retiree’s pension to the retiree’s surviving

ALTERNATIVE PENSION REFORM SETTLEMENT FRAMEWORK
Fvidence Code Section 1152

July 15, 2015- 5:00PM
Page 5 of 16



spouse or domestic partner in the event of the retiree’s death after
retirement.
a. Tier 2 members will be provided with survivor benefits in the event
of death before retirement. These benefits will be the same as Tier
1 members but reduced to reflect the new 80% pension cap versus
the current 90% pension cap. |
16. “Classic” Lateral will become Tier 1, including former San Jose FIE“E
Department /San Jose Police Department sworn employees *
a. Former Tier 1 sworn City employees who have beén fehired since
the implementation of Tier 2 or rehired:after the effective date of a
tentative agreement based on this framewerk will be placed in Tier
b. Any costs, including any unftfﬁdéa'“"'liabifity, associated with
transitioning current.Tier 2: emp!oyees who were former Tier.1
sworn City emplc}yees who have since been rehired will be
amortized as a..separafe liability over a minimum of 16 years and
split between the employe¢ and the City 50/50. This will be
calculated ds a separate ynfunded liabifity and as Tier 1 employees
these mémbers arenot subject to a ramp up in unfunded liability.
c. Anylateral hire from hany other pension system who transfers as a
"@[_assic”' emplqyeé under PEPRA, regardiess of tier, will be placed
" in Tier 1. '
“d. Any latéral hire from any other pansion system who transfers as a
“new’” employee under PEPRA will be placed in Tier 2.

17.  Tier 2 members will be provided the same service repurchase.
options as Tier 1 members (excludmg purchases of service credit related
to disciplinary suspensions) so long as all costs for the repurchase are
paid for by the employee.

N

ALTERNATIVE PENSION REFORM SETTLEMENT FRAMEWDORK
Evidence Code Section 1152 .
July 15, 2015 5.00PM
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18, The City and the Unions agree to work with their actuaries to
jointly request that the Police and Fire Retirement Board of
Administration and its actuary carefully consider retirement rate
actuarial assumptions with regard to the new Tier 2 plan. Specifically,
‘the parties will request that the Board and its actuary incorporate

retirement rate assumptions similar to the CalPERS re’argment rates of
the similarly designied CalPERS PEPRA plan rather than that of the
existing San Jose Police and Fire Tier 1 plan. . -

an agreemen o allow future City contributions ;

3, New lowest cost medical plan
a. Kaiser NCAL 4307 Plan {305/5$3,000 HSA-Qualified Deductible HMO Plan)
“will be adopted as the new lowest cost healthcare plan, for active and
retired members |

ALTERNATIVE PENSION REFORM SETTLEMIENT FRAMEWORK
Evidence Code Section 1152
July 15, 201 5- S:00PM
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b. The City will continye the cost 'sharing arrangement for active employees
of 85% of the lowest cost non-deductible HMO plan

¢. The “lowest cost plan” for any current or future retiree in the defined
benefit retirement healthcare plan shall be set that it may not be lower
than the “silver” level as specified by the current Affordable Care Act in
effect at the time of this agreement. . This specifically includes the
provision that the heajthcare plan must be estimated to provide at least

70% of healthcare expenses as per the current ACA * s;lver definition.

Potential Tier 1 opt-out :

a. So long as it is legally permitted, Tier, 1 employees may make a one-time
election to opt-out of the daﬂned benef‘t retirée healthcare plan into an
appropriate vehicle for the funds; i.e. a Voluntary Employee Beneficiary
Association {VEBA). Members of the ¢curreht defined benefit plans will be
provided with one :rrevécable apportumty to voluntarily “opt out” of the
current retiree medical plan Those membeis who “opt out,” and are
thus not covered by the City ‘defined benefit retiree medical pian will be

"'mandated to Jom the VEBA plan

Enro]lmem in Medlcare Parts A and B as required by any applicable
federai regulatfons or by insurance providers

The cqr_ret}ii defined benefit retiree healthcare plan Is modified to enable
retired members to select an “in lieu” premium credit option. At the
beginning of each plan year, retirees can choose to receive a credit for
25% (twenty-five percent) of the monthly premium of the lowest priced
healthcare and dental plan as a credit toward future member healthcare
premiums in lieu of receiving healthcare coverage. On an annual basis,

ALTERNATI'&!E PENSION REFORN SETTLEMIENT FRAMEWORK
Evidence Code Section 1152
July 15, 2015~ 9:80PM

Page § of 16
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or upon qualifying events described in the. “special enrollment”
provisions of the Health Insurance Portability and Accountability Act of
1996, retirees and their spouses/dependents can elect to enroll in a
healthcare plan or continue to receive an “in lieu” premium credit.
Enrollees receiving in lieu credit at any tier other than retiree only must
verify annually that they are still eligible for the tierfor which they are
reﬁeiving the in lieu credit, if a member sele::tsw*;_-, '*iiﬁ?gj;eu” premium

o

form of taxable compensatlon Theré' is no*’“cap on the size of the
accumulated credit.

wﬂ! cantrtb’u" :8.0% of their pensionable payroll into the plan. The City
ite the additional amount necessary to ensure the Defined
Beneflt retirement healthcare plan receives its full Annual Required

‘Contribution each year. If the City's portion of the Annual Required

Contribution reaches 11% of payroll, the City may decide to contribute &
maximum of 11%.

ALTERNATIVE PENSION REFORM SETTLEMENT FRAMEWORK
Evidence Code Section 1152

July 15, 2015- 9:00P v
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10.

11.

12,

The parties have been advised that the difference between the defined
benefit contribution rate (8.0%) and the VEBA opt-out contribution rate
{5.0%) will be taxable income. :

Upon making such an irrevpcable election to opt-out of the defined
benefit . retiree healthcare plan, an amount estimated to equal the
member’s prior retiree healthcare contribution, ~with no interest
included, will be contributed by the City to themembe;_’s VEBA plan
account (pending costing and tax counsel advicg). :In rmaking these
contributions, the City may transfer funds :from thé. 415 Trust to the
members’ VEBA plan account to the extent permitted by federal tax law
and subject to receipt of a favorable: private letter ruling. If it is
determined by the IRS that the fund§ miay not come out of the 115 trust,

the parties will meet and confer regarding the opt-out and whether or
not it can be fmpiemented throvgh othér. means. In addition, if the
amount needed based ofi. the number af‘ employees who chose to opt
out is more than the fundssin 115: trust the parties will also meet and
confer. Members will be pmvxded with individual, independent financial
counseling to assp_st th{am wﬂ:hr-any decisions to remain in or “opt out” of
the defined‘bém;ﬁf.?e_tffée medical plan.

Pendmg !egal rewew by tax csunsel deferred—vested Tier 1 members

th out” of-the defined benefit retirement healthcare option. Upon
chooging te-“opt out”, they will become a member of the VEBA and their
VEBA actount will be credited for their prior contributions, I they
choose not to “opt out”, they will return to the Defined Benefit

retxrem ent healthcare plan

Al TERNATIVE PENSION REFORM SETTLEMENT FRAMIEWORK
Evidence Code Section 1152

July 15, 2015- 9:00PM
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i3.

Catastrophic Disability Healthcare Program —Members of the VEBA who
receive service-connected disability retirements will be eligible for 100%
of the single premium for the lowest cost plan until the member and is
eligible for Medicare (usually age 65).

a. Qualifications - The member must not be eilglble for an unreduced

- service retirement.
b. The member must exhaust any funds in them’\/ BA acgount prior to

: emp!oyment which provides
Iigiblhty to partlctpate in the

frofn‘-"‘ 'ty serwce subject to the exceptlons reflected in Municipal Code §
3.36.920 A {4).

3. All applicants must submit medical paperwork ihdicating the initial

nature of their disability including the affected body part if applicable, '
the current level of disability, and current treatments underway. Such
medical paperwork must be filed within one year of separation unless

ALTERMATIVE PENSION REFORNM SETTLEMENT FRAMEWORK
Evidence Code Section 1152
- July 15, 2015~ 3:00PM
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‘the independent medical review panel grants a-longer deadline due to
extenyating circumstances.
. Applications for disability may not be deferred by the applicant past
four {4} years of the date of application submittal, unless the
independent medical review panel granis a longer deadline due to
extenuating mrcumsta nces. : : ‘
. The member and the City may have legal representatfon at hearings
. Independent panel of experts appointed by 6 of.9 retirement board
members will evaluate and appmve or - deﬂy dasablhty retirement
applications SR R
a. Using the established Request for Proposal procéss, the retirement
boards will recruit poten’taal members of thé independent medical
panel ' :
b. Each member shall have a fnur—year term and meet the following
minimum quahfications o - |
i. 10 vyears of practxte after compiet:on of residency
ii. Practu:mg or retlred anrd Certified physician -
iiil. Nota prmr ﬁt‘ currént Crty employee
iv. NO' exparlence providing the City or retirement boards with
. medical $érvices, except for prior service on medical panel
v. No expérience as a Qualified Medical Evaluator or Agreed
- Medical Evaluatar
. vi. Varying medical experience -
c. A;;_f;aﬂél of three independent medical experts will decide whether
to grant or deny all disability applications, whether service or non-
service connected. The panel’s decision will be made by majority

i

vote. , -
d. Upon its own motion or request, the independent medical panel

may determine the status of a disability retirement recipient to
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confirm that the member is still incapacitated or if the member has
the ability to return to work
7. Adminis’crative‘[awjudgé
a. A decision to grant or deny the disability retirement made by the
independent medical panel may be appealed tca an administrative
law judge.
b. Applicant or City has farty—ﬂve {(45) days to a;apea{ gecision made
by the mdependent medical panel The 5 "pEal 'he gmg must

rthEWpdnel |
d. The deusmn of th

| the émp!oyees in the modified duty pmgram ona yearly basis until

9. Worker s Compensation Reform
- a. For Tier 2 participants, the workers compensation offset currently

in place for Federated Plan participants will apply to a maximum
aggregate total of 510,000.00 per Tier 2 employee in workers’
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compensation cash disability benefit awards only using the same
pension benefit offset formula.

b. In an effort to streamline the workers’ compensation process,
reduce costs, decrease the number of work related injuries through
prevention and expedite the return to work of those injured.or il
the parties agree to convene a Public Safety Wellness
Improvement Committee to discuss modiﬁcatiohé 1o, or creation
of, wellness and/or workers’ compensatmn pohcaes precedures
and protocols. e R

Supplement Retitee Benefit Reserve (SRBR}

1. Continue elimination of SRBR :

a. The funds credited to the SRBR. WI“ contmue tc:: be credited to the
Police and Fire De;:artment Ret;rement Plan to pay for pensmn
benefits

2. City will replace SRBR with guaranteed purchasing power {GPP) provision
for all Tier 1 retirees; pmspectwe}y The GPP is intended to maintain the
monthly alluwance for Tier 1 retirees at 75% of purchasing power

effectlve with the daté of the retiree’s retirement e

a. Bagmnmg January 2016 and each January thereafter, a retiree’s -

pension benefﬁ: will be recalculated annually to determine whether

. the beneflt level (including any increases due to cost of living
adjustments) has kept up with inflation as measured by the CPI-U
{(San Francisco- Qakland-San Jose) The actual benefit level will be
compared to what would have been required to maintain the same
purchasing power as the retiree had at the time of retirement, with
a CPi-based increase,
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h. Those Tier 1 retirees whose benefit falls betéw 75% of purchasing
power will receive a supplemental payment that shall make up the
difference between their current benefit level and the benefit level
reguired to meet the 75% GPP.

c. The supplemental GPP payment to qualifying retirees will be paid
annuaily in a separate check, beginning February 2016, and each
February thereafter.

d. The number of Tier 1 retlrees whose beneﬂ

a right 1o tender the deféf
accept the defense_‘_a;f} f

This defense obligation will not
nsUit _'Waliengmg or in any way relating to this provision
than five years after the effective date of this

1 This agreement is contmgent upon reaching a successor MOA agreement
with the POA.

Attorney’s Fees
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1. $1.5 million within 30 days of settlement framework being approved by
Council in open session

2. The parties agree to final and binding arbitration to resolve additional
claims over attorneys’ fees and expenses related to the litigation and
resolu"_cion of Measure B

3. The arbitration will be before a JAMS judge formerly of San Fraricisco or
Alameda County |

4. The City shall pay the arbitrator’s fees and costs, including courtreporter

5. The parties agree that the issue presented shall be: Whether the Unions
are entitled, under any statutory or common law basis, to additional
attorneys’ fees and/or expenses related to litigation (including
administrative proceedings) and ‘r:esolu,ti.o:nf of Measure B? If so, in what
amounts? 2

Implementation Timeline

1. Each party will receive épp:rdva?[ ofih-is settlement framework from their
respective prineipals. (foT the City, this means the City Council; for the
Unions, this means thelr respective Boards of Directors) by August 4,
2015.

This settlement framework is an outline of the agreement reached by the
parties that will need to be implemented through various means, such as
ordinances. -Successful Impieméntation of this agreement will satisfy and
terminate the “Retirement (Pension and Retiree Healthcare) Reopener”
agreed upon by SIFF Local 230 or SJPOA. If this agreement is implemented
through the quo warranto process, the parties agree to discuss provisions for
voter approval of benefits and actuarial soundness for consideration of a 2016

‘9&_

ballot measure to put those prg isions into the City Charter.

LTERNATIVE PENSION REFORM SETTLEMENT FRAMEWORK -- ‘T r
Evidence Code Section 1152 . . '
July 15, 2015- 9:00PM Sﬁ
Page 16 of 16 { \

e // i< / .13
/ b~ G




Attachment C

ALTERNATIVE PENSION REFORM SETTLEMENT FRAMEWORK

{Evidence Code Section 1152}

Settlement Discussion Framework Language

The City of San Jose, AFSCME, Local 101 {on behalf of its chapters, the Municipal
Employees’ ‘Federation, the Confidential Employees’ Organization), the
Association of Engineers and Architects, the Association of Maintenance
Supervisory Personnel, the City Association of Management Personnel, and the
Operating Engineers, Local 3 (“the Litigants”) have engaged in settlement
discussions concerning litigation arising out of a voter-approved baliot measure,
known as Measure B, The Litigants have reached the befow framework for a
tentative settlement of American Federation of State, County, and Municipal
Employees v, City of San Jose, Santa Clara Superior Court, No. 1-12-CV-227864,
Harris, et. Al. v. City of S5an Jose, et, al., Santa Clara County Superior Court, No.
- 1-12-CV-226570, Mukhar, et, Al, v. City of San Jose, Santa Clara County Superior
Court, No. 1-12-CV-226574), International Federation of Professional and
Technical Engineers vs. City of San Jose, Public Employment Relations Board
Unfair Practice No. SF-CE-996-M, American Federation of State, County and
Municipal Employees vs. City of San Jose, Public Employment Relations Bouard
Unfair Practice No., SF-CE-924-M, Operating Engineers, Local 3 vs. City of San
Jose, Public Employment Relations Board Unfair Practice No. SF-CE-900-M, and
various other actions, including grievances. This settlement framework shall be
presented for appraval by the City Council and the respective Union Board of

Directors.
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Although the Association of Legal Professionals, the Association of Building,
Mechanical, and Electrical Inspectors, and the International Brotherhood of
Electrical Workers {*Non-Litigants”) are not plaintiffs in a legal challenge to
‘Measure B, these bargaining units also agree to the settlement framework as
fisted below and will present this framework to their members for approval.
Litigants and Non-Litigants will be referred to collectively as “The Parties”

it is understood that this settlement framework is subject to a final overall global
settlement. in the event the settlement framework is not accepted, all Parties
reserve the right to modify, amend and/or add proposals. Each individual item
contained herein is contingent on an overall global settlement/agreement being
reached on oll terms, by all Parties and other litigants (including the retirees),
-and ratified by union membership and approved by the City Council.

Retirement Memorandum of Agreement

. 1. The Parties {the City of San Jose, the Association of Building, Mechanical,
and Electrical Inspectors {ABMEI), the Association of Engineers and
‘Architects {AEA), the Association of Legal Professionals (ALP), the
Association of Maintenance Supervisory Personnel (AMSP), the City
Association of Management Personnel {CAMP), the Confidential
Employees’ Organization {CEQ), the International Brotherhood of
- Electrical Workers (IBEW), the Municipal Employees’ Federation (MEF),
and the Operating Engineers, Local 3 {OE#3)) shall enter into a Retirement
‘Memorandum of Agreement to memorialize all agreements related to
retirement. The Retirement MOA shall expire June 30, 2025,
2. The Retirement MOA will be a binding agreement describing the terms of
the final agreement between the parties {ABMEI, AEA, ALP, AMSP, CAMP,
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CEQ, IBEW, MEF and OE#3) and will be subject to any agreed-upon
reopeners herein.

The current Tier 2 retirement plans for Federated employees will be modified
as follows:

1.
2.

10.

Pension benefit will be 2.0% per year of service |
One year of service will be 2080 hours, Pensionable pay will be the same
as Tier 1 employees.
Retirement Age
a. The eligible age for an unreduced pension benefit will be age 62
b. The eligible age for a reduced pension henefit will be age 55. The
reduction for retirement before age 62 will be 5% per year, prorated
to the closest month. '
70%cap ' |
a. The maximum pension benefit will be 70% of an employee’s final

average salary

. Three-year final average salary.

A member is vested after 5 years of service
No retroactive defined benefit pension increases or decreases

a. Any such changes in retirement benefits will only be applied on a

prospective basis. | '
No pension contribution holiday for the City or the employee
Final éompensatiun means base pay actually paid to a member and shall
not include premium pay or any other forms of additional compensation
Current Tier 2 Federated employees will retroactively be moved to the
new Tier 2 retirement benefit plan except as provided in Paragraph 18
(returning Tier 1).‘ :
ALTERNATIVE PENSION REFORM SETTLEMENT FRAMEWORK
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a. Any costs, including any unfunded {iabjlity, associated with
transitioning current Tier 2 employees into the restructured Tier 2
benefit will be amortized as a separate liability over a minimum of
20 years and split between the employee and the City 50/50. This
will be calculated as a separate unfunded liability and not subject to”
the ramp up increments of other unfunded liability.

- 11. Removal of language limiting vesting of benefits from City Charter -

(Section 1508-A (h))
12. Tier 2 cost sharing
a. Employees and the City will split the cost of Tier 2 including normal
cost and unfunded liabilities on a 50/50 basis
b. In the event an unfunded liability is determined to exist for the
Federated Tier 2 retirement plan, Tier 2 employees will contribute
toward the unfunded liability in increments of 0.33% per year until
such time that the unfunded liability is shared 50/50 between the
employee and the emplovyer,
c. Until such time that the unfunded liability is shared 50/50, the City
will pay the balance of the unfunded liability.
13. Cost of Living Adjustment {COLA)
a. Tier 2 retirees will recelve an annual cost of living adjustment based
on the Consumer Price Index — Urban Consumers {San Frantisco-
 Oakland-San Jose, December to December) (“CP1”) or a back-loaded
12.0% COLA (as described below), whichever is lower. The back-
loaded COLA shall be calculated as follows:
I. Service at retirement of 1-10 years: 1.25% per year
ii. Service at retirement of 11-20 years: 1.5% pervyear
iii. Service at retirement of 21-25 years: 1.75% per year
iv. Service at retirement of 26 years and above: 2.0% peiﬂ year
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b. In the first year of pension benefits, the COLA will be pro-rated
based on the date of retirement N

¢. Current Tier 2 employees as of the date of this agreement will
receive an annual cost of living adjustment of the lower of CPi (as
defined above) or 1.5% per year for service at retirement of 1-10
years. After 10 years of service, employees will receive an annual
cost of living adjustment in retirement pursuant to Section 13(a)

above,

14. Disability Benefit (Tier 2)

a. A Tier 2 member wheo is approved by the inde;:iendent medical
review panel for a service-connected disability retirement is entitled
to a monthly allowance equal to:

i. 2% X Years of Service x Final Compensation, with a minimum
of 40% and a maximum of 70% of Final Compensation.

b. A Tier 2 member who is approved by the independent medical
review panel for a non-service connected disability is entitled to a
monthly allowance equal to:

i. 2% X Years of Service x Final Compensation, with a minimum
of 20% and a maximum of 70% of Final Compensation.

15. if there is any Tier 1 or Tier 2 benefit not mentioned in this framework,
the parties agree to meet to discuss whether or not that benefit should
be included in the Tier 2 benefit.

16. Tier 2 members eligible for retirement will be provided with 50% joint and
Survivor benefits, which provide 50% of the retiree’s pension to the
retiree’s surviving spouse or domestic partner in the event of the retiree’s
death after retirement.

a, Tier 2 members eligible for retirement will be provided with survivor
benefits in the event of death before retirement. These benefits will
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be the same as Tier 1 members but reduced to reflect the new 70%
pension cap versus the current 75% pension cap.

17. Tier 2 members not eligible for retirement at the time of death will be

18.

- 19.

provided with survivor benefits of a return of employee contributions,
plus interest in the event of death before retirement
Former Tier 1 Federated City employees who have been rehired since the
implementation of Tier 2 or rehired after the effective date of a tentative
agreement based on this framework will be placed in Tier 1
a. Any costs, including any unfunded liability, associated with
transitioning current Tier 2 employees who were former Tier 1 City
employees who have since been rehired will be amortized as a
separate liability over a minimum of 20 years and split between the
employee and the City 50/50. This will be calculated as a separate
unfunded liability and as Tier 1 employees these members are not
subject to a ramp up in unfunded liability.
b. Any lateral hire from any other pension system who transfers as a
“Classic” employee under PEPRA, regardless of tier, will be placed
in Tier 1.
c. Any lateral hire from any other pension system who transfers as a
“new” employee under PEPRA will be placed in Tier 2.
Tier 2 members will be provided the same service repurchase options as
Tier 1 members {excluding purchases of service credit related to
disciplinary suspensions) so long as all costs for the repurchase are paid
for by the employee.
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Retiree Healthcare - All provisions below are continggpt on final costing by
the City's Actuary and review for legal and/or tax issues

1.~ The parties will implement a defined contribution healthcare benefit in
the form of a Voluntary Employee Beneficiary Association (VEBA). The
- plans would not provide any defined benefit, would not obligate the City
to provide any specific benefit upon member retirement, and therefore
create no unfunded liability. This agreement does not require the City to
contribute any future funds to an employee’s VEBA, nor does it preclude
an agreement to allow future City contributions -
2.  New lowest cost medical plan
a. Kaiser NCAL 4307 Plan {305/53,000 HSA-Qualified Deductible HMO
Plan) will be adopted as the new lowest cost healthcare plan, for
active and retired members '
b. The Ci'fy will continue the cost sharing arrangement for active
employees of 85% of the lowest cost non-deductible HMO plan
c. “Floor”: The “lowest cost plan” for any current or future retiree in
the defined benefit retirement healthcare plan shall be set that it
may not be lower than the “silver” level as specified by the current
Affordable Care Act in effect at the time of this agreement. This
“Floor” specifically includes the provision that the healthcare plan
must be estimated to provide at least 70% of healthcare expenses
as per the current ACA “silver” definition.
d. Any changes to the “Floor” shall be by mutual agreement only.
3.  Potential Tier 1 opt-out
a, Solong as it is legally permitted, Tier 1 employees may make a one-
time election to opt-out of the defined benefit retiree healthcare
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plan into an appropriate vehicle for the funds, i.e. a Veluntary'
‘Employee Beneficiary Association (VEBA). Members of the current
defined benefit plans will be provided with one irrevocable
opportunity to voluntarily “opt out” of the current retiree medical
-plan. Those members who “opt out,” and are thus not covered by
the City defined benefit retiree medical plan, will be mandated to
join the VEBA plan. '
Continue enroliment in Medicare Parts A and B as required by any
applicable federal regulations or by insurance providers. The enroliment
period for Medicare Parts A and B shall begin three months before the
retiree’s 65th birthday, continue through the month of birth, and
conclude three months after the retiree’s 65" birthday.
- The current defined benefit retiree healthcare plan is modified to enable
retired members to select an “in lieu” premium credit option. At the
beginning of each plan year, retirees can choose 1o receive a credit for
25% {twenty-five percent) of the monthly premium of the lowest priced
healthcare and dental plan as a credit toward future member healthcare
premiums in lieu of receiving healthcare coverage. On an annual basis, or
upon qualifying events described in the “special enrollment” provisions of
the Health Insurance Portability and Accountability Act of 1996, retirees
and their spouses/dependents can elect to 'enroll in a healthcare plan or
continue to receive an “in lieu” premijum credit. Enrollees receivingin lieu
credit at any tier other than retiree only must verify annually that they are
still eligible for the tier for which they are receiving the in fieu credit. If a
- member selects the “in-lieu” premium credit, but the member, their
survivor or heneficiaries never uses their accumulated premium credit,
the accumulated credit is forfeited. At no time can a member or
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10.

survivor/beneficiary take the credit in cash or._any form of taxable
compensation. There is no cap on the size of the accumulated credit.
Members of the VEBA and their spouses/dependents, during retirement,
may also elect to enter or exit unsubsidized coverage on an annual basis
or upon a gualifying event (however, members in the VEBA will not
receive an “in lieu” benefit).

The VEBA contribution rate for all members who opt out of the defined
benefit plan and are mandated to join the VEBA plan will be 4.5% of base
pay. '

Any former Tier 1 employee who was rehired into Tier 2 will be treated as
Tier 1 for pension and Tier 2 for retiree healthcare.

All Tier 2A employees (except those represented by OE#3) will
mandatorily be removed from the Defined Benefit retirement healthcare
plan and wili be mandated to contribute 2% of base pay to the VEBA. This
will occur as soon os practical from implementiation of the agreement
and does not need to wait for implementation of any other retiree
healthcare provision. The City may transfer funds from the 115 Trust to
the members’ VEBA plan account to the extent permitted by federal tax
law and subject to receipt of a favorable private letter ruling. If this occurs,
an amount estimated to equal the member’s prior retiree healthcare
contribution, with no interest included, will be contributed to the VEBA.
Tier 2A employees represented by OE#3, so long as it is legally permitted,
may Mmake a one-time election to opt-out of the defined bhenefit retiree
healthcare plan into an appropriate vehicle for the funds, i.e, a Voluntary
Employee Beneficiary Association (VEBA). Members of the current
defined benefit plans will be provided with one irrevocable opportunity
fo voluntarily “opt out” of the current retiree medical plan. Those
members who “opt out,” and are thus. not covered by the City defined
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11,

12.

13.

14.

benefit retiree medical plan, will be mandated to join the VEBA plan. Tier
2A employees represented by OE#3 who remain in the Defined Benefit
retirement healthcare plan will contribute 7.5% of their pensionable
payroil into the plan. The VEBA contribution rate for all Tier 2A employees
represented by OE#3 who opt out of the defined benefit plan and are
mandated to join the VEBA plan will be 4.5% of base pay.

All Tier 2B employees will be mandated to contribute 2% of base pay to
the VEBA. ‘ |

All Tier 2C employees will be autematically removed from the dental
benefit plan and will be mandated to contribute 2% of base pay to the’
VEBA. This will occur as soon as practical from implementation of the
agreement and does not need to wait for implementation of any other
retiree healthcare provision, The City may transfer funds from the 115
Trust to the members’ VEBA plan account to the extent permitted by
federal tax law and subject to receipt of a favorable private letter ruling.
If this occurs, an amount estimated to equal the member’s prior retiree
healthcare contribution, with no interest included, will be contributed to
the VEBA. .

Members who remain in the Defined Benefit retirement healthcare plan
will contribute 7.5% of their pensionable payroll into the plan. The City
will contribute the additional amount necessary to ensure the Defined
Benefit retirement healthcare plan receives its full Annual Required
Contribution each year. If the City’s portion of the Annual Required
Contribution reaches 14% of payroll, the City may decide to contribute a
maximum of 14%. o

The parties have been advised that the difference between the defined
henefit contribution rate {7.5%) and the VEBA opt-out contribution rate
{4.5%) will be taxable income.
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15.

16.

17.

Upon making such an irrevocable election to opt-out of the defined
benefit retiree healthcare plan, an amount estimated to equal the
member’s prior retiree healthcare contribution, with no interest included,
will be contributed by the City to the member's VEBA plan account
{pending costing and tax counse} advice). In making these contributions,
the City may transfer funds from the 115 Trust to the members’ VEBA plan
account to the extent permitted by federal tax law and subject to receipt
of a favorable private letter ruling. if it is determined by the IRS that the
funds may not come out of the 115 trust, the parties will meet and confer
regarding the opt-out and whether or not it can be implemented through
other means, In addition, if the amount needed based on the number of
employees who chose to opt out is more than the funds in 115 trust, the
parties will also meet- and confer. Members will be provided with
fndividual, independent financial counseling to assist them with any
decisions to remain in or “opt out” of the defined benefit retiree medical
plan. |

Pending legal review by tax counsel, deferred-vested Tier 1 members who
return to San José will be given a one-time irrevocable option to “opt out”
of the defined benefit retirement healthecare option. Upon choosing to -
“opt out”, they will become a member of the VEBA and their VEBA
account will be credited for an amount estimated to equal the member’s
prior retiree healthcare contribution, with no interest included. If they
choose not to “opt out”, they will return to the Defined Benefit retirement

" healthcare plan.

Catastrophic Disability Healthcare Program —Members of the VEBA who
receive service-connected disability retirements will be eligible for 100%
of the single premium for the lowest cost plan until the member is eligible

for Medicare {usually age 65).
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. Qualifications - The member must not be eligible for an unreduced

service retirement.

. The member must exhaust any funds in their VEBA account prior to
- becoming eligible for the Catastrophic Disability Healthcare

Program.

. Upon reaching Medicare eligibility, the benefit will cease |
. Any retiree who gualifies must submit on an annual basis an

affidavit verifying that they have no other employment which

‘provides healthcare coverage.
. If a retiree is found to have other employment which provides

healthcare coverage, their eligibility to participate in the
Catastrophic Disability Healthcare Program will automatically cease,
subject to re-enrollment if they subsequently lose said
employment-provided healthcare coverage. |

Disability Definition and Process

1. Reinstate the previous City definition for disability for all Federated

2.

employees.
Applications for disability must be filed within one month of separation

from City service subject to the exceptions reflected in Municipal Code
§3.28.1240 | |

Al applicants must submit medical paperwork indicating the initial
nature of their disability including the affected body part if applicable,
the current level of disability, and current treatments underway. Such
medical paperwork must be filed within one year of separation unless
the independent medical review panel grants a longer deadline due to
extenuating circumstances.
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4. Applications for disability may not be deferred by the applicant past four
{4) years of the date of application submittal, unless the independent
medical review panel grants a longer deadline due to extenuating
circumstances, :

5. The member and the City may have legal representation at hearings.

6. Independent panel of experts appointed by 4 of 7 retirement board
members will evaluate and approve or deny disability retirement
applications ‘

a. Using the established Request for Proposal process, the retirement
"boards will recruit potential members of the indeperident medical

panel,

b. Each member shall have a four-year term and meet the fallow:ng
minimum gualifications:

I
i
jil.
iv.

10 years of practice afier completion of residency
Practicing or retired Board Certified physician

Not a prior or current City employee
No experience providing the City or retirement boards with

medical services, except for prior service on medical panel

No experience as a Qualified Medical Evaluator or Agreed

Medical Evaluator

vi. Varying medical experience
c. A panel of three independent medical experts will decide whether
- togrant or deny all disability applications, whether service or non-
service connected. The panel’s decision will be made by majority

vote.

d. Upon' its own motion or request, the independent medical panel
may determine the status of a disability retirement recipient to
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confirm that the member is still incapacitated or if the member has
the ability to return to work.
7. Administrative law judge
a. A decision to grant or deny the disability retirement made by the
independent medical panel may be appealed to an administrative
law judge. o
b. Applicant or City has forty-five {45) days to appeal a decision made
by the independent medical panel. The appeal hearing must
commence within ninety {90) days of the notice of appeal, unless a
later date is mutually agreed to by the parties.
¢. The decision rendered by the administrative law judge is to be
based on the record of the matter before the independent medical
review panel. : .
d. The decision of the administrative law judge will be a final
administrative decision within the meaning of Section 1094.5 of the
California Code of Civil Procedure. .
8. Workers’ Compensation Offset
a. The workers’ compensation offset currently in place for Federated
Plan participants will continue for Tier 1 and Tier 2.

supplement Retiree Benefit Reserve (SRBR)

1. Continue elimination of SRBR
~a. The funds credited to the SRBR will continue to be credited to the
Federated City Employees’ Retirement System to pay for pension
benefits ' :
2. City will replace SRBR with guaranteed purchasing power {GPP)
provision for all Tier 1 retirees, prospectively. The GPP is intended to

ALTERNATIVE PENSION REFORM SETTLEMENT FRAMEWORK
Evidence Code Section 1152

Nevember 23, 2015
_ Page 14 0f 20



maintain the monthly allowance for Tier 1 retireé,smat 75% of purchasing
power effective with the date of the retiree’s retirement

a. Beginning January 2016 and each January thereafter, a retiree’s
pension benefit will be recalculated annually to determine whether
the benefit level {including any increases due to cost of living
adjustments) has kept up with inflation as measured by the CPi-U
{San Francisco-Oakland-San Jose). The actual benefit tevel will be
compared to what would have been required to maintain the same
purchasing power as the retiree had at the time of retirement, with
a CPl-based increase. |

b. Those Tier 1 retirees whose benefit falls below 75% of purchasing
power will receive a supplemental payment that shall make up the
difference between their current benefit tevel and the benefit level
required to meet the 75% GPP.

c. The supplemental GPP payment to qualifying retirees will be paid
annually in a separate check, beginning Feerary 2016, and each
February thereafter.

d. The number of Tier 1 retirees whose bhenefit level was below 75%
GPP at the time of costing was approximately 68.

e. In the event of litigation by a retired member or members of the
Federated bargaining units challenging this provision of the
Settlement Agreement against a Federated bargaining unit, the
Unions will have a right to tender the defense of the litigation to the
City. City will accept the defense of the litigation and will defend the
Federated bargaining unit with counsel of City's choice, including
the City Attorney's Office. If the City is also named defendant in any
such suit, Unions will not ¢claim that joint representation of either or
both of them and the City constitutes a legal conflict for the
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attorney(s} defending thesuit. This defense.obligation will not apply
to lawsuits challenging or in any way relating to this provision filed
more than five years after the effective date of this agreement.

Attorney’s Fees :

1. $1.257 million to the litigants (AFSCME-MEF and CEO; IFPTE Local 21-AEA,
AMSP and CAMP; and OE#3) within 30 days of the settlement framework
being approved by Council in open session.

a. AFSCME (MEF and CEQ) shall not be entitled to any more in
Attorneys’ Fees and expenses related to the litigation and resolution
of Measure B, and are not entitled to final and binding arbitration
regarding Attorney’s Fees. _

b. The City and IFPTE Local 21 (AEA, AMSP and CAMP) and OE#3 agree
to final and binding arbitration to resolve additional claims over
attorneys’ fees and expenses related to the litigation and resolution
of Measure B, |

i. The arbitration will be before a JAMS judge formerly of San
Francisco or Alameda County

ii. The City shall pay the arbitrator’s fees and costs, including
court reporter

iii. The parties agree that the issue presented shall be: Whether

IFPTE Local 21 {AEA, AMSP and CAMP) and OE#3 are entitled,
under binding statutory or common law basis, to additional

: 'attorneys’ fees and/or expenses related to litigation and
resolution of Measure B? If so, in what amounts?

ALTERNATIVE PENSION REFORM SETTLEMENT FRAMEWDRK
Evidence Code Sectlon 1152

- November 23, 2015
Page 18 of 20



Quo Warranto/Ballot Measure Implementation Plan ...

1. ~ The Federated bargaining units {ABMEI, AEA, ALP, AMSP, CAMP, CED,
IBEW, MEF and OE#3) agree to work collaboratively with the City to
develop a ballot measure, which, if the quo warrante process {as defined
in the Settlement Framework and Proposed Quo Warranto
Implementation Plan) succeeds, will supersede Measure B with the
following {1} a provision requiring voter approval of defined benefit
pension enhancements, {2} a provision reguiring actuarial soundness, (3)
a provision prohibiting retroactivity of defined benefit pension
enhancements, and (4) any other provisions contained in the Settlement
Framework that the parties mutually agree to, for inclusion in a 2016
ballot measure that will incorporate any such provisions into the City
Charter. Once the parties mutually agree to the language, all the
Federated bargaining units shall endorse the ballot measure.

2. As agreed upon by the City and the Federated bargaining units {(ABMEI,
AEA, ALP, AMSP, CAMP, CEO, IBEW, MEF and OE#3), the proposed quo
warranto implementation plan shall be followed by the parties in the

manner described below.

= Upon ratification of Gluba! Settiement Addendum Agreement on quo warrantn process
| Federated/Retirees Deal |«  Global settlement involving all ht!gants {including retirees) and bargaining
= ‘ unit representatives -

+ Entered into for purposes of Settlement

ALTERNATIVE PENSION REFORM' SETTEEMENT FRAMEWORK
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¢ Except as otherwise provided in the stipulated order and judgment
described below no admission of wrongdoing, including no admission
that the City acted in bad faith

Non-precedential fo

raft

= immediately after #2 Parties negotiate charter language, pursuant to Section 1 above under “Quo
Warranto/Ballot Measure Implementation Rlan,” simultaneous with

agreement on stipulated facts, order and judgment.
g i
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Hby d fle £ /alida
= Upon completion of #5 » Submission of Stipulated Order and Stipulated ludgment to quo warranto
= and #6 judge, which may require coordination with the Attorney General.

=~ January 2016 Beglin discussions over incfuding any other provisions in Settlement
Frameworl in baliot measure {per Section 1 above under "Quo
Warranto/Ballot Measure implementation Plan] to be completed by July
2016

Jig
| Immediately upon: {1) Craft ballot measure to implement all aspects of Settlement Framewaork
= retirees not settling their | agreed to by the Fedarated bargaining units for placement on the ballot in
| litlgation; or (2) quo November 2016, The Parties will begin this process immediately in January
= wartranto process not 2016 if either the retirees have not settled or the quo warrante process has
i succeeding in Invalidating { not been completed,
= Measure B

This settlement framework is an outline of the agreement reached by the
parties that will need to be implemented through various means, such as
ordinances. Succassful implementation of this agreement will satisfy and.
terminate the “Retirement {Pension and Retiree Healthcare) Reopener” agreed
upon by the Federated bargaining units. |
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The Federated Bargaining Units and the City shall in good faith work toward
implementing this agreement, and neither party shall take any action to
undermine or subvert the terms and benefits provided by this agreement.
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Attachment D

SIDE LETTER AGREEMENT
Between
The City of San Jose
And

The Association of Building, Mechanical and Electrical Inspectors (ABMEI}
The Association of Engineers and Architects, IFPTE Local 21 (AEA)
The Association of Legal Professionals (ALP)

The ‘Association of Maintenance Supervisory Personnel, IFPTE Local 21 (AMSP)
The City Association of Management Personnel, IFPTE Local 21 (CAMP)
The Confidential Employees' Organization, AFCME Local 101 (CEQ)
The San Jose Fire Fighters, IAFF Local 230 (IAFF)

The International Brotherhood of Electrical Workers, Local No. 332 (IBEW)
The Municipal Employees’ Federation, AFSCME Local 101 (MEF)
The International Union of Operating Engineers, Local No. 3 (OE#3)
and
The San Jose Police Officers' Association (POA)

Alternative Pension Reform Act

The parties agree to the terms of the attached ballot measure, entitled the “Alternative Pension
Reform Act” {hereafter, “Act”), for consideration by City Council to be placed before the voters
of the City of San Jose on the November 2016 ballot.

The parties agree that they have met and conferred in good faith, and that this agreement
fulfills the City's Seal Beach bargaining obligations related to the Act.

The Unions shall endorse the Ballot Measure.

This agreement shall become effective when signed by all parties below and adopted by City
Council.

For the City:

- - ‘ , ; 7z

- Rebomdns 22//0 @“»{f' P /é /ér
rberto Duefias : Uénnifer Schembri Date Charles Sakai Date

City Manager Director of Employee Relations Labor Consultant
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ALTERNATIVE PENSION REFORM ACGT

The Citizens of the City of San Jose do hersby enact the‘fallewing amendmentis to the City Charter which may‘
be referred to as: “Alternalive Pension ReforntAct”

Section 1501-A: Intent.

The City of San Jose's financial ability to provide basic services is essential to the health, safety, quality of life
and well-being of its residents. This Act is intended to strengthen the City's financial ability to ensure the City
can providse reasonable and sustainable post-employment benefits while at the same time delivering essential
city services to the residents of 8an Jose. This Act is further designed fo ensure that no future defined

retirament benefit increases ocecur without voter approval.

Section 1502-A. Act Supersedes ANl Conflicting Provisions

The Sections of Article XV-A enacted by the volers pursuant fo the ballot measure known as Measure B in
2012 are hereby replaced in their entirety by the following provisions, The provisions of this Act shall prevail
over all other conflicting or inconsistent wage, pension, or postemployment benefit provisions in the Charter,
ordinances, resolutions, or other enaciments.

Notwithstanding any other provislons of this Article, the City Councit may, by ordinance, and subject fo the
provisions of California Government Code Section 3500 f seq., provide for the conformance of any refirement
plan or plans established and maintained by the City of San José to Section 415 of the United States Internal
Revenue Code or other applicable provisions of the iaws of the United States or the State of California.

Section 1503-A. Reservation of Voter Authority

(a) There shall be no enhancements to defined retirement benefits in effect as of January 1, 2017, without
voter approval. A defined retirement benefit is any defined post-employment benefit progrars, including
defined benefit pension plans and defined benefit refiree healthcare benefits. An enhancement is any
change to defined refirement benefits, including any change to pension or retires healthcare benefits or
retirement formula that increases the total aggregate cost of the benefit in terms of normal cost and
unfunded liabllity as determined by the Retirement Board's actuary. This does not include other
changes which do not directly modify specific defined retirement bensfits, including but not limited to
any medical plan design changes, subseguent compensation increases which may increase an
employee’s final compensation, or any assumption changes as determined by the Refirement Board.

{b} if the State Legislature or the voters of the State of California enact a requirement of voter approval for
the continuation of defined pension benefits, the voters of the City of San Jose hereby approve the
sontinuation of the pension benefits in existence at the time of passage of the State measure including

those establishad by this measure,

Section 1504-A: Retirement Benefits — Tier 2

The Tier 2 retirement plan shall Include the following benefits lisied below. This retirement program shall be
referred to as “Tier 2" and shall be effective for emplovees hired on or after the following dates except as
atherwise provided in this section: (1} Sworn Police Officers: August 4, 2013; (2) Sworn Firefighters: January 2,
2015 and {3) Federated: September 30, 2012, Employees initially hired before the effective date of Tier 2 shall
be Tier 1 employses, even if subsequently rehired. Employees who qualify as “classic” lateral employees
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under the Public Employees’ Pension Reform Act and are inftially hired by the City of San Jose on or after
January 1, 2013, are considered Tier 1 employess.

(a)

{b)

()

(€)

Cost Sharing. The City's cost for the Tier 2 defined benefit plan shall not exceed 50% of the total cost
of the Tier 2 defined benefit plan (both normal cost and unfunded liabilities), ‘except as provided
herein. Normal cost shall always be split 50/50.In the event an unfunded fiability is determined to exist,
employees wilf contribute toward the unfunded liability in inoreaging increments of 0.33% per year,
with the City paying the balance of the unfunded [ability, unti! such time that the unfunded liabllity is
shared 50/59 between the employer and employee.

Age. The age of eligibility for service retirement shall be 57 for employees in the Police and Fire
Retiremeni Plans and 62 for employees in the Federated Retirement System. Earlier Retirement may
be permitted with a reduction in pension benefit by a factor of 7% par year for smplayges in the Police
and Fire Retirement Plan and a reduction in pension benefit by a factor of 5% per year for employees
in the Federated Retirement System. An employee is not eligible for a service retirement earlier than
the age of 50 for employees in the Police and Fire Retirernent Plan or age 56 for employees in the
Federated Retirement System. Tier 2 employees shall be eligible for a service refitement after eaming
five years of retirement service credit.

COLA. Cost of living adjustments, or COLA, shall be equal to the increase in the Consumer Price Index
(GPI), defined as San Jose — San Francisco — Oakland U.S. Bureau of Labor Statistics index, CPI-
Urban Consumers, December to December, with the following limitations:

1. For Police and Fire Retirement Plan members, cost of living adjustments applicable to the
retirement aflowance shall be the lesser of the Consumer Price !n;:iex (CPIY, or 2.0%.

2. For Federated Retirement System members, cost of living adjustments applicable to the retirement
allowance shall be the lesser of CP] or;

a. 1-10 total years of City service and hired after the effective date of the implementing
ordinances of the revised Tier 2: 1.25%

h. 1-10 years total years of City service and hired before the effective date of the implementing
ordinances of the revised Tier 2: 1.5%

c. 11-20 fotal years of City service: 1.5%

d. 21-25 total years of City service: 1.75%

e. 286 ormore {otal years of City service: 2.0%

3. The first COLA adjustment will be prorated based on the number of months retired in the first
calendar year of retirement.

Final Compensation. “Final compensation” shall mean the average annual earned pay of the highest
three consecutive years of service. Final cornpensation shall be base pay only, excluding premium
pays or other additional compensation, except members of the Police and Fire Plan whose pay shall
include the sama premium pays as Tier 1 members, ‘

Maximum Allowance and Accrual Rate. For Police and Fire Plan members, service refirement
benefits shall be capped at 2 maximurm of 80% of final compensation for an employee who has 30 or
more years of service at the accrual rate contained in the Aliernative Pension Reform Settlement
Framework approved by City Council on August 25, 2015. For Federated Retirement System membets,
service retirement benefits shall be capped at a maximum of 70% of final compensation for an
employee who has 35 or more years of service at the accrual rate contained in the Alternative Pension
Reform Settlement Framework approved by City Council on December 15, 2015, and January 12,

2016.
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(f Year of Service. An smployee will be eligible for a full year of service credit upon reaching 2080 hours
of regular time worked {including paid leave, but not including overtime).

Section 1505-A; Disability Retirements

(a) The definition of "disability” shall be that as contained in the San Jose Municipal Code in Sections
3.36.200 and 3.28.1210 as of the date of this measure.

(h) Each plan member seeking a disability retiremant shall have their disability determined by a pansl of
medical experls appointed by the Retirement Boards,

(¢}  The independent panel of medical experts will make their determination based upoh majority vote,
which may be appealed to an administrative law judge.

Section 1506-A; Supplemental Payments fo Retirees

The Supplemental Retiree Bensfit Reserve ("SRBR™} has been discontinuad, and the asseis returned to the
appropriate retirement trust fund. In the event assets are required to be retained in the SRBR, no
supplemental payments shall be permitted from that fund without voter approval.

The SRBR will be replaced with a Guaranteed Purchasing Power (GPP) benefit for all Tier 1 retiress, The
GPP is intended to maintain the monthly allowance for Tier 1 retirees at 76% of purchasing power of their
original pension benefit effective with the date of the retiree’s retirement. The GPP will apply in limited
circumstances {for example, when inflation exceeds the COLA for Tier 1 retirees for an extended petiod of
time). Any calculated benefit will be paid annually in February.

Section 1507-A: Retiree Healthcare

The defined benefit retiree healthcare plan will be closad to new employees as defined by the San Jose
Munigipal Cade in Chapter 3.36, Part 1 and Chapter 3.28, Part 1,

Section 1508-A; Actuarial Soundress {for both pensfon and retivee healthcare plans)

(a} In recognition of the interests of the taxpayers and the responsibilities o the plan beneficiaries, all
pension and refiree healthcare plans shall be operated in conformance with Article XVI, Section 17 of

the California Consiitution. This includes buf is not limited fo:

1. All plans and thelr trustees shall assure prompt delivery of benefits and related services to
participants and their beneficiaries;

2. All plans shall be subject to an annual actuarial analysis that is publicly disclosed in order to
assure the plan has sufficient asseis: '

3. All plan trustees shall discharge their duties with respect to the system solely in the interest of,
and for the exclustve purposes of providing benefits to participants and their beneficiaries,
minimizing employer contributions thereto, and defraying reasonable expenses of administering
the system;

4. All plan trustees shall diversify the investmente of the system so as to minimize the risk of loss
and maximize the rate of return, unless under the circumstances it is not prudent to do so;

5. Determine coniribuiion rates on a stated contribution policy, developed by the retirement system

boards and;
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8. When investing the assets of the plans, the objective of all plan trustees shall be to maximize the
rate of raturn without undue risk of loss while having propar regard to the funding objectives of the
plans and the volatility of the plans’ confributions as a percentage of payroll.

Section 1508-A: Refirement Contributions

There shall be no offset to normal cost contribution rates in the event plan funding exceeds 100%. Both the
Clty and smployses shall always make the full annual required plan contributions as calculated by the
Retirement Board actuaries which will be in compliance with applicable laws and will ensure the quatlified

status under the intarnal Revenue Code,

Section 1510-A: No Retroactive Defined Retirement Benefit Enhancements

{a) Any enhancement {o a member’s defined retirement benafit adopted on or after January 1, 2017, shall
apply only to service performed on or after the operative date of the enhancemsnt and shall not be
applied to any service performed prior to the operative date of the enhancement.

{b} If a change to a member's retirement membership classification or a change in smployment resulis in
an enhancemsnt in the retirement formula or defined refirement benefits applicable to that member,
except as otherwise provided under the plans as of [effective date of ordinance], that enhancement
shall apply only to service performed on or after the effective date of the change and shall not be
applied to any service performed prior to the effective date of the change.

(c)  "Opsrative date" would be the date that any resolution or ordinance implementing the enhancement to
a members defined refirement formula or defined retirerment benefit adopted by the City Council

becomes effective. -

Sectton 1511-A; Severability

This Act shall be interpreted s0 as to be consistent with all federal and state laws, rules and regulations. The
provisions of this Act are severable. If any section, sub-section, sentence or clause {"portion”) of this Act is
held to be invalid or unconstitutiona! by a final judgment of a court, such decision shall not affect the validity of
the remaining portions of this amendment. The voters hereby declare that this Act, and each portion, would
have been adopted irrespective of whether any one or more porlions of the Act are found invalid. If any portion
of this Act is held invalid as applied to any person or creumstance, such invalidily shall not affect any

application of this Act which can be given effect.
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